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Asironomers  smdy  supernovas  in  the  hope  of 
learning  more  about  the  birth  of  the  universe. 

So  when  Supernova  1987A  burst  into  glory, 
the  scientific  community  immediately  turned  to  a 
Japanese  satellite  named  Ginga.  High  above  Earth, 
it  collects  X-ray  emissions  and  other  pertinent  data 
which  could  prove  crucial  in  their  quest. 

At  the  heart  of  Ginga  —  Hitachi's  magnetic 

fei  1990  Hudihi  Ltd  All  righis  reserved 


bubble  memory  recorder  It  can  withstand  the  b 
est  environments.  Radiation.  Solar  wind.  Extre 
temperatures. 

Which  is  perhaps  to  be  expected.  We're  th 
world  leader  in  magnetic  bubble  memory  tech 
nology.  Always  have  been. 

Of  course,  some  stars  are  much  closer  to 
home.  And  Hitachi  shines  here,  too.  Our  dynai 


How  to  record  a  star 
right  at  home. 


One  day,  this  toddler  s  children  will  watch  her  first  steps. 


video  cameras  are  responsible  for  revolu- 

ig  the  family  photo  album. 

lile  delivenng  image  quality  that's  out  of 

)rld. 

of  this  IS  explained  by  the  fact  we're  a 
billion  company*  We're  involved  in  science, 
nics.  Communications.  Transportation, 
ne.  Most  everything,  m  fact. 


It  goes  to  show  that  Hitachi  is  as  adept  at  creat- 
ing products  that  are  light-years  apart  as  we  are  at 
creating  technologies  that  are  light-years  ahead. 

*US$48,496  million,  net  sales  for  the  year  ending  March  31.  1989  USS1  =  Y132. 

0  HITACHI 

Hitachi,  Ltd.  Tokyo,  japan 


Your  fliijht  ivoti  cancelled.  \\<e  changed  it. 

You  needed  ca,*h.  W^e  arranged  it.  You  wanted  a  ^nunniary  of  your  expen^te^i.  We  provide 
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PILING  UP  ON  THE  LOT:  AS  CONSUMERS  CUT  BACK— AND  THE  ECONOMY  SLOWS— INDUSTRY  WILL  HAVE  TO  MAKE  SOME  TOUGH  CALLS 
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6 1   ARE  THE  GOOD  TIMES  OVER? 

Probably.  Growth  in  1990  will  likely 
be  about  2.1%,  half  the  expansion 
average.  Debt-laden  companies  may 
be  in  trouble.  But  for  everyone  else; 
Welcome  to  the  not-so-bad  times 
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PRODUCTION 

Change  from  last  week:  0.3% 
Change  from  last  year;  0.4% 
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1967  =  100,  Four-week  moving  average 
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The  production  index  rebounded  for  the  week  ended  Dec.  16,  because  plant 
closings  during  the  Thanksgiving  holiday  had  depressed  the  index  in  previous  weeks. 
Seasonally  adjusted  output  of  autos,  electric  power,  and  crude-oil  refining  increosed, 
while  truck,  steel,  coal,  rail-freight  traffic,  lumber,  and  paper  production  were  down. 
Paperboard  output  wos  unchanged.  Before  calculation  of  the  tour-week  moving 
average,  the  index  fell  to  176.5  from  177  for  the  week  before. 

BW  production  index  copyright  1990  by  McGraw-Hill  Inc. 


LEADING 

Change  from  last  week;  -0.1% 
Change  from  lost  year:  8.1% 
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The  leading  index  edged  down  slightly  for  the  week  ended  Dec.  16,  as  only  a 
small  gam  in  stock  prices  signaled  growth  for  the  economy  in  the  months  ahead.  On 
the  negative  side  was  a  sharp  drop  In  materials  prices,  a  rise  in  business  failures,  and 
slower  growth  rates  tor  real  estate  loons  ond  M2.  Long-term  bond  yields  were 
unchanged.  Prior  to  calculation  of  the  four-week  moving  overage,  the  index  fell  to 
219.8,  from  220.3  in  the  previous  week. 

Leading  index  copyright  1990  by  Center  for  International  Business  Cycle  Research 


PRODUCTION  INDICATORS  1 

Latest 
week 

Week    %  Change 
ago     year  ago 

STEEL  (12/16)  thous.  of  net  tons 

1,664 

1,725# 

-7.4 

AUTOS  (12/23)  units 

135,680 

141,874r# 

-17.9 

TRUCKS  (12/23)  units 

75,544 

77,425r# 

-8.4 

ELEQRIC  POWER  (12/16)  millions  of  kilowatt-hours 

60,332 

56,872  # 

5.1 

CRUDE-OIL  REFINING  (12/16)  thous.  of  bbl./day 

13,726 

1 3,660  # 

1.3 

COAL  (12/16)  thous.  of  net  tons 

1 9,004  # 

20,616 

-4.3 

PAPERBOARD  (12/16)  thous.  of  tons 

722.7  # 

718.5r 

1.2 

PAPER  (12/161  thous.  of  tons 

758.0  # 

763.0r 

1.3 

LUMBER  (12/16)  millions  of  ft. 

547.5  # 

557.4 

5.5 

RAIL  FREIGHT  (12/16)  billions  of  ton-miles 

19.1 

20.3 

-2.6 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
icon  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA\  SFPA^,  Association  of 
American  Railroads. 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (12/27) 

142 

144 

126 

GERMAN  MARK  (12/27) 

1.69 

1.74 

1.78 

BRITISH  POUND  (12/27) 

1.62 

1.60 

1.80 

FRENCH  FRANC  (12/27) 

5.77 

5.95 

6.08 

CANADIAN  DOLLAR  (12/27) 

1.16 

1.16 

1.19 

SWISS  FRANC  (12/27) 

1.53 

1.57 

1.51 

MEXICAN  PESO  (12/27)^ 

2,675 

2,674 

2,300 

Sources:  Major  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  U.  S.  dollar,  except  for 

PRICES 

Latest 
week 

Week  ° 
ago 

^0  Change 
year  ago 

GOLD  (12/271  $/troy  02. 

406.000 

412.400 

-1.7 

STEEL  SCRAP  (12/26)  #  1  heavy,  $/ton 

96.50 

96.50 

-16.1 

FOODSTUFFS  (12/22)  index,  1967=100 

213.8 

213.0 

-11.1 

tOPPER  (12/23)  c/lb. 

108.2 

107.3 

-33.7 

ALUMINUM  (1 2/23)  f/lb. 

73.2 

73.9 

-34.3 

WHEAT  ( 1 2/23)  #  2  hard,  $/bu. 

4.37 

4.36 

1.6 

COTTON  (12/23)  strict  low  middling  1-1/16  in.,  ^■/Ib. 

61.58 

61.14 

11.4 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (12/22)S&P  500 

344.24 

350.82 

24.0 

CORPORATE  BOND  YIELD,  Aaa  (12/221 

8.85% 

8.85% 

-7.7 

INDUSTRIAL  MATERIALS  PRICES  (12/22) 

102.5 

102.2 

1.1 

BUSINESS  FAILURES  (12/ 15) 

NA 

273 

NA 

REAL  ESTATE  LOANS  (12/13)  billions 

$352.1 

$351. 5r 

15.0 

MONEY  SUPPLY,  M2  (12/1 1)  billions 

$3,204.5 

$3,202.4r 

4.4 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/9)  thou 

5.  333 

396 

19.8 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun  & 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  failures  and  real  estate  loons. 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

PERSONAL  INCOME  (Nov.l  annual  rote,  billions 

$4,541.0 

$4,503.2r 

8.9 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (Nov.)  bil 

ions  $130.7 

$124.3r 

6.2 

HOUSING  STARTS  (Nov.)  annual  rote,  thous. 

1,361 

1,428 

-13.1 

BUDGET  SURPLUS  OR  DEFICIT  {-)  (Nov.)  millions  -$28,959 

-$26,089 

0.6 

Sources:  Commerce  Dept.,  Treasury  Dept. 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (12/11) 

$793.1 

$789.7 

0.8 

BANKS'  BUSINESS  LOANS  (12/13) 

318.1 

317.9r 

5.1 

FREE  RESERVES  (12/13) 

641 

591r 

30.5 

NONFINANCIAL  COMMERCIAL  PAPER  (12/13) 

130.2 

130.4 

29.2 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves 
a  two-week  period  in  millions). 

which  ore  expressed  for 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (12/26) 

8.43% 

8.50% 

8.86% 

PRIME  (12/27) 

10.50 

10.50 

10.50 

COMMERCIAL  PAPER  3-MONTH  (12/26) 

8.27 

8.39 

9.08 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (12/271 

7.86 

7.86 

9.23 

EURODOLLAR  3-MONTH  (12/20) 

8.44 

8.43 

9.41 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicotcrs  ore  seosonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  —  Free  market  value         NA  =  Not  available         r  =  revised         NM  =  Not  meaningful 
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lersonal  insurance  coverage  at  risk.  Most  charge  cards  tell  you  you're  insured  in 
ase  of  an  accident.  But  I  know  that  all  they're  really  giving  you  is  secondary 
overage  for  the  portion  your  personal  insurance  doesn't  cover.  Is  that  fair? 
Vfe  felt  it  was  important  to  offer  primary  coverage.  That  means  our  insurance 
ompany*  pays  first.  It  really  does  make  a  difference 

Primary  insurance  coverage.  No  one  takes  care  of  the  frequent  busines 
raveler  like  Diners  Club. 

PlNBlii^  CLUB.  WB  mKB  CAB] 


5  1989.  Citicorp.  Diners  Club  Inc 


"Tliis  coverage  underwritten  bv  BCS  Irourance  Co  I mTXdba  Medical  Indernnity  of  America,  Inc  I. 
Program  administered  by  Access  America.  Some  restrictions  and  exclusions  apply  Cost  of  insurance  paid  froni  card  revenue 


IF  SAN  DIEGO,  CALIFORNIA 
IS  YOUR  MARKET, 
WEEDO,  KENTUCKY  IS 
NONE  OF  YOUR  BUSINESS. 


hv  waste  vour  monev  on  a 
nationwide  900  serMce,  when  Pacific 
Bell  Calitornid  900  gives  you  28 
million  reasons  to  stay  home^ 

California  900  is  the  first  and  onlv 
pav-per-call  900  ser\'ice  completely 
dedicated  to  the  28  million  con- 
sumers in  the  California  market.  So 
instead  of  blowing  your  budget  on 
Weedo,  Watseka  and  Wenatchee 
—  you  pav  less,  and  get  more. 

A  New  Line  on  Customer 
Service  and  Promotions.  You 

can  turn  out-of-pocket  expenses, 
like  customer  service  lines,  into 
in-the-bank  profits,  with  900  lines. 


You  can  ha\-e  promotions  that  pay 
tor  themselves  up  front,  instead  of 
down  the  road.  Or,  your  company 
can  discover  a  whole  new  way  to 
make  monev  Even  individual 
entrepreneurs  with  limited  budgets 
are  finding  California  900  to  be  a 


gold  mine. 


With  the  demand  for  informa- 
tion alreadv  at  an  all-time  high,  900 

CALIFORNL\900 

28  million 
reasons 

to  stay  home. 


services  are  expected  to  grow  more 
than  400^^0  by  1992.  That  gives  you 
the  fastest  growing  product  in  the 
information  industry,  combined 
with  one  of  the  fastest  growing  states. 
And  that  means  profits.  Fast. 

It's  Time  To  Pick  Up  The  Phone. 

Don't  waste  \'our  monev  on  a  ser\-ice 
that  winds  up  in  Weedo,  when 
California  900  can  deliver  the  land 
ot  opportunity'.  Contact  your  Pacific 
Bell  Account  Executi\'e,  or  call  today. 
In  California: 
811-1900,  Ext.  153. 
Outside  California: 
1  (800)  344-1341,  Ext.  153. 


A  PACIFIC  lELESIS  COMPANY  I  llittm 


e  W'**  Pacific  Bel: 
6B-CA 


PACIFICSJBELL 

Information  Services 


T.  Rowe  Price  Tax-Free  Funds  outperform  taxable  bonds.  As  the  Chart  shows,  the  taxable 
equivalent  yields  of  our  Tax-Free  Funds  have  consistently  outpaced  the  yields  of  similar 
taxable  investments.  This  means  that  you  have  an  opportunity  to  earn  more — and  to  keep 
more — since  both  Funds  are  100%  tax  free!* 

Tax-Free  Income  Fund^  6.5% =9.7%**  This  Fund  seeks  high  tax-free  income  by  investing 
in  a  diversified  portfolio  of  long-term,  higher  quality  municipal  bonds. 

Tax-Free  High  Yield  Fund^^  7.3"/o=I0.8%**  If  you  are  seeking  the  highest  tax-free  yield, 
look  to  this  Fund.  It  invests  m  long-term,  medium-to-lower  quality  bonds — the  sector 
of  the  municipal  market  that  has  traditionally  rewarded  investors  with  the  highest  level 
of  tax-free  income. 

Although  the  Funds'  yields  and  share  prices  will  vary,  our  stringent  credit  analysis  and 
active  management  help  reduce  price  volatility. 

Both  Funds  offer  you  free  telephone  exchange  and  daily  liquidity  through  free  check 
writing  at  the  then  current  net  asset  value.  Minimum  investment  $2,500.  No  sales  charges. 
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EARN  MORE  WITH  TAX-FREES 

Funds'  taxable  equivalent  yields  (33%  bracket) 

 Tax-Free  High  Yield  Fundttt 

_  Tax-Free  Income  Fund 
 Lipper  Corp.  Bond  Avg.tttt 

 IOJ% 

^  9.9% 

8.47. 


\/lonth 
Ending  9/88 


Call  24  hours  for  a  free  information  kit 
1-800-638-5660  ext.  9679 


T.  ROWE  PRICE  TAX-FREE  FUNDS 

T.  Rowe  Price,  515  South  Flower  Street 

Arco  Tower,  31st  Floor,  Los  Angeles,  CA  90071 

Send  the  prospectus(es)  with  more  complete  information, 
including  management  fees  and  other  cnargcs  and  expenses, 
for  the  Fund(s)  checked  below.  I  will  read  them  carefully 
before  I  invest  or  send  money. 

□  Tax-Free  Income  Fund    □  Tax-Free  High  Yield  Fund 


Name 


Addr 


City/State/Zip 


TflH009679 


Phc 


□  Home 


□  Business 


Invest  With  Confidence 

T.RoweR'ice 


6.27o,  9.47oand7.77o  are  the  1-year  and  average  annual  5-  and  10-year  total  returns  respectively  for  the  period  ended  9/30/89  tt9.67o  and  11.5%  are  the 

-year  and  average  annual  55-month  total  returns  lespectively  foi  the  period  ended  9/30/89  *Some  income  may  be  subject  to  state  and  local  taxes,  and  a  portion  of  the 
unds'  income  may  be  subject  to  the  alternative  minimum  tax  **Average  annualized  tax-free  yield  for  the  30  days  ended  9/30/89  and  eguivalent  taxable  yield  in  the  33% 
racket  tttThe  Fund  invests  a  portion  of  its  portfolio  in  non-investment  grade  securities  ttttThe  average  yield  of  48  investment  grade  corporate  bond  funds  as  reported 
■y  Lipper  Analytical  Services  Investment  return  and  principal  value  represent  past  performance  and  will  vary.  Shares  may  be  worth  more  or  less  at  redemption  than  at 
Tiginal  purchase  T  Rowe  Price  Investment  Services,  Inc  ,  Distributor 
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HE  COMES  FROM 
A  BROKEN 
HOME. 


Every  day  140,000  acres  of  tropical  forest 
are  axed,  burned,  or  clear  cut.  The  result: 
this  margay  —  and  thousands  of  other 
species  that  call  these  forests  home  —  are 
teetering  on  the  brink  of  extinction. 

Tropical  forests  help  regulate  the 
Earth's  climate.  And  they  shelter  %  of  all 
Earth's  species  —  unique  life  forms  that 
give  us  priceless  medical,  industrial,  and 
agricuhural  benefits. 


The  Nature  Conservancy  w^orks 
creatively  with  partners  throughout  Latin 
America  to  safeguard  tropical  habitats. 
But  v^^e  need  your  help,  so  join  us.  Write 
The  Nature  Conservancy,  Latin  America 
Program,  Box  CD0031,  1815  N.  Lynn 
Street,  Arlington,  VA  22209.  Or  call 
1-800-628-6860. 

It's  a  question  of  proper  housekeeping 
in  the  only  home  we've  got. 


.Jhe  it 

Nature}^ 

Qonservancy 
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Conservation  Through  Private  Action 


IN  THE 

DEVELOPING 

WORLD 
WATER  IS  A 
DIRTY  WORD, 


I  niccl 

Thousands  of  children  are  dying  from  drinking  |r^2^^Qr 
unsanitary  water  every  day  and  we  need  your  help,  ^'ii^-z:^-'^ 

Please  call  1-800-252-KIDS  to  find  out  how  you,  '"''^^^ 
your  friends  and  your  community  can  get  involved. 

You'll  be  helping  to  save  a  child's  life.  Please  call. 

A  future  for  every  child.  1-800-252-KIDS 

„.,.c     .         .  Dept.  211 

United  States  Committee  for 


unkef  ^ 


United  Nations  Children's  Fund 

Agency;  MacNamara,  Clapp  &  Klein,  Int . 
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mese  Perfection 


In  Japan,  there  is  an  appreciation 
for  subdued  elegance.  It  is  a  taste  for  the 
understated.  An  inner  calmness.  A  quiet 
perfection  that  never  calls  attention  to 
itself— Wabi. 

And  it's  apparent  on  every  ANA  flight. 

In  the  way  we  maintain  our  fleet.  One 
of  the  newest,  most  modem  in  the  world. 

In  the  imaginative  way  we  plan  our 
meals.  The  finest  of  both  Eastern  and 
Western  cuisines. 

And  in  the  way  we  train  our  flight 
attendants  to  be  unobtrusive,  attentive, 
so  perfectly  Japanese. 


Such  impeccable  service  can  be  experi- 
enced daily  on  our  nonstop  flights  to  Tokyo 
from  Los  Angeles.  We  also  offer  Wash- 
ington, D.C.'s  only  nonstops  to  Tokyo  five 
times  a  week. 

From  there  we  can  fly  you  to  Seoul, 
Hong  Kong,  Bangkok,  Beijing,  Dalian  or 
Sydney.  With  new  routes  from  Tokyo  to 
London,  Stockholm,  Moscow  and  Vienna. 
Contact  your  travel  agent  or  ANA  at 
1-800-235-9262.  For  Japanese  language  call 
1-800-262-2230. 

Fly  ANA,  and  you'll  discover  service 
raised  to  an  art. 


5^  ar 


SPECIAL  PACIFIC  BONUS  OFFER 

When  you  fly  First  or  Business  Class  on  ANA  from  Los  Angeles  to  Tokyo 

on  any  Monday  or  Tuesday  between  11-1-89  and  1-31-90, 
you  earn  a  valuable  gift  from  ANA.  For  more  details  see  your  travel  agent, 
corporate  travel  arranger  or  call  ANA. 


m/xM 

All  Nippon  Airways 
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'A  GOLDEN  OPPORTUNITY 

FOR  THE  HUMAN  RACE'  

What  a  pleasant  relief  "The  peace 
economy"  (Cover  Story,  Dec.  11) 
was  to  read  after  all  the  whining  we 
have  heard  from  the  defense  contractors 
in  everybody  else's  business  pages.  I've 
been  waiting  for  just  one  with  some 
moral  fiber  to  say  yes,  it's  tough  on  us 
personally,  but  peace  on  earth — this  is 
what  we  pray  for  every  holiday  season: 
What  a  golden  opportunity  for  the  hu- 
man race. 

Will  it  be  difficult?  Possibly.  But  as 
you  point  out,  for  companies  that  pre- 
pare themselves,  there's  life  after  de- 
fense contracting.  I'll  never  forget  trav- 
eling in  France  while  that  country  was 
preparing  for  the  bicentennial  of  its  rev- 
olution, the  cities  and  towns  full  of  pub- 
lic works,  sprucing  up,  all  "to  conserve 
our  patrimony"— while  back  home,  the 
U.  S.  was  falling  into  further,  unspeak- 
able public  squalor. 

Pamela  McCorduck 
Princeton,  N.  J. 

HAS  CHILD  CARE  BECOME 

A  POLITICAL  FOOTBALL?  

While  you  provided  a  good  explana- 
tion of  the  many  elements  of  the 
child  care  legislation  still  needing  resolu- 
tion, its  point  of  departure  was  wrong 
("A  child  care  bill  will  pass  as  soon  as 
the  Democrats  grow  up,"  Washington 
Outlook,  Dec.  11).  The  child  care  effort 
stalled  in  1989  because  of  serious  policy 
concerns,  not  jurisdictional  squabbling. 

In  an  ideal  world.  Congress  and  Presi- 
dent Bush  would  probably  now  be  cele- 
brating the  enactment  of  a  comprehen- 
sive child  care  bill  including  both  a 
generous  new  provider  grant  program, 
as  proposed  in  the  ABC  (Act  for  Better 
Child  Care,  or  S-5)  bill,  and  more  cash  in 
the  pockets  of  low-income  working  fam- 
ilies through  expanded  tax  credits,  as 
the  House  Ways  &  Means  Committee 
bill  would  provide.  It  is  not  that  the  two 
approaches  are  at  cross-purposes.  Rath- 
er, adopting  both  at  this  time  would  cost 
more  than  we  can  afford.  Add  the  fact 
that  the  ABC  money  would  be  dependent 
on  the  uncertain  outcome  of  the  annual 


appropriations  process,  and  a  policy  di- 
lemma clearly  emerges  for  those  of  us 
whose  primary  goal  is  to  get  child  care 
help  soon  to  those  who  need  it  most. 

Because  they  have  been  such  effective 
trailblazers  in  the  child  care  area,  ABC 
advocates  are  understandably  disap- 
pointed at  this  recent  change  in  the  con- 
gressional mood.  However,  the  House 
Ways  &  Means  approach  does  not 
thwart  the  effort  to  improve  the  welfare 
of  children;  rather,  it  helps  them  in  a 
better  way. 

Representative  Don  J.  Pease  (D-Ohio) 
House  Ways  &  Means  Committee 
Washington 

Your  commentary  portrays  but  one 
aspect  of  the  games  that  have  de- 
layed the  passing  of  a  national  child 
care  bill. 

The  House  and  Senate  have  vastly  dif- 
ferent legislation  in  the  hopper.  Many 
Americans  support  the  Senate  (S-5)  ver- 
sion because  it  will  permit  parents  to 
choose  either  secular  or  sectarian  pro- 
grams. It  will  also  permit  sectarian  pro- 
grams to  use  federal  money  for  health, 
security,  and  other  secular  aspects  of 
their  program  and  would  permit  the  sec- 
tarian providers  to  distinguish  qualita- 
tively between  employees.  The  House 
version  is  insufficient  for  the  needs  of 
sectarian  providers  and  users,  ignoring 
the  history  of  sectarian  provider  leader- 
ship in  child  care. 

To  be  sure,  we  must  recognize  the 
separation  of  church  and  state.  Howev- 
er, the  Senate  bill  appropriately  provides 
those  safeguards  and  still  permits  par- 
ents a  choice.  That  should  be  the  direc- 
tion for  child  care  in  the  1990s.  It  is  our 
challenge  today. 

William  E.  Rapfogel 
Executive  Director 
Institute  for  Public  Affairs 
New  York 


FOR  MOST  IHVESTORS,  ONE  OCT.  13 
IS  ONE  TOO  MANY  

While  reading  your  commentary  on 
why  the  stock  market  is  not  vola- 
tile on  average,  I  kept  getting  a  mental 
image  of  Deng  Xiaoping  ("Yes,  the  stock 
market's  risky.  Why  look  for  a  scape- 
goat?" Finance,  Nov.  27).  I  think  Deng 
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If" 


It  takes  energy  to  make  energy.  From 
our  riggers  and  roughnecks.  From 
our  planners,  bur  traders,  our  serv- 
ice station  attendants.  From  38,000 
BP  America  employees  in  all.  Their 
energy  has  made  BPAmerica  the 
largest  producer  of  American  oil, 
producing  800,000  barrels  of  oil  a 
day. To  make  the  most  of  our  country's 
energy  resources,  we're  making  the 
most  of  our  human  ones. 


Wliat  can  you  expect 
from  BellSouth 
be\  ond  the  South? 


Id  employ  a  similar  argument  that 
;e  the  Chinese  population,  on  aver- 
I,  increased  in  1989,  there  couldn't 
e  been  much  of  a  massacre  in  Tian- 
tien  Square. 

'ou  may  prefer  to  say  that  the  mar- 
suffers  an  occasional  nervous  break- 
ra,  but  to  most  investors,  that's  vola- 
y,  and  it's  unnerving  because  it 
ears  to  reflect  some  inherent  instabil- 
in  the  structure  of  the  exchange  pro- 
3  itself.  Investors  find  enough  risk  in 
vagaries  of  the  economy  and  busi- 
s.  They  do  not  need  the  additional 
:  of  sudden  fits  and  alarms  in  the 
ling  process  driven  by  some  mysteri- 
,  exogenous  variables. 

Richard  G.  Tomlinson 
Editor 

Connecticut  Research  Report 
Glastonbury,  Conn. 

lAL  TECHNICIANS  CAN'T 

WAYS  ACT  LIKE  LAWYERS  

IMhen  the  simple,  uncontested  di- 
W  vorce  turns  into  a  significant  tax 
blem  after  the  house  is  sold  or  the 
tine  will  causes  the  estate  to  liqui- 
e  assets  to  pay  estate  and  probate 
es,  where  will  the  "glorified  typist" — 
)  known  as  the  legal  technician — be 
erry  Mason  they're  not,"  Legal  Af- 
•s,  Nov.  20)? 

'here  is  more  to  getting  a  divorce  or 
paring  a  will  than  simply  typing  it. 
isumerism  may  dictate  that  the 
lerican  public  be  protected  from  ex- 
sive  attorneys'  fees.  But  they  need  to 
protected  from  themselves  and  from 
se  who  cannot  respond  for  damages 
hey  make  a  mistake. 

Jan  L.  Warner 
Columbia,  S.  C. 

legarding  your  article  on  legal  tech- 
L  nicians,  you  fail  to  come  to  grips 
h  two  issues.  Unauthorized  practice 
ss  do  not  stem  from  the  1930s.  Rath- 
they  are  a  fundamental  part  of  our 
istitutional  system  of  government  in- 
ving  the  doctrine  of  separation  of 
vers  and  a  system  of  checks  and  bal- 
:es.  It  is  for  the  judicial  branch  to 
;ide  what  is  the  practice  of  law  and 
0  should  be  permitted  to  engage  in  it. 
f-help  books  are  hardly  a  reason  to 
ker  with  the  Constitution, 
rhe  second  problem  is  the  substitution 
stereotypes  for  thoughtful  analysis, 
ur  reporter  implies  that  federal  or  na- 
lal  standards  are  good  and  that  the 
;trine  of  states'  rights  should  be  bur- 
.  The  concluding  paragraph — stating 
it  attorneys  are  shifting  away  from 
Is  and  divorces — applies  to  less  than 
of  the  lawyers  in  this  country.  The 
naining  80%  of  the  lawyers  in  Ameri- 


ca are  solo  practitioners  or  in  small 
firms  and  earning  about  half  or  less 
what  is  paid  a  first-year  associate  in 
New  York  City.  There  is  no  lucrative 
corporate  work  in  many  of  their  commu- 
nities. In  fact,  those  lawyers  are  provid- 
ing wills  and  divorces  at  reduced  rates 
or  free  to  those  who  are  unable  to  pay. 

I  agree  that  the  most  important  prob- 
lem facing  the  legal  profession  is  figur- 
ing out  how  to  economically  deliver  legal 
services  to  consumers.  I  do  not  agree, 
however,  that  the  answer  is  to  permit 
uneducated,  untrained,  unlicensed,  and 
uninsured  individuals  to  practice  law. 

Michael  J.  Rooney 
Attorney  at  Law 
Champaign,  111. 

HOW  NEW  YORK  BIT 

THE  BUDGET  BULLET  

■ was  glad  to  see  that  national  econo- 
mists are  beginning  to  recognize  the 
serious  situation  faced  by  the  Northeast- 
ern states  ("Dukakis,  Cuomo,  and  other 
egg-splattered  faces,"  Economic  View- 
point, Dec.  4).  I  was,  however,  concerned 
by  Robert  Kuttner's  inference  that  New 
York  had  a  midyear  deficit  because  we 
did  not  "bite  the  bullet"  in  this  year's 
budget.  On  the  contrary,  the  budget  we 
enacted  at  the  start  of  this  fiscal  year 
reflected  the  smallest  increase  in  total 
general-fund  spending  in  over  a  decade, 
well  below  the  rate  of  inflation.  We  an- 
ticipate state  agency  spending  this  year 
will  be  less  than  the  year  before. 

As  the  rating  agencies  recognized. 
New  York  has  indeed  confronted  its  fis- 
cal problems  and  will  continue  to  do  so 
in  the  difficult  months  ahead. 

Ball  W.  Forsythe 
Director 
Executive  Dept. 
Budget  Div. 
Albany,  N.  Y. 

WHEN  INCENTIVES  GET  SERIOUS, 
SO  WILL  SAVINGS  

The  1980s  demonstrated  that  tax  in- 
centives don't  increase  savings,  ac- 
cording to  Professor  Blinder  ("The  eco- 
nomic myths  that  the  1980s  exploded," 
Economic  Viewpoint,  Nov.  27).  What  the 
decade  really  showed  was  that  keeping 
tax  rates  at  80%  to  100%  or  higher  on 
real  income  discourages  savings. 

Consider  that  nice  bank  account  you 
have  that  pays  5.5%.  After  inflation 
takes  4.5%-,  you  receive  1%  that  the  gov- 
ernment taxes  at  150%  (the  government 
takes  28%  of  5.5%,  not  28%  of  1%). 

Maybe  you  could  do  better.  If  you 
have  $1  million  sitting  around,  take  ad- 
vantage of  the  current  one-vear  CD  rate, 
7.68%.  You'll  only  be  taxed  at  68%  on 


AVOID 
BUILDING 
MISTAKES 

Plan  your  next  business 
facility  with  confidence. 


VP  Buildings  offers  this 


valuable  guide  to  construction, 
including  a  special  planning 
worksheet .  free  to  building  deci- 
sion makers.  To  maximize  your 
project's  potential  and  to  avoid 
costly  mistakes  in  facility  plan- 
ning and  construction,  write  or 
call  for  yours  today' 
1-800-238-3246. 


VARCO-PRUDEN 
BUILDINGS 

AMCA 

INTERNATIONAL 


Built  On  Superior  Service 


FREE'  ■Building  Methods  Compared' 
including  ihe  planning  worksheet 
Mail  10  Varco-Pruden  Response  Center 
P  0  Box  3900 
Peoria,  IL  61614 
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AD\7CE  AND  DISSENT 

They  're  contentious  and  contasious.Thev're 
the  McLaughlin  Group,  i  clockwise  from  left  1  Jack 
Germond.  Eleanor  Clift.  John  McLaushlin.  Fred  Barnes. 
.Morton  Kondracke.  and  Pat  Buchanan. 

Made  possible  bv  a  grant  from  GE. 

THE  McL\L  GHLIN  GROLT 


C  heck  \  our  '.'  ■a.  '. 


r  station  and  time. 


We  bring  good  things  to  life. 


New  England's  Finest  Corporate 
Headquarters  is  Now  Available 

Located  on  55  acres,  15  miles  southeast  of  Boston 
on  Route  12S,  the  magnificent  241,743  square  foot 
Corporate  Headquarters  at  NIaresfield  Farm  is  one  of  the 
cotintr^'s  most  inno%"ati\'e  and  architecturally  significant 
office  facilities. 

¥oT  complete  details  regarding  this  outstanding  frropertv; 
contact  Tohn  K.  Binswanger,  President. 


THE  BINSWANGER  CON^PANY 
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tives  win  be  a  powerful  tool 

Daniel  E.  Ci 
Princeton.  N., 

NEW  ENERGY  PAHERNS  FOR 
THE  GREENHOUSE  ERA  

The  soluuon  ::     -  j:  T-r..      ■  - 
cited  in  ""Is  i:.  :  : 

worth  a  10-ton  reaaor?" 
to  WatcL  Nov.  27)  is  off  -:  Z.^; 

trificanon  is  not  the  problem.  It  is. 
larr-   >  - 

r.ergy-ef 
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Frani  H.  Lennox.  Rc;-  r^zor 

Science           _  :i  Inc. 

Vs'ashingion 

PETERSEN'S  VISIONARY 
LEADERSHIP'  WILL  BE  MISSED 

r  ord  Chairman  Donald  Pe:- . 
ije  Taking  early  retirement  c'RcU  ? 
sure  won"t  have     easy."  Tr.e  Cotz-jT 
noTu  Nov.  27).  I  r  . - 

th.at  our  :^s:er-     .  '  .  .  ...a 

be  in  far  .;dayiiwehad 
more  cor.  .rj..-  .  ..r.crs  like  Peter- i 

sen.  He  has  alv%-ays  placed  the  empb.asis 
on  the  people  on  his  tear'-  -r  \:.  5 
above  the  numbers  on  the  v  : 
a  balanc-e  sheet. 

Tnere  is  no  doubt  that  our  business 
c-ommunity  and  societ;v  in  general  wil. 
miss  the  "visionary  ieadership"  of  Peter- 
sen— a  man  who  not  only  knev  ■ ; 
do  things  right"  but.  more  -  - 
found  ways  "to  do  the  right  th-ings." 

Shubroto  Chattopadhyay 
Irvine.  Calif. 

Letters  to  th«  Edirtor  :  :-  t  -iBZ~'~ 
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Good  ideas  do  grow  on  trees. 


Nature  thinks  of  every- 
thing. In  the  case  of  the 
coconut,  a  fibrous  husk 
keeps  it  from  breaking 
when  it  falls  to  the 
ground.  Along  the  same 
lines,  Schott's  coated 
"Duran"  glass  bottles 
have  a  special  protection 
to  keep  them  from 
shattering. 


Even  if  the  glass  breaks, 
there  is  no  leakage. 
Schott's  bottles  have  a 
plastic  coating  to  keep 
valuable  fluids  contained 
and  to  protect  people 
against  hazardous 
chemicals. 


When  a  ripe  coconut  falls  from 
the  tree,  the  drop  can  be  as 
much  as  a  hundred  feet. 

 It  would  certainly  break  if 

nature  hadn't  provided  it  with 
effective,  built-in  protection.  The 
thick,  fibrous  husk  encasing  the 
hard-shelled  nut  cushions  the 
soft  core  of  meat  in  case  the 
landing  is  bumpy. 
 Schott's  "Duran"  labo- 
ratory bottles  feature  similar 
protection.  They  are  made  of 
chemically  resistant  borosili- 
cate  glass  with  a  transparent 
plastic  coating. 

 Should  the  glass  break, 

this  coating  keeps  valuable 


liquids  from  leaking  out. 

 Our   laboratory  bottles 

are  totally  dependable  -  even  for 
containing  hazardous  and  highly 
corrosive  chemicals.  They  pro- 
vide a  high  degree  of  safety  and 
security  for  technicians  and 
equipment  alike. 

 Plastic  coated  laboratory 

bottles,  available  from  Schott 
America,  are  just  one  example  of 
how  Schott's  innovative  devel- 
opment responds  to  specific 
needs.  In  today's  world,  special 
glass  helps  keep  technology 
advancing. 

 Schott  worldwide:  50,000 

products,  42  production  facili- 


ties, represented  in  more  than 
100  countries,  with  over  $1 
billion  in  sales. 

 Schott  in  North  America: 

11  companies  employing  more 
than  1,800  people. 

 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B25,  3  Odell  Plaza, 
Yonkers,  NY  10701 


E3  SCHOTT 

Nobody  knows  more  about  glass. 


THE  IRON  LADY:  A  B»OGRAPHY  OF  MARGARET  THATCHER 

Farrar  Straus  Giroux  •  570pp  •  S25 


A  CORROSIVE  CRITIQUE 
OF  THE  IRON  LADY 


y  now,  the  broad  outline  is  famil- 
>iar.  The  grocer's  daughter  from  a 
middle-England  towTi  overcomes 
early  battles  with  sexism  to  enter  poli- 
tics. Armed  with  a  few  simple  truths, 
not  the  least  of  which  is  a  housewife's 
feconomic  prudence,  she  bursts  on  the 
domestic  political  scene  as  the  outsider 
determined  to  take  on  entrenched  class 
and  labor  union  interests.  Her  tough  and 
pioneering  brand  of  free-market  dogma, 
coinciding  with  the  demise  of  state-nm 
economies  around  the  world,  helps  boost 
her  onto  the  international  stage. 

The  politician,  of  course,  is  Margaret 
Thatcher.  After  more  than  10  years  as 
Prime  Minister,  she  has  become  a  pohti- 
cal  icon.  She  is  called  the  Iron  Lady,  and 
few  political  monikers  seem  so  apt  yet 
so  open  to  interpretation.  To  the  So\iets, 
who  gave  her  the  nickname  for  her  anti- 


communist  speechmaking.  and  to  the 
Americans,  it  is  a  symbol  of  resolve  in 
the  face  of  enemies  from  the  Argentines 
to  leftist  union  leaders.  Yet  to  a  growing 
number  of  British  and  other  Europeans, 
it  is  a  sign  of  bullheadedness  when  com- 
promise is  essential. 

WTien  Hugo  Young's  book  was  pub- 
lished in  Britain  last  spring  under  the 
title  One  of  Us.  it  stood  out  among  the 
flood  of  Thatcher  studies  for  its  rich  de 
tail  and  the  insight  of  one  of  the  coun- 
trj-'s  best  political  reporters.  Yet  Young, 
a  columnist  for  the  liberal  newspaper 
The  Guardian,  seemed  a  bit  churlish. 
Amid  the  anniversarj-  hosannas,  and 
with  Thatcher's  political  standing 
strong.  Young  took  a  harsh  re\isionist 
look,  raising  serious  questions  about 
how  much  she  has  transformed  the  Brit- 
ish economy  and  even  about  her  person- 


al judgment.  Dismissively,  he  describes 
Thatcherism  as  "a  ragbag  of  ideas" 
more  pragmatic  than  ideological. 

Young  denigrates  a  catalog  of  Thatch- 
er achievements — from  undercutting 
union  power  and  lowering  taxes  to  sell- 
ing off  a  varietj"  of  state  industries  and 
creating  a  huge  budget  surplus.  Only  in 
her  third  term,  begim  in  June,  1987,  he 
claims,  has  Thatcher  embarked  on  a  rad- 
ical social  agenda,  with  plans  to  overhatil 
the  health  senice  and  public  education 
and  strip  local  government  of  its  reve- 
nueraising  power.  Young  does  give 
Thatcher  credit  for  consistency:  As  long 
ago  as  1975,  she  laid  out  her  broad  at- 
tack on  socialism  and  emisioned  a  day 
when  property  ownership  would  be 
widespread.  And  today,  for  the  most 
part,  socialism  is  in  retreat,  and  a  nation 
of  homeowners  has  emerged. 

For  all  of  Young's  patronizing,  the 
book's  sharp  prose  has  resonance.  Its 
publication  in  the  U.  S.  comes  as  Thatch- 
er's influence  abroad  appears  to  have 
peaked,  and  the  economic  and  social 
"miracle"  at  home  may  prove  ephemer- 
al. Britain's  "special  relationship"  with 
the  U.  S.,  which  deepened  during  the  Ad- 
ministration of  Ronald  Reagan — Thatch- 
er's ideological  soulm.ate — has  dimin- 


illlil 


[  led  as  the  U.  S.  draws 
«er  to  West  Germany. 
A.t  home,  class  and  racial 
Tsions  remain  wide.  The 
jnomy,  plagued  wth  high 
Tation  and  low  grovith,  has 
led  to  match  Thatcher's 
rdsticks  of  success.  In 
itain,  nearly  all  mortgages 
i  variable,  and  those  who 
came  homeowners — and 
ually  Tory  voters — are 
w  saddled  ■with  painfully 
payments.  In  1989. 
atcher  endured  the  first — 
jeit  token — challenge  to 
r  leadership.  There  is  much 
icussion  of  whether  That- 
erism  has  run  its  course 
d  of  the  need  for  a  return 
a  gentler,  more  consensual 
rty  leadership. 
Young  shows  an  extremely 
rk  side  to  Thatcher's  character,  v.  hicrj 
ikes  for  fascinating,  if  troubling,  read- 
l-  A  combination  of  egotism  and  self- 
jhteousness  has  haunted  Thatcher 
roughout  her  career,  Young  writes, 
le  tends  to  isolate  herself,  dominating 
tbinet  meetings,  putting  dovi-n  her  ci%"il 
n'ants,  rehing  on  outside  advisers, 
en  trashing  her  counterparts  in  Eu- 
pe.  Continual  rows  take  place  with 


WATCH  ON  THE  RWtME:  THATCHER  REVLEWIiHG  BRfrtSH  ARMY  MAMEUVEEtS 


on,  with  a  long  procession  heading  out 
the  door.  At  one  time,  Thatcher  could 
say  with  confidence:  "Deep  in  their  in- 
stinet,  people  find  what  I  am  sajing  and 
doing  right."  .As  Young  sees  it,  "Kith  the 
economy  in  a  slump,  she  can  no  longer 
count  on  that. 

Even  the  1982  Falklands  War.  which 
Thatcher  turned  mvj  or^e  of  the  decade's 


great  victon'^  sjnibois.  was  in 
Young'"s  vievi-  a  tragedy  that 
r.eed  never  hiave  happened. 
He  also  sees  careless  rr^an- 
agement  in  the  hanriaig  of 
.nvai  foreign  bids  for  a  small 
helitopt^rr  maker.  Westland, 
in  19S6.  Government  leaks 
and  cover-ups  cost  two  Cabi- 
rM  members  their  jobs  and 
.'.ad  Thatcher  on  the  brink  of 
-esigning. 

The  complete  disarray  of 
the  opposition — and  its  lack 
of  compelling  ideas — has 
played  a  significant  role  in 
providing  Thatcher  vrith 
:hree  terms,  Young  notes. 
Equally,  the  seeming  unit}' 
v-iihirj  the  revitalized  Labor 
Parr."  now  pases  a  real  prob- 
.em  for  her.  But  Young  fails 
tc>  acknowledge  the  extent  to 
v,-.^]cn  the  opposition  has  had  to  take  on 
the  trappings  of  Thatcherismi — from  ac- 
cepting a  market  economy  to  putting 
limits  on  trade  union  rights. 

On  the  foreign  police"  front,  Young  is 
not  alone  in  warning  ■iiat  Thatchers  ri- 
gidity- with  European  colleagTies  on  such 
issues  as  social  and  economic  policy 
threatens  vj  leave  Britain  out  in  the  cold 
as  the  Europear.  CorfirrraziV.-  move.?  to- 


Guess  who  alreacfy  made 
a  fax  when  a  letter  from 
New^^^brii:  to  London 


Bdkve  it  or  not,  we  were 
developing  a  fax  59  years 


Vlfe  were  actually  selling 
a  fax  43  years 

And  vou  thought  the  fax 
was  a  cnild  of  tbe  '80Su 

In  realit^^  to^iiba  has 
more  esqienoice  with  t3ie 
fax  than  aiqrbo^. 

And  it  shows. 

Today,  losluba  £ax  is  a 
hig^-tech  masterpiece  of 
soiriiistication  and  ndiabiUty. 
The  fact  is,  we  lead  the 
pack  in  die  design  and 
devdopnaent  ol  such  key 
facanule  componoits  as 
inc^  siensors  and  scanner 
image  processors.  (Overall, 
we  registered  more  patents 
in  the  US  last  jiear  than 
IBMorXeroix.) 


You  see,  getting  there 
ahead  of  everybody  dse 
has  certain  advantages. 

It  gives  ^ou  j]lenty  of 
time  to  get  it  n^iL 

Andj  if  yodre  bivmig  or 
l^lgrad]ng  a  fac»nute  s^' 
tern,  our  free  Man^jonent 
Reports  will  help  you  do  it 
ri^  Call  l^OO-T-FAXING. 


Get  tbe  FREE  fax  . 
I  report  tbats  r^it  Jm- 
I      your  baldness.  ■ 
I  CaU  ISOO-t-FAXtm  I 
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When  you  need 
a  long  ran^e 
business  jet: 


Almost  everyone  who  knows  anything 
about  business  aircraft  seems  to  agree  on  one 
point:  when  8, 10, 12  or  more  people  need  to  go 
on  a  long  business  trip,  there's  nothing  quite  like 
going  in  a  Gulfstream  IV. 

It  has  the  range  and  speed  to  fly  nearly  5,000 
statute  miles  non-stop  in  about  9.5  hours;  the  reli- 
ability of  its  Rolls-Royce  Tay  engines  and  systems 
helps  make  every  hour  pass  placidly;  and  a  big, 
roomy  cabin  makes  every  mdle  go  by  comfortably 

Now,  there  are  several  other  business 
aircraft  that  contend  they  compete  with  the 

Gulfstream  FV  in  the   

long  range  arena. 

What  each  perceives 
as  its  individual  strong 
points  may  be  varied, 
but  sooner  or  later,  all 
wiU  bring  up  the  mat- 
ter of  operating  costs. 

They  would  have 
you  believe  that  the 
Gulfstream  IV,  with 
such  dominating  supe- 
riority in  so  many 
respects,  has  operating 
costs  that  are  equally 
formidable. 

The  truth  is  that  the 


A  long  range  round  trip  mission 


Pittsburgh  ( 


Only  the  Gulfstream  IV  can 
fly  each  segment  non-stop 
at  Mach  .80  cruise  speed. 


Total 

Total 

Total 

Block 

Block 

Direct 

Time 

Fuel 

Operating 

(gals.) 

Costs 

Gulfstream  IV 

15:59 

6,496 

$17,387 

Falcon  900 

17:40 

4,977 

16,260 

Challenger  601-3A 

18:49 

4,930 

20,191 

BAe-800 

21:31 

3,721 

13,971 

Gulfstream  ill 

17:16 

7,292 

19,540 

Gulfstream  11 

19:41 

8,378 

24,338 

Falcon  50 

18:44 

5,342 

17,083 

Citation  III 

23:21 

3,574 

16,309 

Gulfstream  IV  is  one  of  the  most  efficient  air- 
planes in  the  air  today.  It  certainly  is  the  most 
fuel-efficient  jet  we  V^ever  built.  Andaerodyna- 
micists  can  prove  that,  pound  for  pound,  it  is  the 
most  fuel-efficient  business  jet  anybody'scvcr  built. 

In  fact,  we  did  a  study  to  see  how  the  Gulf- 
stream IV,  for  all  that  it  can  do,  compares  in 
terms  of  direct  operating  costs  to  airplanes  that 
can  only  do  less. 

We  outlined  a  typical  intercontinental  trip 
that  is  routine  for  a  Gulfstream  FV  and  asked  our 
computer  to  fly  the  same  mission  in  seven  other 

  businessjets. 

It  calculated  things 
like  numbers  of  stops, 
block  times,  fuel 
quantities,  and  direct 
operating  costs. 

The  chart  here 
shows  the  outcome. 

What  it  says  to 
us  is  what  we Ve 
been  saying  all  along: 
when  you  start 
talking  about  cost- 
effectiveness,  the 
Gulfstream  IV  can 
compete  with  the 
smaUest  of  them. 


I  Paris 


For  both  long  range  and  multiple-leg  missions: 

•  Direct  Operating  Costs  from  "Tlie  Aircraft  Cost  Evaluatoi^' 
Al  Conklin  Associates,  Inc.  (1989)  except  for  fuel  costs. 

•  Each  leg  flown  with  8  passengers,  3  crew  at  Mach  .80  (BAe-800 
at  Maximum  Cruise  Speed). 

•  All  missions  maintain  at  least  NBAA IFR  fuel  reserves. 

•  Each  mission  flown  using  85%  annual  probability  winds. 


'  Block  times  include  1  hour  for  each  refueling  stop  for  long  range 
mission. 

'  Fuel  is  at  $0.80/gaUon  for  tankered  fuel;  $  1  65/gaDon  for  pur 
chased  fuel. 

'  Weights,  capacities,  etc.  for  non-Gulfstream  aircraft  taken  from 
Business  &  Commercial  Aviation  "1989  Purchasing  and  Planning 
Handbook." 


The  Gulfstream 


r 


When  you  need 
a  short  range 
business  jec: 


Some  people  seem  to  believe  that  as  you  go 
up  the  ladder  in  business  jets,  you  run  out  of 
things  the  airplane  can  do. 

The  way  they  see  it,  by  the  time  you  get  to 
the  Gulfstream  IV,  which  is  at  the  very  top,  the 
only  thing  it  is  good  for  is  to  fly  the  long  inter- 
continental missions. 

Exactly  the  opposite  is  true,  of  course. 

As  a  business  jet  gets  bigger,  as  its  flight  man- 
agement and  aircraft  systems  get  more 
advanced,  as  its  engines  become  more  akin  to 
those  that  power  airliners,  and  the  wider  its 
performance  envelope 
becomes,  the  more  it 
can  do. 

That  certainly  is 
the  case  with  the 
Gulfstream  IV. 

In  the  right  hands, 
the  Gulfstream  IV 
can  become  a  unique 
asset  in  a  corporate 
aircraft  operation. 

For  example,  itiner- 
aries can  be  planned  in 
which  the  Gulfstream 
IV  flies  multiple  legs  of 
various  lengths  with- 
out refueling.  Since 


the  fuel  you  use  at  home  normally  costs  less  than 
the  fuel  you  buy  on  the  road,  the  ability  to  carry 
a  substantial  amount  of  fuel  can  help  achieve 
more  cost-effective  aircraft  management. 

To  illustrate  our  point,  we  had  our  computer 
fly  the  Gulfstream  IV  and  seven  other  business 
jets  on  a  realistic  multiple-stop  trip  to  see  where 
the  Gulfstream  IV  stood  in  terms  of  direct  oper- 
ating costs. 

The  outcome,  shown  in  this  chart,  confirmed 
that  the  world's  finest  business  jet  is  an  astonish- 
ingly efficient  airplane. 


A  multiple  leg  mission 
flown  with  tankered  fuel 


Chicago  < 
(Start) 

Pittsburgh  ( 


-^A  New  York 


I  Washington 


Total 
Block 
Time 


4:57 
5:07 
4:59 


Total 
Block 
Fuel 
(gals.) 

2,023 
1,558 
1,425 


Total 
Direct 
Operating 
Costs 

$4,469 
4,309 
4,907 


Gulfstream  IV 
Falcon  900 
Challenger  601-3A 

BAe-800      (N/A-Flrst  leg  exceeds  maximum  landing  weight) 

Gulfstream  III  4:49    2,305  4,894 

Gulfstream  II  4:46    2,559  5,386 

Falcon  50  4:50    1,658  3,925 

Citation  III  (n/a  -Take-off  weight  exceeds  maximum  allowable) 


We'd  like  to  help  you 
put  the  Gulfstream  IV 
into  its  proper  perspec- 
tive.The  person  who 
can  start  you  in  that 
direction  is  Robert  H. 
Cooper,  Senior  Vice 
President,  Gulfstream 
Marketing.  Call  him 
at  (9 12)  964-3234. 

We  think  you'll 
begin  to  see  why  the 
Gulfstream  IV  could 
very  well  be  the  only 
business  aircraft 
you  need  to  own 
and  operate.  *^|^'^^^ 


A  CHmrujn  companv 


Kommonly  versatile. 


ward  closer  integration.  Young  concedes 
that  Thatcher's  defense  of  Britain's  in- 
terests paid  off  early  in  the  1980s,  when 
she  won  rebates  for  the  country's  annu- 
al EC  contributions  and  helped  reduce 
the  community's  bloated  agricultural 
subsidies.  But  since  then,  he  says, 
Thatcher  has  seemed  intent  on  making  it 
Britain's  role  "to  spoil  the  party  and  set 
a  firm  limit  on  the  measure  of  unifica- 
tion it  would  tolerate." 

Young  effectively  punctures  the  my- 
thology that  has  grown  up  around 
Thatcher.  But  he  underrates  the  enor- 
mous task  that  she  took  on  in  trying  to 
remake  a  country  that  was  slipping 
steadily  toward  'Third  World  stature. 
And  he  has  little  to  offer  on  what  might 
have  been  tried  in  place  of  Thalcherism. 
To  succeed  in  a  quest  for  a  fourth  term, 
Young  suggests  that  Thatcher  will  have 
to  regain  her  uncanny  sense  of  popu- 
lism, soften  her  touch,  and  perhaps  pull 
back  on  some  of  her  zealous  reforms. 
But  the  big  question  is  whether  even 
another  term  for  the  Iron  Lady  can  help 
Britain  regain  an  important  role  on  the 
world's  economic  and  political  stage. 

BY  RICHARD  A  MELCHER 
Melcher  is  BUSINESS  WEEK's  London  bu- 
reau manager. 


BOOK  BRIEFS  I 


CHIC  SAVAGES 

By  John  Fairchild 
Simon  and  Schuster 


222pp  .  $19.95 


Chic  Savages  invites  us  for  some 
vicious  peeping  into  the  lives  and 
ways  of  the  creatures  who  people 
the  world  of  high  fashion.  It's  a  seduc- 
tive offer,  but  John  Fairchild's  book  is 
neither  as  savage  nor  as  juicy  as  he'd 
like  to  imagine.  As  publisher  of  Wom- 
en's Wear  Daily  and  its  gossipy  sister 
publication,  W,  Fairchild  has  spent  a  life- 
time chronicling  the  movements  of  the 
world's  great  fashion  designers  and  of 
those  who  make  these  designers  their 
pets.  Perhaps  Fairchild  is  too  much  of  an 
insider.  One  suspects  that  whatever  dirt 
he  dishes  up  about  what  he  calls  the 
Savage  Set  is  never  so  naughty  as  to 
prevent  his  being  invited  back  to  dinner. 

But  the  book  is  still  entertaining.  Fair- 
child  is  funny,  and  he  writes  in  a  chatty, 
confiding  tone,  almost  as  if  he  were  fill- 
ing a  diary.  For  the  fashion-curious, 
there's  plenty  about  who  the  great  de- 
signers are  and  what  makes  them  great. 
Ralph  Lauren's  genius,  Fairchild  says,  is 


to  recognize  that  "deep  down  . . .  mos 
everyone  wants  to  look  like  a  WASP. 
Fairchild  also  divulges  how  he  assesse 
the  merits  of  fashion  shows.  Burbles  th 
self-styled  high  priest  of  haute  couturt 
"I  knew,  because  I  had  no  tingle  in  m; 
toes,  that  it  was  not  a  great  show." 

Some  of  the  more  amusing  passage; 
involve  the  excesses  of  a  subspeciei 
Fairchild  has  labeled  Nouvelle  Society, 
pack  of  absurdly  wealthy  people,  includ 
ing  Conde  Nast  owner  Si  Newhouse  an( 
investor  Robert  Bass,  the  Nouvelles  an 
so  crass  as  to  buy  great  art  and  hang  i 
on  their  walls,  he  clucks,  when  it  reallj 
belongs  in  a  museum.  Here  he  works 
some  of  the  territory  explored  by  Johr 
Taylor  in  his  recent  Circus  of  Ambition 
but  Fairchild's  text  is  more  playful,  witi 
no  attempts  at  sociological  analysis. 

Fairchild  even  reduces  the  Savage 
Set's  lifestyle  to  a  board  game.  "Lucky 
seven.  Move  seven  spaces  to  lunch  at  Lc 
Cirque. . . .  Double  six — great!  A  tele- 
graphed invitation  to  the  Sid  Bass-Mer- 
cedes Kellogg  pre-wedding  dinner  at  the 
Metropolitan  Museum."  It  gets  pretty 
silly,  but  if  you  want  to  know  what  sort 
of  people  buy  $37,000  dresses  and  what 
makes  them  tick,  this  is  a  breezy  read. 

BY  ANDREA  ROTHMAN 


Watch  the  series  that  took  lifetimes  to  create. 


Ruby  Dee. 

Actress,  writer,  director. 


Arthur  Ashe. 

Piotessional  Ic-nni: 
player  and  sports 
commentator 


Father  George  Clement.?. 

Founder  ot  One 
C:hurch  One  Cihild 
adoption  agency. 


Ellis  Marsalis. 

1  he  l  ather  ol  Modern 
Jazz. 


A 

Carl  Stokes. 

Judge  and  former 
Mayor  of  Cleveland 


Manan  \Vnght  Edelman. 

Headot  (  hiidrens 
Defense  Fund. 


Colin  Powell. 

four  star  gem  ral, 

(  Jiairman  of  .he  Joint 

C:hiefs  of  Staff. 


GuyBluford. 

First  black  astronaut  to 
travel  in  space. 


"Personal  Diary" 

on  Black 
Entertainment  TV 

( iE  pi  t  )Lidly  |5i  esents  a  new  series 
I  hat  took  26  lifetimes  to  create. 

Thanks  to  the  lifework  of  26 
black  men  and  women.  "Peisonal 
Diai7"  was  made  possible.  Because 
the  series  was  created  to  highlight 
theii  distitigiiished  careers. 

From  fotir  star  generals  to  pro- 
fessional athletes  to  political  lead- 
ers. Each  week  "Personal  Diai"y"  will 
profile  someone  new,  someone 
who's  made  a  real  difference. 

So  watch  for  "Personal  Diary" 
on  BET.  It's  a  series  that  comes  along 
maybe  once  every  26  lifetimes. 

Check  cable  guide  for  listing. 


We  bring  good  things  to  life. 
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Witness  the  destruction 
of  an  entire  department. 


Don't  blink.  Six  months  worth  of 
new  orders  and  over  fifty  thousand 
customers  are  about  to  be  wiped  otf  the 
face  of  the  earth. 

By  accident. 

62%  of  all  hard  disk  data  loss  is  due 
to  operator  error.  Unless  you  back  up 


your  department  with  3M  data  cartridge 
tape  technology-,  you're  at  the  mercy  of 
every  finger  tip  in  the  company. 

All  our  data  cartridge  tapes  are  backed 
with  20  years  of  experience.  i2  revo- 
lutionary patents.  And  are  the  choice 
of  IBM.  Apple.  And  Hewlett-Packard. 


Fact  is,  you  simply  can't  find  better 
protection  for  your  company  docu- 
ments. So  don't  take  chances.  Back  up 
everything  on  a  3M  data  cartridge  tape. 
It's  the  safest  way  to  avoid  destruction. 


Call  i-800-888-1889ext.  5 
)r  more  information. 


Robert  was  sold  on  Hewiett-Packaid 
PCs  while  he  was  still  in  college. 


He  was  studying  engineering  and 
contends  an  HP  calculator  was  the 
secret  to  his  success.  Since  then, 
HP  LaserJet  printers  have  been  a 
big  help  to  his  growing  company. 
So  when  he  found  he  could  get 
Hewlett-Packard  reliability  in  a 
netvv'ork  of  personal  computers, 
Roberl  decided  to  stay  with  a 
sure  thing. 

With  Intel  286, 386,  and  486™- 
based  models,  HP't,  line  of  Vectra 


personal  computers  suits  a  range  of 
business  needs.  Expansion  is 
easily  accommodated  with  up  to 
8  accessory  slots,  1.3  gigabytes  of 
hard  disk  storage,  and  64  Mbytes 
of  RAM. 

Beyond  this,  HPs  adherence  to 
industry  standards  ensures  com- 
patibility Now,  and  into  the  future. 

But  the  most  important  feature 
is  Hewlett-Packard  quality  This, 


along  with  HP's  network  of 
authorized  dealers,  gives  you 
all  the  assurance  you  need.  For 
the  dealer  nearest  you,  call 
1-800-752-0900,  Ext  604K. 

There  is  a  better  way 


HEWLETT 
PACKARD 


conomic  Viewpoint 


A  TOAST  TO 
THE  COLD  WAR'S 
END— WITH  A 
SHOT  OF  REALITY 


BY  ROBERT  Kl  JTTNFR 


Yes,  there's  plenty  to 
celebrate  as  the 
Iron  Curtain  cracks. 
But  eight  domestic 
crises  demand 
attention — and  money 


ROBERT  KUTTNER  IS  ECONOMICS 
CORRESPONDENT  FOR  THE  NEW  REPUBLIC 
AND  AUTHOR  OF  THE  LIFE  OF  THE  PARTY 


AS  the  new  decade  dawns,  the  viv- 
id celebrations  of  human  freedom 
on  the  nightly  news  seem  almost 
too  good  to  be  true.  This  remarkable 
liberation  from  the  burden  of  the  cold 
war  comes  not  a  moment  too  soon  for 
the  American  economy.  If  1989  was  the 
year  peace  broke  out,  1990  should  bring 
a  sober  return  to  reality.  At  the  risk  of 
seeming  Scrooge-like,  here  are  eight  do- 
mestic woes  begging  for  a  hearing  as 
soon  as  the  celebrating  is  over. 

■  The  work  force.  Although  it  ultimately 
determines  America's  standing  in  the 
world,  the  U.  S.  work  force's  skills  aren't 
world-class — particularly  the  lower  half, 
which  doesn't  graduate  from  college, 
and  the  lowest  quarter,  which  can  barely 
read,  write,  or  add.  The  U.  S.,  uniquely 
among  industrial  nations,  has  no  system- 
atic approach  for  continuously  upgrad- 
ing the  quality  of  its  workers  and  match- 
ing available  human  capital  to  industry's 
changing  needs.  Demographers  are  pre- 
dicting labor  shortages  in  the  1990s. 
Good  luck  finding  qualified  workers. 

■  The  family.  It's  stressed-out  as  never 
before.  The  1980s  fostered  the  spread  of 
the  two-income  family  and  a  revolution 
in  the  way  family  life  is  organized,  but 
the  system  for  rearing  children  didn't 
adapt.  Whether  the  solution  is  more  day- 
care centers  or  more  child  care  at  the 
workplace  or  more  parental  leave,  some- 
thing has  to  give.  Otherwise,  count  on 
the  divorce  rate  to  keep  soaring  and  the 
kids  to  be  more  trouble-prone  than  ever. 

■  The  middle  class.  To  be  middle-class 
these  days,  you  almost  need  to  be  rich. 
In  the  1980s,  all  but  the  wealthiest  207c 
of  families,  on  average,  ended  the  de- 
cade with  less  real  income  than  at  the 
beginning.  The  decline  was  most  dramat- 
ic among  young  families,  and  earning 
power  in  the  1980s  did  not  rise  with  age 
nearly  as  much  as  in  the  1960s  and  '70s. 
Homelessness  is  only  the  most  extreme 
indicator  of  household  costs  outstripping 
pocketbooks.  In  the  1980s,  many  families 
stayed  even  with  inflation  only  by  send- 
ing wives  into  the  work  force.  But  not 
too  many  families  have  a  second  wife  to 
send  out  to  work  in  the  '90s,  though 
most  could  use  one. 

■  The  health  system.  The  '80s  were  the 
decade  that  espoused  medical-cost  con- 
tainment, but  the  patchwork  attempt  to 
rein  in  costs  failed  utterly.  Medicare 
managed  to  cut  reimbursement  rates, 
but  hospitals  compensated  by  upping 
their  charges  to  other  customers.  This 
year,  commercial  health-insurance  premi- 
ums will  soar  by  more  than  20/'f .  Medical 
entrepreneurs  keep  inventing  new  tech- 
nologies and  new  strategies  for  maxi- 
mizing reimbursement,  and  costs  keep 
going  up,  despite  HMOs  (health-mainte- 
nance organizations),  PPOs  (preferred- 


provider  organizations),  drgs  (diagnosis- 
related  groups),  and  the  rest  of  the 
alphabet  soup.  Not  to  mention  the  bur- 
den of  the  deadliest  initials  of  all,  AIDS. 

■  Crime  and  crack.  Last  year,  America's 
prison  population  passed  the  1  million 
mark.  Incarceration  rates  keep  going  up, 
and  so  does  violent  crime.  There  are  only 
two  serious  solutions  to  the  plague  of 
drugs,  and  neither  of  them  is  on  the 
table.  Either  legalize  the  stuff,  and  at 
least  take  the  profit  out  of  it  (though 
none  of  the  proponents  of  legalization 
has  yet  explained  how  to  keep  dealers 
from-  profiting  from  still-illegal  sales  to 
minors),  or  vastly  increase  outlays  for 
education,  treatment,  and  law  enforce- 
ment. Whatever  we  do — or  don't  do — 
social  costs  will  keep  piling  up. 

■  The  budget  deficit.  Yes,  it's  coming 
down,  thanks  to  the  end  of  the  cold  war. 
But  the  generals  and  admirals  are  al- 
ready scrambling  to  define  new,  equally 
costly  missions  for  the  post-cold  war  and 
warning  us  not  to  expect  much  savings. 
In  truth,  the  measured  deficit  is  drop- 
ping only  because  it's  consuming  the  So- 
cial Security  surplus.  America's  savings 
rate  is  still  far  too  low  and  its  foreign 
borrowing  far  too  high. 

■  The  other  deficit.  Earlier  in  1989,  327 
economists  warned  of  the  staggering 
shortfall  of  investment  in  America's  in- 
frastructure. Capital  outlays  for  basic 
public  works  have  declined  from  well 
over  2%  of  gross  national  product  during 
the  1960s  to  barely  1%  during  most  of 
the  '80s.  Chicago  Federal  Reserve  econo- 
mist David  Alan  Aschauer,  who  consid- 
ers himself  a  supply  sider,  finds  a  statis- 
tical link  between  declining  private- 
sector  productivity  and  declining  public 
infrastructure. 

■  Environmental  cleanup.  Even  if  you 
take  a  relatively  optimistic  view  of  the 
greenhouse  effect,  the  ozone  layer,  toxic 
dumps,  and  assorted  planetary  perils, 
the  cost  of  deferred  environmental 
claims  will  be  staggering. 

All  of  these  ills  have  one  thing  in  com- 
mon: They're  going  to  cost  lots  of  public 
money  to  remedy.  Of  course,  we  could 
continue  our  drift  toward  the  living  stan- 
dards of  Calcutta  or  Lima,  where  much 
of  society  is  wretched  while  the  well-to- 
do  glide  from  walled  home  to  walled  of- 
fice to  walled  shopping  gallery,  never 
quite  noticing  the  social  decay.  But  if  the 
Soviets  can  have  socialism  with  a  human 
face,  we  deserve  capitalism  with  a  hu- 
man face. 

So,  let's  toast  the  end  of  the  cold  war, 
recognizing  that  it's  fast  becoming  last 
year's  story.  The  peace  dividend  had  bet- 
ter be  large,  indeed,  for  the  final  decade 
of  the  American  century  needs  to  be  a 
decade  of  national  renewal.  Oh,  and 
Happy  New  Year.  ii 
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1  SOMEDAY  YOUIL  FIND 

i  A  CAR  THAT  SUITS  YOU. 


"Life  is  the  sum  of  all  your  choices." 

A.  Camus 

A  few  words  about  the  Infiniti  Q45  sedan. 

It  is  not  the  ultimate  in  luxury,  prestige  or  auto- 
motive excellence. 

It  is  not  the  rich  reward  of  a  relentless  search. 

It  is  the  best  effort  of  an  ambitious  engineer 
named  Takashi  Oka  who  dreamed  of  building 
the  perfect  luxury  automobile  knowing  that 
there  could  never  be  such  a  thing. 

It  is  fair  to  say  this  about  the  Q45:  It  is  a  sim- 
pler, less  ostentatious,  more  personal  kind 
of  luxury  car. 

There  is  no  large  grill  on  the  Q45,  no  hard 
lines;  instead,  there  are  softer,  curved  lines 
because  nature  is  shaped  that  way  Excesses 
in  technology  (talking  clocks,  doors  and 
dashboards)  have  been  eliminated. 
Advances  in  technology  (advanced  transmis- 
sion and  suspension  systems,  'or  example) 
have  been  introduced. 


To  make  the  experience  of  driving  more  per- 
sonal, the  seats  and  steering  wheel  are  almost 
endlessly  adjustable.  The  automatic  transmis- 
sion flows  seamlessly  even  through  rapid 
acceleration. 

The  engine,  though  one  of  the  most  powerful 
V8's  in  the  luxury  class,  doesn't  challenge  the 
driver;  rather,  it  complements  and  rewards. 
Even  the  sound  character  of  the  driver's  com- 
partment is  designed  so  you  can  enjoy  the 
pleasant  sounds  of  acceleration  and  exhaust 
without  jarring  peaks  or  wind  noise. 

In  short,  the  Q45  has  a  unique  luxury  person- 
ality—mindful that  the  car,  itself,  is  unimpor- 
tant. It  is  the  driver  who  matters. 

For  this  reason,  it  may  be  the  car  that 
suits  you. 

For  the  name  of  the  Infiniti  dealer  nearest 
you  call  1-800-826-6500. 

Thank  you. 
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conomic  Trends 


BY  MICHAEL  J.  MANDtL 


THOSE  FAT  BONUSES 
DON'T  SEEM  TO  BOOST 
PERFORMANCE 


INCENTIVE  PAY 
TAKES  OFF 

— 

— 

BONUSES  OPTIONS  AND  OTHER 

LONG-TERM  INCENTIVES 

▲  PERCENT  OF  SENIOR  EXECUTIVES'  BASE  SAURY 

•DATA  THROUGH  APRIL,  1989        DATA:  HEWITT  ASSOCIATES,  BW 


long-term  incentives  more  than  tripled. 

With  such  a  large  share  of  their  com- 
pensation at  risk,  the  theory  goes,  high- 
I  level  managers  should  be  motivated  to 
I  make  more  profitable  decisions.  But  new 
g  economic  research  suggests  tliat  the  ex- 
3    plosive  growth  in  bonuses  and  long-term 


incentives  may  be  yielding  just  a  small 
gain  in  profits.  In  a  recent  paper,  John 
M.  Abowd  of  the  National  Bureau  of 
Economic  Research  finds  only  scattered 
statistical  evidence  that  corporate  profit- 
ability is  improved  by  a  policy  of  reward- 
ing managers  with  big  bonuses  in  good 
years.  And  long-term  incentive  plans 
fare  little  better.  Economist  Jonathan  S. 
Leonard  of  the  University  of  California 
at  Berkeley  found  that  in  the  early 
1980s,  companies  that  gave  executives 
long-tei'm  incentives  actually  averaged  a 
slightly  lower  return  on  equity  than 
those  that  did  not. 

The  weak  effect  of  bonuses  on  corpo- 
rate performance  doesn't  surprise  every- 
one. In  fact,  bonuses  frequently  aren't 
tied  to  performance  and  therefore  may 
do  little  to  enhance  it.  Charles  O'Reilly,  a 
sociologist  at  the  University  of  Califor- 
nia at  Berkeley,  finds  that  a  chief  execu- 
tive typically  garners  a  pay  package  in 
proportion  to  that  awarded  the  outside 
director  who  chairs  his  compensation 
committee.  "If  the  chairman  of  the  com- 
pensation committee  has  a  high  salary," 
says  O'Reilly,  "we  can  predict  that  the 
CEO  will,  too." 


WHY  THE  FED  IS  LIKELY 
TO  KEEP  ON 
CUDGELING  INFLATION 

Judging  from  recent  numbers,  the 
Federal  Reserve  Board's  assault  on 
inflation  appears  to  have  more  bluster 
than  bite.  In  November,  the  consumer 
price  index  rose  al  an  annual  rate  of 
4.9'',  confirming  that  price  rises  have 
stabilized  in  the  4''  to  '■>  '  range.  And 
with  talk  of  lower  interest  rates  in  the 
air,  the  prospect  of  reaching  the  an- 
nounced goal  of  zero  inflation  seems 
ever  further  away. 

But  the  Fed's  chances  of  beating 
down  inflation  may  be  far  better  than 
skeptics  allow,  says  Roliert  V.  Di- 
Clemente  of  Salomon  Brothets  Inc.  For 
one  thing,  the  Fed  seems  williiig  to  toler- 
ate slow  growth:  The  Federal  Open  Mar- 
ket Committee's  projection  of  \.'{/'  to  'T:'< 
growth  in  1990  is  the  lowest  of  the  de- 
cade. Second,  he  argues  thai  the  Fed 
can't  back  off  now  from  its  i  i-ofessed 
goals  without  undermining  its  rd-won 
reputation  as  an  inflation-fighte, .  Final- 
ly, the  continued  willingness  of  West 
Germany  and  Japan  to  pursue  low-infla- 
tion policies — such  as  the  Bank  of  Ja- 
pan's recent  discount-rate  increase — can 
only  make  the  Fed's  job  easier. 

To  be  sure,  any  attempt  to  squeeze 
inflation  out  of  the  economy  runs  the 
risk  of  driving  debt-laden  corporations 
into  bankruptcy.  But  DiClemente  argues 


that  businesses  have  been  failing  a  a 
steady  rate  throughout  the  current  c- 
pansion,  so  many  of  the  most  vulnerae 
have  already  been  weeded  out.  Thus,  e 
Fed  can  try  to  push  down  inflation  wii- 
out  worrying  that  a  few  failures  vll 
overwhelm  the  rest  of  the  economy. 


BLACKS  ARE  IN  THE 
PATH  OF  THE 
ROLLING  RECESSION 

Has  the  long  expansion  come  to 
end?  No  one  knows  for  sure,  but 
the  November  employment  report  mak 
clear,  for  black  Americans,  the  recessi' 
is  already  here.  The  unemployment  ra 
for  black  workers  has  risen  every  mon 
since  the  middle  of  1989,  going  fro 
10.99'  in  July  to  12. Uf  in  November, 
contrast,  white  unemployment  has  bei 
stable  at  4.6?s  and  Hispanic  unemplo 
ment  has  even  fallen,  from  99'  to  7.8' 
For  the  most  part,  blacks  are  sufft 
ing  from  geographical  bad  luck.  The  ro 
ing  recession  has  moved  into  the  Nort 
east  and  the  Midwest,  which  have  larg 
black  populations.  Meanwhile,  Californ 
and  Florida,  which  have  heavy  concei 
trations  of  Hispanic  workers,  have  mail 
tained  strong  economies.  So,  unless  tl" 
lagging  areas  of  the  country  pick  u 
soon,  the  gains  made  by  blacks  over  th 
past  seven  years  may  quickly  disappea 


THE  1990s  LOOK 

JUST  DANDY 

TO  SMALL  BUSINESS 

Small  may  indeed  be  beautiful.  Ac 
cording  to  a  recent  survey  by  Rel; 
able  Corp.,  a  Chicago  office-supplies  dis 
tributor,  small-business  owners  ar 
upbeat  about  their  prospects  in  thi 
1990s.  More  than  75'  ^  of  the  respondent 
expect  their  sales  to  grow  as  fast  o: 
faster  than  the  rest  of  the  economy  ovei 
the  next  decade,  while  profits  are  ex 
pected  to  rise  at  a  slightly  lower  rate. 

Indeed,  judging  from  the  survey 
small  businesses  believe  themselves  tc 
be  avoiding  many  of  the  problems  bedev 
iling  the  rest  of  the  economy.  For  exam- 
ple, more  than  80'/'  of  the  respondents 
report  little  or  no  drug  and  alcohoi 
abuse  in  their  workplaces,  and  the  ma- 
jority don't  expect  substance  abuse  by 
workers  to  be  a  pressing  problem  in  the 
1990s.  And  small  business  owners  are 
unfazed  by  the  import  surge:  They  rank 
foreign  competition  as  their  least-impor- 
tant threat  in  the  coming  years.  Theiri 
biggest  concern  for  the  1990s?  That  old' 
faithful,  government  regulation.  H 


Santa  Claus  has  come  and  gone,  but 
for  many  managers,  no  Christmas  is 
complete  without  that  best  of  all  gifts — 
the  yearend  bonus  check.  The  astronomi- 
cal bonuses  doled  out  on  Wall  Street  in 
recent  years  are  now  a  dim  memory,  and 
Detroit's  auto  makers  are  struggling. 
But  in  companies  from  the  Rust  Belt  to 
Silicon  Valley,  1989  profits  are  likely  to 
be  off  only  slightly  from  last  year.  And 
that  means  that  top-level  executives 
should  find  their  stockings  filled  once 
again. 

This  year,  for  the  first  time,  bonuses 
and  long-term  incentives  such  as  stock 
options  make  up  half  of  total  pay  for  top 
managers,  reports  Hewitt  Associates,  a 
large  compensation  consultant.  Data 
from  early  1989  show  that  the  typical 
senior  executive  in  a  large  industrial 
company  receives  a  bonus  more  than 
half  as  large  as  his  or  her  salary  (chart). 
And  long-term  incentives  alone  are 
worth  almost  as  much  as  base  pay. 

Incentive  compensation  has  proved  to 
be  expensive  for  companies,  since  in- 
creases in  bonuses  and  incentives  have 
not  been  accompanied  by  cuts  in  salary. 
The  base  pay  of  senior  executives  rose 
by  49"'  over  the  past  seven  years — well 
outpacing  inflation.  Meanwhile,  their  bo- 
nuses leaped  by  78'',  and  the  size  of 
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Six  WaysTo  Recognize 
AWorkaliolic. 


Recognized  by  Buyers  Laboratory  as: 
"Most  Outstanding  Copier  Line" 
Two  Years  in  i  Row 


Recognized  by  What  to  Buy  for  Busines' 
with  a:  "Best  Buy  Rating"  |  Konica  1 790 
and  4090  Copiers) 


Recognized  by  Hanson's 
Guidelines  as  having:  "Highest 
Possible  Satisfaction  Rating  for  User 
Friendliness"  |  Konica  2290  Copier); 
"Highest  Possible  Rating  in  Performance/ 
Value"  I  Konica  3290  Copier 


Recognized  by  Datapro's 
Hands-On  Evaluation  as  having: 
'Outstanding  Overall  Performance" 
Konica  3290  and  7090SCopiers| 


kecognized  by  an  Office  Products 
Analyst®  Dealer  Service  Manager 
Survey  as:  "Number  One  in 
Supplier  Service  Support" 


Recognized  by  an  Office  Products 
Analyst User  Survey  as  having: 
"Highest  Overall  Rating  in  Speed 
Category"  I  Konica  7090  Copierl 


1-800-648-7130 


Konica  Copiers  are  consistently  cited  by  industry  and  consumer  organizations 
for  excellence  in  all  categories,  from  reliability  to  copy  quality  to  service. 

To  put  a  Konica  Copier  to  work  for  you,  call  the  number  above. 

Konica  Copiers.  They  just  work  all  the  time. 

©  1 990  Konica  Business  Machines  U.S.A.,  Inc. 


^nica 

COPIERS'FAX 


"Something's  got  to  go,  Fenton. 
You,  me  or  this  inventory—  and  it's  not  going  to  he  me." 


If  your  company  has  some  equipment  or  excess 
inventory  it  doesn't  need  anymore,  call  EAL.  We'll  turn 
your  tax  deductible  donation  into  scholarships  for 
needy  students,  and  supplies  for  worthy  colleges. 

Educational  Assistance  Ltd  Phone  (312)  690-0010,  or  write  PO.  Box  3021,  Glen  Ellyn,  IL  60138. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


HOSE  BAD  FOURTH-QUARTER  NUMBERS 
lUnr  BE  MOSTLY  SOUND  AND  FURY 


any  of  the  fourth-quarter  data  portray  an  econ- 
omy that's  hobbling  into  1990  and  ready  to  fall 
into  a  recession.  Chances  are  high  that  the  final 
arter's  real  gross  national  product  posted  virtually  no 
owth — or  even  an  outright  decline. 
Yet  the  economy  probably  isn't  as  soft  as  the  numbers 
ply.  Several  onetime  events  exaggerated  the  weak- 
ss:  the  collapse  of  car  sales  after  rebates  ended,  sea- 
nal  adjustments  in  capital  spending,  two  major  strikes, 
hurricane,  and  an  earthquake. 

Industrial  production  edged  up  0.1%-  in  November,  fol- 
A^ing  a  0.6%  plunge  in  October.  That  drop  reflected  lost 
tput  stemming  from  the  strike  at  Boeing  Co.  and  the 
ly  Area  earthauake.  As  a  result,  output  last  quarter 
11  belov^  the  third-quarter  level. 
More  normal  circumstances  in  the  first  quarter  of  1990 
e  likely  to  produce  numbers  that  will  put  recession 
ars  on  the  back  burner.  And  that's  bolstered  by  con- 
imers'  continued  willingness  to  spend. 

ROUSING  Several  recent  developments  brighten  the 
STARTS  outlook  for  early  1990.  The  Federal  Re- 
"^V^  serve  Board  eased  monetary  policy  once 

A  PULSE  again  on  Dec.  21.  It  pushed  down  the 
deral  funds  rate,  the  charge  on  interbank  borrowing, 
about  8^/4%'  from  8V2%.  That  was  the  sixth  quarter- 
)int  decline  since  the  rate  hovered  around  9%%  last 
me.  The  latest  move  fuels  chances  that  banks  will  cut 
le  prime  rate  to  10%  from  10.5%,  which  will  help  shore 
D  demand  for  housing  and  other  durable  goods. 

Housing  is  already  shov/ing 
signs  of  stirring  back  to  life. 
Starts  fell  4.7%  in  November,  to 
an  annual  rate  of  1.36  million. 
But  that  followed  a  huge  13%' 
jump  in  October.  Lower  mort- 
gage rates  probably  attracted 
more  home  buyers  in  Decem- 
ber, and  that  will  spur  construc- 
tion in  early  1990. 

Probably  the  most  positive  re- 
port in   several  weeks  came 


NEW  STRENGTH 
N  FACTORY  ORDERS 
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•om  durable-goods  manufacturers.  New  orders  for 
ardgoods  jumped  5.1%>  in  November,  to  $130.7  billion, 
le  largest  gain  in  nearly  a  year  (chart).  That's  impor- 
mt  because  durable-goods  manufacturing  is  exactly 
■here  the  economy's  weakness  has  been  concentrated. 
.11  major  categories  posted  gains  in  November.  In  par- 
cular,  electrical  equipment,  nonelectrical  machinery, 
nd  primary  metals  rebounded  from  declines  in  October. 


New  orders  for  nondefense  capital  goods  scored  a 
broad  8.3%  advance  in  November,  which  indicates  that 
capital  spending,  though  set  to  slow  down  this  year,  may 
well  supply  some  strength  in  early  1990. 

That's  also  the  reading  from  the  Commerce  Dept.'s 
latest  report  on  companies'  spending  plans  for  1990.  The 
survey  shows  a  slowdown  from  the  heady  pace  in  1989 — 
but  far  from  a  collapse.  Businesses  plan  to  spend  $505 
billion,  6.4%  more  than  in  1989,  when  they  lifted  their 
outlays  by  10.3%-.  Adjusted  for  inflation,  the  1990  plans 
show  a  4.9%'  real  increase,  compared  with  8.5%  in  1989. 

Capital  outlays  were  probably 
a  drag  on  GNP  in  the  fourth 
quarter,  however.  That  partly 
reflects  seasonal-adjustment 
problems,  dating  back  to  the 
1986  changes  in  tax  laws,  that 
will  make  yearend  spending 
look  anemic.  Planned  real  out- 
lays for  the  fourth  quarter  were 
unchanged  from  the  third.  For 
1990,  companies  plan  increases 
of  12.8%'  at  an  annual  rate  in 
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CAPITAL  SPENDING 
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the  first  quarter  and  10.5%>  in  the  second  quarter.  The 
expected  second-half  performance  will  be  weak,  though. 

Capital  spending  patterns  among  industries  show  that 
the  slowdown  is  concentrated  in  manufacturing,  particu- 
larly durable  goods.  That's  to  be  expected,  because  man- 
ufacturing is  bearing  the  brunt  of  the  economy's  slug- 
gishness. Capacity  utilization  fell  to  82.7%  in  November, 
the  lowest  in  more  than  a  year  and  a  half. 

Service  industries  plan  to  invest  heavily  (chart).  That 
probably  reflects  increasing  pressures  on  service  compa- 
nies to  improve  productivity  (page  62).  Commercial  ser- 
vices— including  retailing,  communications,  and  fi- 
nance— plan  a  10.8%  increase  in  real  capital  outlays  in 
1990,  which  nearly  matches  the  11.4%  gain  in  1989. 

(EXPORTS  Exports,  too,  will  fuel  growth  in  demand 
MAY  LOSE  in  1990— but  with  less  thrust  than  they 
THEIR  provided  in  the  past  two  years.  During 

1988  and  1989,  export  shipments  of  goods 
increased  at  a  16.4%c  annual  rate  and  supplied  31%  of  the 
increase  in  real  GNP. 

In  October,  exports  rose  just  1.1%,  to  $31  billion,  be- 
cause a  decline  in  aircraft  shipments  offset  modest  gains 
in  other  exports.  But  that  weakness  reflected  the  Boeing 
work  stoppage.  Now  that  the  strike  is  settled,  foreign 
shipments  of  planes  will  rebound  in  coming  months. 
Meanwhile,  imports  jumped  5.1%c,  to  a  record  $41.2 
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billion  in  October.  That  influx  of  foreign  goods  widened 
the  merchandise  trade  deficit  to  $10.2  billion,  from  Sep- 
tember's $8.5  billion.  The  October  trade  gap  was  the 
largest  since  the  end  of  1988  and  was  $1.2  billion  above 
the  third-quarter  average  for  the  deficit. 

But  the  outlook  improves  a  bit  in  1990.  The  expected 
slower  growth  in  both  consumer  and  capital-equipment 
spending  should  slacken  the  pace  of  imports.  Exports 
will  continue  to  increase  but  probably  at  well  below  the 
11%  yearly  pace  posted  in  October. 

1990's         Because  exports  account  for  less  than 
ECONOMIC      10%  of  the  economy,  the  main  thrust  of 
LINCHPIN:      growth  in  1990  will  have  to  come  from 
CONSUMERS   consumers,  whose  spending  accounts  for 
two-thirds  of  GNP.  Consumers  worked  the  stores  in  No- 
vember: Purchases  of  goods  and  services  rose  by  0.7%-, 
to  an  annual  rate  of  $3,537.7  billion.  But  autos  remain  a 
problem.  Spending  on  new  cars  fell  for  the  third  consecu- 
tive month — to  its  lowest  since  October,  1987. 

Excluding  autos,  and  after  adjusting  for  inflation,  con- 
sumer spending  rose  a  solid  0.5%  in  November.  Real 
purchases  of  nondurable  goods  were  up  0.7%,  reflecting 
holiday  buying,  particularly  in  apparel.  Real  spending  on 
hardgoods  other  than  autos  increased  0.6%,  and  services 
continued  to  rise,  with  a  0.3%  gain. 

Consumer  spending  can  add  to  growth  in  1990  because 
income  gains  are  likely  to  remain  firm  this  year.  Person- 
al income  expanded  0.8%,  to  an  annual  rate  of  $4,541 
billion  in  November.  After  changes  in  prices  and  taxes, 
real  disposable  income  remained  in  a  solid  uptrend,  ris- 
ing 0.6%  (chart). 

Much  of  the  November  advance  was  in  nonwage  in- 
come, including  rental  receipts,  an  aftereffect  of  Hurri- 
cane Hugo  and  the  California  earthquake,  which  togeth- 
er skewed  the  earnings  figures  earlier  in  the  autumn. 
November  personal  income  also  got  a  large  boost  from  a 
retroactive  adjustment  in  Social  Security  payments. 


Over  the  past  year,  real  disposable  income  has  gro^ 
by  4%.  That  means  consumers  can  afford  to  visit  th 
local  malls — but  new  cars  won't  be  on  their  shoppi 
lists,  at  least  not  until  Detroit  offers  a  broader  range 
generous  financing  incentives. 

Consumers  will  buy,  but  only  if  the  price  is  right.  Th 
showed  their  resistance  to  price  hikes  for  some  goo 
last  year.  When  prices  of  food  and  energy  rose  1 
spring,  shoppers  cut  back  spending  on  those  items. 

In  November,  consumer 
prices  rose  0.4%,  following  an 
equally  strong  0.5%  gain  in  Oc- 
tober. The  increases  were  the 
same  even  with  food  and  ener- 
gy omitted.  Two-thirds  of  the 
November  gain  was  caused  by 
higher  costs  for  auto  financing 
and  medical  care. 

Increases  in  prices  of  goods 
continue  to  moderate  the  overall 
inflation  data.  Excluding  food 
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and  energy,  goods  prices  rose  just  0.2%,  and  over  the  s 
months  ended  in  November,  they  edged  up  at  a  1.8 
annual  rate.  That's  down  dramatically  from  the  3.8 
annual  clip  of  the  previous  half  year. 

That  slower  pace  reflects  the  downshift  in  inflation 
the  producer  level.  The  cost  of  producers'  finished  goo( 
fell  0.1%'  in  November,  thanks  to  lower  energy  cost 
Excluding  food  and  energy,  producer  prices  were  up  jui 
0.2%  in  November  and  0.1%  in  October.  Such  prices  haA 
risen  4.27'  from  a  year  earlier. 

Lower  wholesale  inflation  means  that  the  price  ou 
look  for  goods  remains  subdued.  Not  so  for  service: 
however.  In  November,  service  prices,  excluding  foo 
and  energy,  increased  0.5%-,  to  stand  5.17c  above  the 
levels  12  months  ago.  Significant  improvement  in  servic 
inflation  isn't  in  the  cards  in  1990,  unless  the  econom 
slips  into  recession.  Right  now,  that  looks  unlikely. 


CONSTRUCTION  SPENDING 


Tuesday,  Jan.  2,  10  a.m. 
Spending  on  building  projects  probably 
declined  by  about  O.S'/f  in  November. 
That's  suggested  by  a  drop  in  housing 
starts.  In  October,  building  activity  in- 
creased a  solid  1%'. 


NAPM  SURVEY 


Tuesday,  Jan.  2,  10  a.m. 
The  December  index  of  business  activity 
compiled  by  the  National  Association  of 
Purch.'ising  Management  should  show 
little  change  from  its  November  level  of 
46.6%.  The  napm  surveys  its  members, 
mostly  in  manufacturing,  on  current 
conditions  of  employment,  orders,  pro- 
duction, inventories,  delivery  times,  and 


prices.  The  low  reading  expected  for  De- 
cember is  consistent  with  the  weakness 
in  the  factory  sector. 

NEW  SINGLE-FAMILY  HOME  SALES 

Wednesday,  Jan.  3,  10  a.m. 
New  homes  probably  sold  at  an  annual 
rate  of  645,000  in  November.  That's 
down  from  their  649,000  pace  in  October 
and  would  be  the  lowest  level  since 
April,  1989.  Nationwide,  the  average 
mortgage  rate  on  a  new  home  remained 
above  10%  in  November,  which  probably 
held  back  demand. 

EMPLOYMENT  

Friday,  Jan.  5,  8:30  a.m. 

Most  economists  expect  that  nonfarm 

payrolls  grew  by  about  180,000  in  De- 


cember. In  November,  jobs  increased  b 
a  more  robust  210,000,  but  employmen 
growth  in  recent  months  has  been  cor 
centrated  in  the  service  industries.  Mar 
ufacturing,  on  the  other  hand,  has  los 
more  than  160,000  jobs  since  Marcl 
1989.  Economists  also  project  that  th 
civilian  jobless  rate  in  December  was  un 
changeci  from  November's  5.4%. 

FACTORY  INVENTORIES  

Friday,  Jan.  5,  10  a.m. 
Inventories  held  by  manufacturers  prob 
ably  dropped  a  small  O.A%  in  November 
reversing  their  0.37;  uptick  in  October 
Durable-goods  shipments  jumped  1.5%  ir 
November,  while  output  edged  up  0.5% 
suggesting  a  drawdown  of  stockpiles  a 
hardgoods  producers. 
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OUR  CLIENT  LIST  INCLUDES 
50%  OF  THE  FORTUNE  500. 


THE  BOTTOM  LINE  IS  YOUR 
FINANCIAL  PEACE  OF  MIND. 


When  the  leaders  of  America's  most  important  companies  seek 
expertise  in  insurance  and  financial  services,  they  turn  to  the  company  that 
can  help  them  the  most.  The  Travelers. 

We  tailor  our  broad  range  of  products  and  services  to  fit  the  specific 
needs  of  our  diverse  dients. 

This  flexibility  is  backed  by  the  power  of  our  $50+  billion  in  assets 
and  125  years  of  experience.  As  a  result,  our  clients  are  better  equipped 
to  meet  the  growing  demands  of  the  business  world.  With  confidence  and 
financial  peace  of  mind. 


The  Travelers  Companies,  Hartford.  Connecticut  06l83 


TheEcaveletsj 

You're  better  off  under  the  Umbrella! 


«•  1989  The  Ti^ai/ererSCorporation:; 


SLUGGING  IT  OUT 
FOR  SURVIVAL 

AS  MORE  RETAILERS  STRUGGLE,  A  MAJOR  SHAKEOUT  LOOMS 


Christmas  left  shoppers'  wallets  a 
little  plumper  this  season:  Early 
discounts  spread  fast,  even  reach- 
ing such  high-priced  nooks  as  Boston's 
Back  Bay  and  Southern  California's  Bev- 
erly Hills.  "I  have  never  seen  such  tu- 
multuous and  extensive  discounting  so 
early  in  the  season,"  frets  Fred  Hay- 
man,  creator  of  Giorgio  perfume  and  the 
owner  of  Fred  Hayman  Beverly  Hills,  a 
specialty  store  on  Rodeo  Drive.  "Where 
does  it  all  end?" 

No  time  soon.  Recent  discounts  have 
been  especially  dramatic  because  of  the 
economy's  slowdown  and  the  troubles  of 


Campeau  Corp.'s  beleagured  Federated 
Department  Stores  Inc.  and  Allied 
Stores  Corp.  chains,  which  have  been 
cutting  prices  to  keep  the  greenbacks 
moving.  But  beyond  Campeau's  woes 
and  the  industry's  tough  1990  outlook 
(page  85),  consultants  and  executives  see 
a  turbulent  decade  as  retailers  face  a 
central  problem:  There  are  now  too 
many  stores  in  too  many  malls,  and  too 
many  catalogs  going  after  the  retail  dol- 
lar. "You  could  compare  retailing  to  the 
steel  industry  20  years  ago,"  observes 
John  J.  Shea,  CEO  of  Spiegel  Inc.  "There 
will  be  quite  a  consolidation." 


This  struggle  for  dominance,  or  sim 
ply  survival,  is  bound  to  keep  downwan 
pressure  on  prices.  "The  consumer  is  ii 
the  catbird  seat,"  says  Kenneth  A 
Macke,  chairman  of  Dayton  Hudsoi 
Corp.  But  investors  and  retailers  mus 
figure  out  what  kind  of  stores,  merchan 
dise,  and  service  will  profitably  satisfy  ; 
nation  of  savvy  shoppers.  As  retailer 
keep  refining  their  techniques  for  at 
tracting  consumers,  they'll  face  som< 
key  issues: 
■  The  fate  ol  the  department  store.  De 
spite  the  problems  at  Allied  and  Federat 
ed,  department  stores  won't  disappear 
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e  department  store  has  staying  pow- 
,s  a  concept,"  says  Amy  B.  Lane,  a 
laging  director  at  Salomon  Brothers 
who  specializes  in  retailing  mergers, 
■ed,  several  de[)artment-store  chains 
thriving,  including  Dillard's,  May, 
most  of  all,  Nordstrom.  "Everybody 
tifies  the  emergence  of  Nordstroni's 
a  national  retailer,"  says  Edward  S. 
velstein,  R.  H.  Macy  &  Co.  chairman, 
et  radical  change  is  inevitable.  As 
crisis  at  Campeau  provokes  manage- 
it  buyouts  at  several  Federated  and 
ed  divisions,  there  will  be  a  return 
the  old  regional  chains  that  were 
ind  before  Campeau  and  even  Feder- 
1  brought  them  into  one  organiza- 
,"  says  Terry  S.  Prindiville,  executive 
-president  and  director  of  corporate 
•keting  for  J.  C.  Penney  Co.  Some  of 
;e  stand-alone  chains,  such  as  Bloom- 
iale's,  would  still  be  big  enough  to 
Id  clout  with  suppliers, 
he  squeeze  on  middle-level  retailers, 
y  include  giant  Sears,  Roebuck  &  Co. 

such  smaller  regional  chains  as 
es  and  Jamesway.  These  middle-of- 
■road  retailers  compete  both  with  the 
cale  department  stores  and  the  su- 
•efficient,  low-cost  discounters  like 
l-Mart  and  Dayton  Hudson's  Target 
sion.  The  big  discounters  have  flour- 
i&.  In  a  decade,  Wal-Mart  has  gone 
m  sales  of  $1.6  billion  to  more  than 
billion.  And  "category  killer"  dis- 
nt  chains  like  Toys  'R'  Us  and  Home 
30t,  which  focus  on  one  line  of  goods, 
■e  also  hurt  the  middle  tier.  The  dis- 
nters'  growth  should  continue:  "70'  - 
the  industry's  future  growth  will  be 
commodity  retailing,"  predicts  Mor- 
1  Stanley  &  Co.  analyst  Walter  Loeb. 
'he  strategy  of  giant  Sears,  which  has 
'd  to  regain  the  initiative  with  a  policy 
everyday  low  pricing,  signals  a  widen- 
of  the  year-round  price  cutting  now 
.etting  retailers. 

L^he  idea  is  to  lure  consumers  looking 
good  value  without  ruining  profits  in 
•tly  on-again,  off-again  promotions, 
ich  to  work  demand  heavy  spending 
advertising.  This  necessarily  means  a 
.TOW  margin  for  error,  so  winners 
-e  will  be  retailers  with  the  best  cost 
itrols. 

rhe  explosion  of  catalog  sales.  "Within 

years,  at  least  50'/<  of  purchases  will 
Tie  through  catalogs,"  forecasts  Jo- 
'n  Tucker,  president  of  .JVT  Direct  Mar- 
ting.  Tucker's  prediction  is  a  bold  one: 

the  moment,  about  2S7<  of  purchases 
5  made  through  the  mail,  and  there 
i  scads  of  me-too  catalogs  with  mini- 
il  life  expectancy.  But  there's  little 
ubt  that  catalogs  will  keep  pressing  at 
i  stores:  The  convenience  of  shopping 

mail  for  harried  working  couples  is  a 
werful  attraction.  The  retailers  will 
;ht  back  with  their  own  catalogs  and 

offering  such  conveniences  as  gift- 


giving  services  and  personal  shopping. 
■  The  role  of  technology.  "The  use  of 
computer  systems  is  potentially  the  most 
important  retail  trend  for  the  1990s," 
says  Lawrence  H.  Wortzel,  a  marketing 
professor  at  Boston  University.  Already, 
many  retailers  boast  sophisticated  sys- 
tems that  permit  them  to  track  sales 
closely  and  stay  stocked  accordingly. 

Wortzel  sees  a  next  step:  the  widening 
use  of  computer  links  to  suppliers.  One 
sign  of  the  future  is  a  chain  based  in 
Brookline,  Mass.,  called  Designs  Inc.  It's 
linked  directly  to  Levi  Strauss  Co.  by 
computer.  Now,  Levi  Strauss  knows 
which  of  its  products  Designs  Inc.  is 
selling,  since  the  data  is  transmitted  di- 
rectly from  the  point  of  sale  to  the  man- 
ufacturer's computers.  The  data-sharing 
allows  the  manufacturer  to  anticipate 
and  fill  delivery  orders  for  the  retailer 
even  more  quickly  than  today.  The  re- 


tailer saves  money  by  more  accurately 
measuring  the  inventory  needed. 
■  The  quest  for  quality  service.  Most 
anyone  in  the  retailing  game  wil!  tell 
you  that  this  is  the  decade  of  customer 
service.  Sounds  good  enough.  The  prob- 
lem will  be  for  each  retailer  to  figure 
out  what  service  customers  want.  At 
Nordstrom's,  customer  service  means 
trained  staffers  who  coddle  shoppers.  At 
Wal-Mart,  it  simply  means  having 
enough  low-priced  merchandise  in  stock 
and  keeping  checkout  lines  short  so  cus- 
tomers don't  leave  frustrated.  Whatever 
service  means  to  each  retailer,  keeping 
shoppers  happy  will  be  ever  more  impor- 
tant: With  a  glut  of  stores  and  legions  of 
smart  consumers,  those  who  don't  will 
find  the  decade  ahead  no  bargain. 

Bi/  Christopher  Power  and  Amy  Dunkin 
in  New  York,  with  Laura  Jereski  in  Boston 
and  bureau  reports 


RETAILERS  GOT  WHAT  THEY  WANTED 
FOR  CHRISTMAS 


Curiously,  the  brutal  cold  that 
gripped  much  of  the  U.  S.  in  De- 
cember helped  the  nation's  retail- 
ers, as  consumers  from  New  York  to 
New  Orleans  headed  for  the  warmth  of 
their  local  stores  to  snatch  up  leather 
gloves,  down  comforters,  and  cash- 
mere sweaters.  From  Bloomingdale's 
to  J.  C.  Penney  Co.,  retailers  report  the 
cold  helped  them  rebound  from  a 
warmer — and  slower — November. 
"Even  in  Dallas,  our  stores  were 
almost  sold  out  of  men's  all- 
weather  coats,"  says  Terry  S. 
Prindiville,  executive  vice-presi- 
dent for  J.  C.  Penney. 
CASH-STRAPPED.  Retailers  did 
their  best  to  pump  up  sales.  Many 
started  marking  down  merchan- 
dise early  in  the  season — and  the 
bargains  continued  right  to  the 
end.  Price  competition  was  stiff- 
est  in  the  East,  where  Campeau 
Corp.'s  cash-strapped  department 
stores  set  the  pace.  "The  promo- 
tions were  incredible  across  every 
category,"  says  Harvey  Braun, 
chairman  of  the  retail  services 
group  at  Deloitte  &  Touche. 

All  in  all,  December  retail  sales 
gains  averaged  4%  to  5%,  including 
general  merchandise  inflation  of  about 
3%.  That's  less  than  the  6%  to  7%  aver- 
age gain  posted  last  December.  And 
analysts  expect  fourth-quarter  profits 
for  the  biggest  price-cutters  to  take  a 
beating.  "I  would  guess  that  if  some 
retailers  showed  a  significant  increase 
in  sales,  it  was  at  the  expense  of  gross 
margins,"  says  James  B.  Fowler,  exec- 


utive vice-president  of  Jacobson  Stores 
Inc.,  which  runs  23  department  stores 
from  its  Jackson  (Mich.)  base. 

Following  an  age-old  pattern,  con- 
sumers did  most  of  their  shopping  in 
the  final  days  before  Christmas.  Ed- 
ward S.  Finkelstein,  chairman  of  R.  H. 
Macy  &  Co.,  says  sales  volume  on  the 
last  weekend  alone  exceeded  the  whole 


MACY'S  SWARMED  WITH  LAST-MINUTE  SHOPPERS 


year's  business  for  the  Macy's  Califor- 
nia division  when  he  headed  it  20  years 
ago.  For  the  month,  Macy's  posted 
nominal  sales  gains  of  87^  to  10/>. 

Yet  Macy's  didn't  get  a  piece  of  this 
year's  standout  novelty:  chunks  of  the 
Berlin  Wall.  At  Bloomingdale's,  they 
sold  for  $12.50,  with  $2.50  going  to  sup- 
port East  German  refugees. 

By  Amy  Dunkin  in  New  York,  with 
bureau  reports 
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FOREIGN  POLICY  I 


SURVEYING  THE  WRECKAGE:  EVEN  BEFORE  THE  INVASION,  THE  ECONOMY  WAS  CRUMBLING 


PANAMA  HAS  BUSH  SOARING— 
BUT  THE  HANGOVER  COULD  BE  NASTY 


The  new  regime  faces  huge  problems,  and  the  U.  S.  is  in  deep 


As  President  Bush  left  Washing- 
ton for  a  holiday  hunting  trip  in 
Texas,  he  wore  the  contented 
smile  of  a  leader  who  thinks  he's  done 
smashingly  well  in  a  foreign  crisis.  Just 
how  long  he'll  keep  smiling  is  an  open 
question. 

On  Bush's  orders,  12,000  U.  S.  troops 
descended  in  a  midnight  raid  on  Panama. 
At  first  blush,  the  results  look  like  an 
unalloyed  plus  for  the  Administration. 
"Maximum  Leader"  Manuel  Noriega  has 
been  deposed,  his  army  crushed.  The 
U.  S.  has  installed  a  friendly  government 
in  Panama,  putting  in  power  the  true 
winner  of  last  May's  disputed  election. 
Bush  has  given  his  soaring  poll  ratings  a 
new  boost  and  laid  to  rest  his  "wimp" 
image.  The  Panama  invasion  "was  one 
of  those  significant  events  that  mold 
perceptions  of  a  President,"  says  Brook- 
ings Institution  analyst  Thomas  Mann. 
BACKLASH.  But  intervention  has  its 
downside,  as  the  long-term  conse- 
quences may  well  show.  While  the  new 
Panamanian  President,  Guillermo  En- 
dara,  won  popular  support  as  the  oppo- 
nent of  Noriega's  handpicked  candidate, 
he  now  carries  the  handicap  of  having 
been  installed  by  a  foreign  power.  And 
the  U.  S.  will  now  have  to  spend  millions 
to  rebuild  Panama's  tattered  economy. 

What's  more,  the  attack  has  stirred  an 
ant\-Y'anqui  backlash  throughout  Latin 
America.  Although  the  issue  has  been 
dampened  in  a  number  of  countries  by 


preoccupation  with  local  economic  trou- 
bles, Peruvian  President  Alan  Garcia 
will  protest  by  boycotting  Bush's  Febru- 
ary Colombian  drug  summit,  and  Bolivia 
may  follow  suit.  Fumes  a  Peruvian  diplo- 
mat: "We  want  the  U.  S.  to  leave  Pana- 
ma yesterday." 

Anger  over  Bush's  machismo  will 
hamper  U.  S.  efforts  to  win  acceptance 
of  Endara  in  the  hemisphere.  Few  coun- 


ARCH-ENEMIES:  ADI05,  NORIEGA 


tries  have  recognized  the  new  regime, 
and  the  Organization  of  American  States 
is  insisting  on  new  elections. 

The  White  House  is  resisting  calls  for 
an  early  exit,  however.  Although  armed 
resistance  has  sputtered,  U.  S.  soldiers 
are  helping  to  maintain  stability — and 
are  keeping  pressure  on  Noriega,  who 
took  refuge  in  the  Vatican  embassy,  to 
seek  exile  in  Cuba  or  another  country. 

And  dazed  Panamanians  aren't  clam- 


oring for  quick  elections.  Saj 
exiled  activist  Guillermo  Sa; 
chez,  who's  now  in  Miami:  "A 
election  will  prove  costly  and  c 
visive,  and  it  is  a  luxury  we  cai 
not  afford." 

CLEANUP  DETAIL.  No  wonder. 
week  of  firefights  and  lootin 
have  left  the  economy  in  shar 
bles.  "It's  pretty  grim,"  saj 
Panama  merchant  Arthur  . 
Lindo,  surveying  the  wreckag 
of  his  import  business.  "I  don 
even  have  a  chair  to  sit  on." 

Even  before  the  assault.  Pan; 
ma's  economy  was  crumbling.  I 
1988,  unemployment  hit  23%,  an 
gross  domestic  product  droppe 
by  207(  from  1987,  according  t 
the  Central  Intelligence  Agenc; 
U.  S.  economic  sanctions  impose 
nearly  two  years  ago  took 
heavy  toll  and  helped  drive 
large  international  banking  communit 
out  of  the  country. 

Now,  Bush  has  inherited  the  cleanu 
detail.  The  White  House  has  unfroze 
Panamanian  assets  and  is  working  up  a 
economic-aid  package.  Without  a  sul 
stantial  plan,  Panamanians  could  soo 
turn  against  the  Endara  regime.  "Ei 
dara  has  to  transform  his  position  noi 
into  power  and  support,  which  will  b 
difficult  without  a  functioning  goverr 
ment  and  economic  resources,"  says 
top  Democratic  foreign-policy  aide  o 
Capitol  Hill.  Longer-term,  if  Panama  f 
nally  gets  an  open  political  system,  m 
tionalist  politicians  are  bound  to  mobiliz 
support  by  condemning  the  U.  S.,  whic 
has  dominated  the  country  for  nearly 
century  in  collaboration  with  the  Pans 
manian  elite. 

Then  there's  the  question  of  Panama' 
military.  Both  Pentagon  analysts  an 
Panamanian  exiles  believe  Panama  mus 
rebuild  along  the  lines  of  Costa  Rica 
which  has  civilian  police  but  no  standinj 
army.  Bush  could  order  the  Federal  Bv 
feau  of  Investigation  to  help  train  sucl 
a  unit.  But  a  government  without  mil 
tary  backing  is  alien  to  Panama's  polit 
cal  tradition — and  to  much  of  Latii 
America's. 

For  now,  the  Administration's  joy  ove 
ousLing  Noriega  has  banished  most  sucl 
doubts.  And  liberal  Democrats  ar 
afraid  to  attack  the  President.  But  ono 
Congress  convenes,  the  Administration'; 
economic-aid  blueprint  will  quickly  be 
come  part  of  a  political  tug-of-war,  a: 
Democrats  try  to  recast  the  package.  B; 
then.  Bush's  Latin  adventure  could  seen 
less  like  a  triumph  than  a  thicket  o 
nagging  political  problems. 

By  Douglas  Harbrecht  and  Dave  Grij 
fiths  in  Washington,  with  Stephen  Baker  ii 
San  Jose.  Costa  Rica,  and  bureau  reports 
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Commentary/ by  Dave  Griffiths 


A  BATTLE  PLAN  FOR  PENTAGON  BUDGET-CUTTING 


If  there  was  one  principle  that  guid- 
ed the  Reagan  Administration's 
$2.4  trillion  defense  buildup,  it  was 
is:  Spend  as  hard  and  fast  as  Con- 
ess  will  allow — and  hope  the  Soviet 
lion  eventually  cries  uncle. 
Now  the  spending  spree  is  over.  Re- 
rms  under  Mikhail  Gorbachev  and 
e  resulting  tidal  wave  of  democrati- 
tion  sweeping  Eastern  Europe  have 
arply  reduced  the  threat  posed  by 
e  Warsaw  Pact.  And  pressure  to 
ish  U.  S.  military  outlays  is  irresist- 
le.  More  than  ever,  the  Defense  Dept. 
!eds  to  let  strategy  drive  its  budget, 
ther  than  the  other  way  around.  As 
ouse  Armed  Services  Chairman  Les 
spin  (D-Wis.)  puts  it: 
!'he  thinkers  in  the  Pen- 
gon  should  come 
rough  the  door  before 
e  accountants." 
OOTERS.'  Some  in  the 
?ntagon  are  sure  to  re- 
st a  more  conceptual 
)proach.  As  critics  such 
;  Senate  Armed  Ser- 
ces  Chairman  Sam 
unn  (D-Ga.)  have  noted, 
efense  policymakers 
ive  refused  to  weigh  in- 
illigence  reports  of  re- 
aced  Soviet  weapons 
•eduction  when  drafting 
icent  budgets.  And  the 
asteful  rivalry  for 
inds  among  the  ser- 
ces  works  against  rational  spending 
3cisions.  "These  uniformed  guys  were 
ie  kids  in  a  candy  store  during  the 
eagan  buildup,"  says  one  industry 
bbyist.  Now,  he  adds,  "they're  going 
»  be  like  looters." 

Fortunately,  there  are  signs  that  De- 
:nse  Secretary  Richard  B.  Cheney  is 
.ying  the  groundwork  for  the  kind  of 
loughtful  analysis  that's  needed, 
^igh-level  meetings  begun  in  Decem- 
3r  and  expected  to  end  this  month 
lould  provide  a  strategic  rationale  for 
ing-range  budget  cuts.  President 
ush  can  help  ease  the  Pentagon's  for- 
y  into  strategic  thinking  by  outlining 
ost-cold  war  national  security  needs, 
.mong  the  possibilities:  slashing  U.  3. 
)rces  in  Europe,  bolstering  the  mobile 
lilitary  force  for  quick  intervention  in 
lobal  hot  spots,  and  maintaining  the 
f.  S.  commitment  to  protect  energy 
3urces  and  essential  sea  lanes. 

Much  of  current  U.  S.  military  doc- 
•ine  is  aimed  at  fighting  a  land  war  in 


Europe.  Demobilizing  hundreds  of 
thousands  of  U.  S.  and  Soviet  troops 
there  would  produce  a  much  longer 
warning  period  should  either  side  be- 
gin gearing  up  for  battle.  That  would 
allow  the  U.  S.  to  kill  the  fledgling  $37 
billion  C-17  cargo  plane,  which  was  de- 
signed primarily  to  rush  reinforce- 
ments to  Europe.  The  Pentagon  in- 
stead can  continue  to  buy  more  planes 
now  in  production,  such  as  the  C-5,  and 
plan  to  use  troopships,  which  can  cross 
the  Atlantic  in  ample  time  (table). 

The  rapid  changes  in  Europe  are  un- 
dermining the  rationale  for  a  host  of 
other  fancy  and  costly  new  projects. 
With  the  threat  of  hordes  of  Warsaw 


SHRINKING  THE  MILITARY? 
SOME  DO'S  AND  DONTS 

DO  Improve  current  front-line  weapons 

DON'T  Build  new  combat  aircraft  such 
as  the  Navy's  A-12  and  the  Air  Force's 
Advanced  Tactical  Fighter,  designed 
against  an  ominous  Soviet  threat 

DO  Build  more  C-5  cargo  planes  and 
fast  cargo  ships 

DOM'T  Go  ahead  with  the  new  C-17  car- 
go plane,  designed  mostly  to  reinforce  a 
massive  European  battle 

DO  Focus  on  more  and  better  light 
Army  forces 

DOM'T  Devote  billions  to  a  new  tank 

DO  Transfer  hundreds  of  Air  Force 
combat  aircraft  to  reserve  squadrons 

DON'T  Stay  wedded  to  a  Navy  of  14  air- 
craft carriers  when  a  10-  or  12-camer 
force  would  free  funds  for  other  needs 


Pact  tanks  reduced,  the  Army  should 
settle  for  its  current  M-1  tank  rather 
than  a  new  family  of  armored  vehicles 
that  could  cost  at  least  $300  billion. 
Nor  should  production  begin  anytime 
soon  for  weapons  such  as  the  $70  bil- 
lion B-2  bomber,  the  $30  billion-$40  bil- 
lion Seawolf  submarine,  and  new  com- 
bat aircraft  for  the  Air  Force  and 
Navy,  each  of  which  would  exceed  $40 
billion  in  total  outlays.  These  should 
remain  in  the  research-and-develop- 
ment  stages  until  the  U.  S.  can  get  a 
fix  on  Gorbachev's  staying  power. 
COMBAT  LITE.  The  military  can  meet  its 
needs  and  save  billions  of  dollars  by 
upgrading  fighters  such  as  the  Air 
Force's  F-16  and  the 
Navy's  F-14.  And  Con- 
gress is  sure  to  sign  on. 
As  one  lobbyist  wryly 
notes:  "Programs  now 
creating  jobs  would  be 
safer  politically  than 
those  due  to  create  jobs." 

As  the  Soviet  threat 
recedes,  the  military  has 
to  focus  on  another  set 
of  challenges,  especially 
the  need  to  deploy  forces 
rapidly  to  Third  World 
trouble  spots.  The  as- 
sault on  Panama  is  typi- 
cal of  the  kind  of  combat 
the  U.  S.  can  expect:  The 
short-notice  deployment 
of  lightly  armed,  highly 
mobile  forces. 

For  this  role,  the  Army  wouldn't 
need  all  of  its  current  770,000  troops, 
many  of  which  are  in  heavily  armored 
units.  Likewise,  the  Air  Force  could 
send  many  of  its  fighters  to  the  re- 
serves, where  morale  and  performance 
often  are  higher  than  in  active  units. 
And  the  Navy  could  do  away  with 
three  or  four  of  its  14  aircraft  carriers 
and  their  costly  escort  ships. 

Still,  the  U.  S.  must  remain  a  mari- 
time power.  It  can't  afford  more  em- 
barrassments such  as  Iran's  mining  of 
waters  plied  by  vulnerable  American- 
escorted  ships.  A  bigger  fleet  of  mine- 
sweepers should  be  a  high  priority. 

If  anyone  can  impose  common-sense, 
tight-fisted  management  on  the  Penta- 
gon, it's  Cheney.  His  task:  shrink  the 
defense  establishment  while  keeping 
national  security  intact.  If  he  succeeds, 
Congress  will  have  a  chance  to  divert 
money  to  more  vital  needs  than  a 
bloated  military. 
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STRATEGIES! 


HAS  ALCOA  FOUND  A  WAY  TO  FOIL 
THE  ALUMINUM  CYCLE? 


CEO  Paul  O'Neill  is  promising  strong,  steady  earnings 


When  Chief  Executive  Paul  H. 
O'Neill  persuaded  directors  at 
Aluminum  Co.  of  America  to 
adopt  an  unusual  dividend  a  year  ago, 
investors  were  hardly  expecting  a  wind- 
fall. The  new  formula  guaranteed  a  40$ 
quarterly  dividend  plus  307'  of  profits 
over  $6  a  share.  The  company  had  just 
posted  a  record  .$9.74  a  share  in  1988. 
But  it  was  only  the  third  time  in  the  last 
60  years  that  Alcoa  earned  more  than 
the  new  threshold.  What's  more,  most 
analysts  foresaw  the  U.  S.  economy 
grinding  down,  possibly  into  recession. 

Now,  Alcoa's  shareholders  have  a 
pleasant  surprise.  The  1989  recession 
never  materialized,  and  aluminum  prof- 
its are  still  booming  (charts).  Despite 
some  weakness  in  autos  and  construc- 
tion, analysts  expect  Alcoa's  1989  profits 
to  soar  another  107  to  207.  Moreover, 
O'Neill  predicts  that  profits  of  $6  a 
share  "should  be  our  minimum" — even 
at  the  bottom  of  an  economic  cycle. 

Much  of  this  good  news  seems  to  have 
been  neglected  by  investors.  For  while 


Alcoa's  return  on  equity  has  averaged 
better  than  207  for  the  past  two  years, 
the  stock  is  changing  hands  around  $73. 
At  seven  times  earnings,  that's  only 
about  half  the  average  price-to-earnings 
ratio  for  the  Standard  &  Poor's  500- 
stock  index. 

O'Neill,  .54,  attributes  his  success  at 
the  company  to  "Irish  good  luck."  May- 
be he's  not  just  being  modest:  O'Neill 
refocused  Alcoa  on  its  core  aluminum 
business  just  in  time  to  take  advantage 
of  the  strongest  market  in  more  than  a 
decade.  To  top  it  off,  since  1987,  when  he 
became  the  first  outsider  to  run  Alcoa, 
he  has  been  reaping  the  benefits  of  the 
$1  billion  modernization  program  at 
three  major  U.  S.  plants  undertaken  by 
his  predecessor,  Charles  W.  Parry.  The 
result:  Alcoa's  U.  S.  operating  profit 
margin  widened  in  1989  to  34$  per  pound 
of  aluminum  produced,  reckons  Peter  F. 
Marcus,  a  PaineWebber  Inc.  analyst.  In 
1986,  the  margin  was  8.7$. 

Still,  as  outside  director  William  S. 
Cook  points  out,  O'Neill  has  "provided 


O'NEILL:  JUST  "IRISH  GOOD  LUCK"? 


SUPPLY  AND  DEMAND 
ARE  WORKING  FOR  ALCOA. 


A  MILLIONS  Of  MORICTONS 

DATA  THE  SPEOOR  REPORT  INC 

...AND  THAT'S  BENEFITING 
SHAREHOLDERS 
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SMiLTINC  ALUMINUM:  RETOOLING  HAS  PAID  OFF  BIG 
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the  real  focus"  Alcoa  lacked.  In  reem- 
phasizing  aluminum,  O'Neill  has  turned 
away  from  Parry's  plan  to  create,  large- 
ly through  acquisitions,  a  space-age  ma- 
terials company.  He  argues  there's  plen- 
ty of  demand  for  aluminum,  particularly 
in  Europe  and  East  Asia,  to  fuel  indus- 
try growth  of  up  to  37  a  year.  In  fact, 
the  Pittsburgh  company's  overseas  sales 
have  surged.  Shearson  Lehman  Hutton 
Inc.  aluminum  analyst  Thomas  M.  Van 
Leeuwan  figures  Alcoa  will  get  417-  of 
1989  profits  and  half  of  1990's  from 
units  in  Australia  and  Brazil. 

Much  of  the  windfall  is  com- 
ing from  Alcoa's  foreign  alumi- 
na and  primary  aluminum  busi- 
nesses. Tight  supplies  have  led 
to  soaring  prices  for  alumina, 
the  material  extracted  from 
bauxite  before  it's  smelted  into 
aluminum  ingots.  Analysts  think 
Alcoa,  the  world's  largest  suppli-i 
er,  struck  long-term  contracts  in' 
December  to  deliver  alumina  forj 
$350  to  $400  a  ton,  up  from  an 
average  of  $275  in  1989. 
A-FRAMES.  Yet  Alcoa  isn't  bank- 
ing on  the  volatile  commodity 
side  of  its  business  for  much 
long-term  growth.  O'Neill  sees 
gains  mostly  coming  from  high- 
margin,  semifabricated  products 
such  as  the  sheet  used  in  cans 
and  the  various  aluminum 
shapes  for  such  markets  as  au- 
tos, delivery  trucks,  and  railcars. 

Overseas  markets  hold  the 
most  promise.  To  serve  East 
Asia's  growing  appetite  for  alu- 
minum cans,  Alcoa  agreed  in 
June  to  begin  working  with 
Hyosung  Metal  Products  Co.  to 
design  an  aluminum  sheet  plant 
in  South  Korea.  But  Alcoa's  big 
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•eak  may  be  in  autos.  Audi,  a  source 
3se  to  Alcoa  confirms,  will  soon  begin 
anufacturing  the  first  mass-production 
r  with  an  aluminum  frame  Alcoa 
ilped  to  design.  On  a  smaller  scale, 
onda.  Jaguar,  and  Ferrari  are  testing 
uminum-laden  models,  too.  But  Alcoa 
inks  its  Audi  deal  could  be  enough  to 
;t  the  U.  S.  auto  industry  to  substitute 
ore  aluminum  for  steel. 
Expanding  Alcoa's  mature  U.  S.  mar- 
its  is  O'Neill's  biggest  challenge.  The 
mpany  will  have  a  tough  time  increas- 
g  its  dominant  40%  share  of  the  $4.5 
llion  can-sheet  market.  As  a  result  of 
odernization,  "Alcoa's  quality  has  im- 
oved  tremendously,"  says  one  can  cus- 
mer.  He  adds:  "But  several  compea- 
rs have  gotten  almost  as  good, 
:luding  Kaiser,  Reynolds  Metals,  and 
)gan  Aluminum,"  a  joint  venture  be- 
'een  Canada's  Alcan  Aluminium  and 
;lantic  Richfield. 

Steelmakers  also  are  closing  the  quali- 
gap  between  aluminum  and  steel, 
nich  sells  for  up  to  $10  less  per  1,000 
ns.  And  if  plastics  producers  can  find 
way  to  recycle  economically,  that  could 
t  into  aluminum's  share  of  the  bever- 
;e  container  market,  where  Alcoa  got 
lOut  25%  of  its  $9.8  billion  in  1988  sales. 
PHILL  BATTLE.'  Ironically,  the  most  im- 
sdiate  threat  to  Alcoa's  market  share 
ay  be  O'Neill's  controversial  pricing 
mpaign.  He  maintains  that  because  Al- 
a's quality  is  improving  can  makers' 
oductivity,  its  aluminum  products  de- 
rve  a  premium  price.  The  same  should 
iply  to  other  fabricated  products,  he 
gues.  At  stake  is  the  traditional  prac- 
:e  of  tying  sheet  prices  to  the  ups  and 
iwns  of  primary  aluminum  prices.  Not 
rprisingly,  customers  are  resisting. 
Ve  will  not  pay  extra  for  quality," 
laps  one  Alcoa  customer.  Admits 
Neill:  "It's  an  uphill  battle." 
Aggressive  pricing  is  just  part  of 
Neill's  effort  to  smooth  out  earnings 
rough  the  inevitable  aluminum  cycles, 
addition  to  the  new  dividend,  he  set 
)  a  variable  profit-sharing  plan  that's 
■gged  to  its  U.  S.  aluminum  revenues. 
)  curb  the  drag  on  earnings  from  debt, 
Neill  has  used  Alcoa's  huge  free  cash 
)w,  seen  by  some  analysts  as  ap- 
oaching  $500  million  this  year,  to  cut 
Icoa's  debt-to-capital  ratio  to  about 
'% — the  lowest  level  in  three  decades. 
Despite  Alcoa's  rock-solid  balance 
leet  and  strong  profit  outlook,  inves- 
rs  still  aren't  convinced  its  earnings 
Lve  gotten  off  the  aluminum  roller 
iaster.  If  they  have.  Wall  Street  may 
!  missing  something.  O'Neill  says  he'd 
;ver  "wish  for  a  recession,"  but  it  may 
ke  a  steep  downturn  to  prove  that  Al- 
ga's earnings  can  hold  up.  A  fat  divi- 
!nd  wouldn't  hurt  either. 
By  Michael  Schroeder  in  Pittsburgh,  with 
ichary  Schiller  in  Cleveland 


REGULATORS  I 


THE  SEC'S  NEW  SHARPSHOOTER 
HAS  A  DIFFERENT  AIM 


Protecting  smaller  investors  will  be  McLucas'  top  priority 


The  Securities  &  Exchange  Commis- 
sion's new  enforcement  chief,  Wil- 
liam R.  McLucas,  has  a  lot  in  com- 
mon with  his  predecessor,  Gary  Lynch. 
Both  rose  through  the  Enforcement 
Div.'s  ranks  to  the  post  of  director,  one 
of  the  prime  law  enforcement  jobs  in 
Washington.  Both  were  widely  admired 
by  staff  for  their  easygoing  manner  and 
by  adversaries  for  their  open  minds. 

But  don't  expect  McLucas,  who  was 
named  to  the  post  on  Dec.  26,  to  emulate 
Lynch's  splashy  three-year  crackdown 
on  Wall  Street.  Lynch's  investigations 


well  as  deception  of  investors  who  think 
securities  they  buy  from  financial  insti- 
tutions are  federally  insured.  The  unit, 
says  Breeden,  will  look  at  "both  live  and 
failed  institutions  that  have  been  selling 
securities  to  investors." 

The  agency  will  also  be  getting  addi- 
tional horsepower  to  chase  its  suspects. 
Largely  because  of  its  success  in  tack- 
ling illegal  insider  trading,  the  .SKC's  bud- 
get has  increased  20%  this  year.  That 
will  mean  an  additional  100  staffers  for 
McLucas.  But  in  shifting  gears,  the  com- 
mission may  be  acknowledging  that  its 


ENFORCEMENT  DIRECTOR  McLUCAS  IS  ADMIRED  FOR  HIS  VERSATILITY  AND  EASYGOING  STYLE 


stemmed  largely  from  the  past  decade's 
deal  mania  and  early  stock  runups  that 
smelled  of  insider  trading.  Now,  with 
concerns  about  too  much  debt  and  a 
cooling  economy,  the  SEC's  sights  are 
shifting  to  more  traditional  concerns. 
Both  McLucas  and  Chairman  Richard  C. 
Breeden  say  they'll  focus  on  abuses  that 
undermine  the  confidence  of  small  inves- 
tors, from  "churning,"  or  excessive 
trades  in  customer  accounts,  to  fraudu- 
lent bookkeeping  that  hides  weak  bal- 
ance sheets.  "We're  not  going  to  walk 
away  from  insider  trading,"  McLucas 
says.  "But  to  some  degree,  there  will  be 
a  reallocation  of  resources  and  people." 
MORE  HORSEPOWER.  To  demonstrate  the 
shift,  Breeden  coupled  the  McLucas  ap- 
pointment with  news  of  a  new,  25-person 
unit  that  will  concentrate  on  financial 
fraud.  The  group  will  be  headed  by  as- 
sistant enforcement  director  Joseph 
Goldstein,  who  led  the  agency's  crack- 
down on  penny-stock  abuses  and  was 
also  a  candidate  for  the  top  job.  The 
commission  is  concerned  about  question- 
able accounting  in  the  financial-services 
industry,  which  is  now  under  stress,  as 


string  of  impressive  insider-trading 
cases  is  coming  to  an  end.  Breeden  also 
may  be  reacting  to  the  political  winds. 
Critics  had  questioned  the  SEC's  empha- 
sis on  Wall  Street  abuses  that  seemed  to 
victimize  mostly  well-heeled  individuals 
and  sophisticated  institutional  investors. 

A  12-year  sec  veteran,  McLucas,  39, 
seems  suited  to  the  task.  He  directed  the 
agency's  investigation  of  the  accounting 
practices  of  Financial  Corporation  of 
America  in  1987.  McLucas  also  has  tried 
cases  against  market  operators  from  Ca- 
nadian investor  Marc  Belzberg  to  broker 
Boyd  L.  Jefferies  to  raider  Paul  A.  Bil- 
zerian.  "He's  had  his  fingers  in  every 
kind  of  case  imaginable,"  says  Arthur  F. 
Mathews,  who  represented  Bilzerian  un- 
successfully on  criminal  charges. 

In  choosing  his  enforcement  chief  and 
making  clear  his  priorities,  Breeden  is 
starting  to  put  his  stamp  on  the  SEC.  He 
also  will  have  a  big  say  in  filling  two 
seats  on  the  five-member  commission. 
With  surprising  swiftness,  the  SEC  is  be- 
coming Breeden's  commission. 

By  Tim  Smart  and  Dean  Foust  in 
Washington 
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STRATEGIES  I 


NO  TIME  FOR  TEA 
AT  HOLIDAY  INNS 


The  new  owner,  Britain's  Bass 
PLC,  must  reshape  the  chain  fast 


ig  U.  S.  hotel  chains  and  British 
management  don't  seem  to  mix. 
Howard  Johnson,  Rodeway  Inns, 
and  Traveiodge  all  have  had  British  par- 
ents in  the  1980s.  But  the  American  mar- 
ket is  tougher  than  Europe's.  And  most 
of  the  hotels  in  the  chains  are  owned  by 
independent-minded  franchisees  who 
leave  trans-Atlantic  owners  little 
room  to  maneuver.  Two  of  the  three 
chains  have  been  sold.  Only  Trusthouse 
Forte  PLC,  Britain's  largest  and  most 
profitable  hotelier,  struggles  on  with 
meager  returns  from  Traveiodge. 

Now,  a  British  compa- 
ny is  buying  that  icon  of 
American  roadside  hos- 
telries,  Holiday  Inns.  As 
part  of  a  major  restruc- 
turing, Holiday  Corp.  is 
selling  its  venerable 
North  American  chain  to 
Bass  PLC.  Holiday  will 
also  spin  off  its  casinos, 
its  Hampton  Inns  budget 
chain,  and  its  Embassy 
Suites  and  Homewood 
Suites  hotels  into  a  new 
entity,  Promus  Cos. 
(box).  After  the  $2.23  billion  deal  is  com- 
pleted in  mid-January,  Bass  will  derive 
about  18"  of  its  revenues  from  hotels. 

Despite  Bass's  superb  record  as  Brit- 
ain's leading  brewer,  Bass  shares  have 


HOLIDAY  INNS' 
SPOTTY  PERFORMANCE 
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sunk  9.4%'  since  the  the  outlines 
of  the  deal  were  announced  last 
August.  "Investors  are  afraid 
that  Bass's  management  hasn't 
got  the  experience  to  make  the 
changes  in  Holiday  Inns  that 
could  justify  such  a  high  price," 
says  Ron  Littleboy,  analyst  at 
Nomura  Research  Institute  in 
London. 

TIGHTER  MARGINS.  Bass  is  tack- 
ling problems  that  could  stymie 
the  most  experienced  managers. 
Holiday  Inns  is  the  world's  larg- 
est hotel  chain,  with  1,600  hotels 
and  320,000  rooms  worldwide. 
But  its  midprice  North  American 
properties  are  in  the  slowest- 
growth  category  of  a  glutted 
market.  Room  demand  in  its  mo- 
tel segment  increased  only  2% 
last  year,  says  Smith  Travel  Re- 
search Inc.,  vs.  IO'a  each  for  the 
all-suite  and  budget  hotels.  The 
chain  is  being  squeezed  both  by 
budget  competi- 
tors and  by  up- 
market hotels,  which  are 
discounting  aggressively. 
Holiday  says  that  room 
revenues  in  hotels  that  it 
owns  and  leases  rose 
only  17"  in  the  first  nine 
months  of  1989,  while 
margins  narrowed.  The 
chain's  earnings  have 
been  erratic  (chart). 

None  of  this  comes  as 
any  surprise  to  Bass, 
which  has  been  engaged 
in  a  slow-motion  takeover  of  Holiday 
Inns  since  1987,  when  it  purchased  seven 
of  the  chain's  European  hotels.  A  year 
later,  it  paid  Holiday  Corp.  $475  million 
for  the  entire  Holiday  Inns  operation 


NEW  ON  BROADWAY:  MANHATTAN'S  CROWNE  PLAZA 


outside  North  America,  plus  13  U.  S.  hO' 
tels.  Chairman  Ian  M.  G.  Prosser  last 
summer  said  that  profits  at  Bass's  Holi- 
day Inns  were  running  40%  higher  than 
expected. 

What  works  in  Europe  won't  necessar- 
ily work  in  the  U.  S.,  though.  European 
Holiday  Inns  are  more  upscale,  and  Bass 
owns  or  manages  hotels  accounting  for 
60%  of  the  chain's  rooms.  In  the  U.  S., 
84%'  of  Holiday  Inns  are  owned  by  fran- 
chisees, who  often  act  independently. 
"You  can't  bring  your  management  ex- 
pertise to  bear  on  anything,  and  you 
have  a  limited  impact  on  the  quality  of 
the  product,"  says  John  Jarvis,  the  se- 
nior hotel  executive  at  Britain's  Lad- 
broke  Group  PLC,  which  sold  Rode- 
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HOLIDAY'S  LUCKY 
SHAREHOLDERS  MAY 
GET  EVEN  LUCKIER 


It's  no  contest:  Owning  stock  in  Holi- 
day Corp.  has  been  a  much  better  bet 
than  playing  the  slots  in  the  compa- 
ny's Nevada  and  New  Jersey  casinos.  In 
1987,  the  Memphis  company  paid  a  $65-a- 
share  dividend  and  piled  on  debt  to  es- 
cape a  potential  raid  from  Donald  J. 
Trump.  Now,  it's  planning  a  $30-a-share 
special  payout  this  month  as  part  of  its 
complicated  deal  to  sell  its  Holiday  Inns 
busines.-,  to  Bass  PLC.  Stockholders  will 
be  left  with  a  stake  in  a  "stub"  company 
whose  shares  should  trade  above  40.  Not 


bad  for  a  stock  that  was  selling  at  56 
in  1986. 

But  wait — shareholders  could  hit  the 
jackpot  again.  True,  their  company — to 
be  renamed  Promus  Cos. — will  be  loaded 
down  with  $1  billion  in  debt.  But  Chair- 
inan  Michael  D.  Rose  and  his  chief  finan- 
cial officer,  Stephen  F.  Bollenbach,  be- 
lieve they  have  a  winning  strategy. 

To  pay  down  debt 
from  the  first  re- 
capitalization, they 
sold  hotels — while 
keeping  lucrative 
management  con- 
tracts and  franchis- 
ing fees.  The  two 
think  that  they  can 
transfer  that  formu- 
la to  Promus'  gam- 
ing assets. 


The  trick  will  be  in  convincing  ir 
tutional  investors  that  the  casinos 
free  of  the  taint  of  organized  crime 
the  duo  can  overcome  that  stigma 
third  special  dividend  may  be  in 
cards. 

HOT  PROPERTIES.  Rose  and  Bollenb 
first  want  to  sell  the  Harrah's  hi 
and  casino  at  Lake  Tahoe.  Goldn- 
Sachs   &  Co. 
been  hired  to  sho 
around,  and  most 
terest  is  expected 
come   from  As 
buyers.  Leisure 
dustry  analyst  ' 
yen  Eisenberg 
Bear,  Stearns  & 
thinks    the  Tal 
holdings  might 
for  $350  million- 


IS  A  CASINO  SELL-OFF  IN  THE  CARDS? 
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y  Inns  in  1987  after  just  two  years. 
Jtill,  many  Holiday  Inns  franchisees 
•  enthusiastic  about  Bass.  Ray  E. 
nkamer  Jr.,  managing  general  part- 
■  of  Southwest  Hotel  Management  LP, 
ich  runs  seven  Texas  hotels,  says 
nchisees  were  treated  like  "second- 
ss  citizens"  once  Holiday  Corp.  start- 
its  budget  Hampton  Inns  and  all-suite 
:els  divisions.  Hankamer  calls  Bryan 
Langton,  chairman  of  Bass's  hotels 
ision,  "our  type  of  people."  He  ex- 
its Bass,  which  made  $857  million  be- 
■  '6  taxes  on  sales  of  $6.5  billion  last 
ir,  to  invest  heavily  in  the  chain.  Holi- 
/  Corp.,  by  contrast,  sold  assets  to 
rk  off  its  heavy  debt. 
Bass,  which  will  set  up  Holiday  Inns' 
•rldwide  headquarters  in  Atlanta,  may 
'  to  cater  to  more  expensive  tastes  by 
grading  furnishings  and  services  in  its 
:)perties  and  encouraging  franchisees 
follow  suit.  Since  franchise  fees  are 
sed  on  total  revenues,  Bass  would 
ip  big  rewards  if  the  strategy  is  a 
nner.  The  company  also  is  likely  to 
d  to  the  28  high-end  Holiday  Inn 
ov/ne  Plazas,  which  are  larger  proper- 
s  in  big  cities.  The  latest  opened  in 
dtown  Manhattan  in  December. 
Bass  is  taking  on  over  $2  billion  in 
bt  to  buy  Holiday  Inns,  more  than 
ubling  its  long-term  borrowings.  But 
)liday's  cash  flow  covers  only  about 
ree-fourths  of  the  $200  million  in  addi- 
mal  debt  payments.  A  pro  forma  Bass 
jome  statement  shows  that  its  pretax 
ofit  last  fiscal  year  would  have 
opped  7.2%,  to  $790  million,  had  it 
med  Holiday  Inns  the  whole  year.  An- 
>^sts  figure  Bass  needs  to  improve 
Dliday's  profits  by  25%'  to  30%  simply 
break  even.  A  tall  order,  but  Bass  is 
tting  it  finally  can  break  the  British 
IX  in  U.  S.  hotels. 

By  Mark  Maremont  in  London,  with 
tuck  Hawkins  in  Atlanta 


jperating  cash  flow.  The  Harrah's  in 
could  bring  an  additional  $200  mil- 
1  both  cases,  Promus  would  continue 
lage  the  properties  for  a  fee.  Rose 
sllenbach  are  also  considering  form- 
joint  venture  to  build  a  Harrah's  in 
3gas. 

laking  Holiday  Corp.  has  made  Rose 
is  team  rich.  As  part  of  the  1987 
;alization,  the  company's  top  man- 
received  10%  of  its  stock.  This 
's  special  dividend  will  pay  them  $72 
,  and  they'll  end  up  with  slightly 
than  10%>  of  Promus'  stock.  Those 
could  make  them  richer  still:  Eisen- 
ays  the  stub  could  trade  as  high  as 
ihare  if  Rose  and  Bollenbach  can  pull 
!ir  plan  to  sell  the  casinos.  Their  bets 
wn. 

Viuck  Hawkins  in  Atlanta,  with  bm-eau 


EXECUTIVE  SUITE  I 


CAN  CARL  LINDNER 
STRAIGHTEN  OUT  CIRCLE  K? 


Its  No.  1  shareholder  puts  management  on  a  short  leash 


The  setting  was  the  Orangerie  res- 
taurant in  PhoenLx.  But  it  could 
hardly  have  been  a  festive  occa- 
sion. Karl  EUer,  chief  executive  of  Circle 
K  Corp.,  was  surrounded  by  the  board 
members  of  his  troubled  convenience- 
store  chain.  Across  the  table  sat  Carl 
Lindner,  Circle  K's  controlling  share- 
holder, and  his  son  Keith.  They  were 
gathered  on  the  eve  of  a  fractious  annu- 
al meeting,  and  Circle  K  was  facing  a 
liquidity  crisis. 

Lindner  and  his  son — both  Circle  K 
directors — were  nowhere  to  be  seen  next 
morning  at  the  shareholders'  meeting. 
But  the  Cincinnati  financiers,  whose 
American  Financial  Corp.  owns  38%  of 
Circle  K's  stock,  had  gotten  their  mes- 
sage across  loud  and  clear.  After  watch- 
ing the  market  value  of  his  Circle  K 
stake  tumble  by  $147  million  in  the  past 
year,  to  $69  million,  Lindner  is  clearly 
playing  a  stronger  role  at  Circle  K. 

An  AFC  spokesperson  says  that  isn't 
so.  But  the  first  wave  of  changes  an- 
nounced at  Circle  K's  annual  meeting  in 
late  November  bear  the  imprint  of  a 
frustrated  Carl  Lindner.  To  help  Eller 
deal  with  the  company's  res- 
tive banks,  directors  appoint- 
ed fellow  board  member  Wil- 
liam A.  Franke  to  supervise 
Circle  K's  financial  restruc- 
turing. And  they  reversed  one 
of  Filer's  more  curious  moves 
by  banishing  ice-cream  mag- 
nate Richard  E.  Smith,  who 
had  been  running  Circle  K's 
marketing  and  operations  as 
an  unpaid  consultant. 

Other  moves  by  Lindner 
have  been  more  overt.  In  late 
November,  he  dispatched  two 
of  his  executives  to  advise 
Circle  K  on  its  restructur- 
ing. American  Financial  is 
also  flying  other  managers  to 
PhoenLx  to  "help  out"  by  re- 
viewing the  situation,  says  an 
AFC  official. 

Lindner  is  pumping  in  cash 
as  well  as  people.  To  appease 
Circle  K's  banks  and  ease  a 
short-term  borrowing  crunch, 
American  Financial  coughed 
up  a  $10  million  short-term 
loan.  That  helped  win  Circle  K 
some  breathing  room.  And  on 
Dec.  26,  AFC  and  Circle  K's 
bankers,  led  by  Citicorp,  ex- 


tended the  company  $60  million  in  new 
credit  for  100  days  while  it  comes  up 
with  a  restructuring  plan.  "Lindner  is 
trying  to  do  a  little  bit  of  damage  control 
and  protect  his  investment,"  says  Chris- 
topher E.  Vroom,  an  analyst  at  Alex. 
Brown  &  Sons  Inc. 

It  needs  protecting.  With  $1.1  billion  in 
debt  run  up  in  a  six-year  buying  spree — 
including  big  purchases  from  Lindner — 
the  4,677-store  Circle  K  chain  faces  $96 
million  in  annual  interest  payments.  It 
lost  $5  million  in  the  quarter  ended  Oct. 
31,  on  revenues  of  $937  million.  Reflect- 
ing those  woes,  Circle  K  now  trades  be- 
low 4,  down  from  11  a  year  ago. 

Lindner  is  widely  believed  to  have  in- 
sisted on  Smith's  ouster  in  mid-Novem- 
ber. Last  spring,  Eller  gave  Smith,  chair- 
man of  Steve's  Homemade  Ice  Cream 
Inc.,  broad  powers  to  run  Circle  K.  But 
operating  results  were  dismal,  and 
Smith,  as  both  a  vendor  to  Circle  K  and 
its  de  facto  operations  chief,  had  poten- 
tially troublesome  conflicts  of  interest. 
"He  was  not  an  officer  of  the  company," 
says  director  John  P.  Harbin.  "We  felt 
the  officers  should  run  it."  AFC  and 


CEO  ELLER'S  STORES  HAD  1989  lOSSES  OF  $5.5  MILUON 
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Franke  boui  contend  iha:  Sniith's  ousier 
was  instigated-  by  the  entire  board. 
Smith  didn't  rettim  calls. 

Since  Smith's  departure.  Franke  has 
had  to  reassure  creditors  concerned 
about  Circle  K's  failure,  in  the  quarter 
ended  Oct.  3i.  to  meet  the  iinancia! 
goals  set  by  lenders  when  the  company 
established  a  -5260  million  bank  credi: 
line  and  issued  S200  million  in  senior 
subordinated  notes.  The  goals  mandated 
by  the  banks  have  already  beer, 
breached  once  and  renegotiated  twice. 
The  lai"ger  bank  credit  line  has  "been  fro- 
zen, and  the  company  must  use  ->2Ci  mil- 
lion of  borrov.-ing  announced  on  Dec.  26 
10  bv.y  back  10~  o:  the  note  issue. 
BYE-BYE,  SKYBOX.  Frai'ike  has  the  "idnd 
o:  cr!rcer.-_u^?  tr.at  ner\-ous  lenders  are 
looking  for.  "Ene  former  chief  of  South- 
west Forest  Industries  Inc.  iww  heads 
his  own  Phoenis  m.erchant  bank  and  'has 
been  a  director  of  Phelps  Dodge  Corp. 
throughout  its  restructuring.  Says  EUer 
"He's  a  ven"  sharo  financial  guy."  He 
also  has  long-standing  ties  to  both 
Lindner  and  Eller.  .\FC.  Eller.  and 
Franke  each  own  a  piece  of  Bauman 
Holdings,  a  billboard  company  sold  by 
Circ!e  K  in  19S'7. 

Frar-ke  has  a  big  agenda  at  Ciix-ie  K. 
He  intends  to  cut  back  capital  spending 
and  inventor}-,  sell  -?2C»0  million  in  assets, 
and  hire  an  operations  executive.  Al- 
ready sold  are  25  Hawaiian  stores  and 
0-5*."'  stores  in  the  Xoithw  est.  Also  on  the 
block  are  additiona:  stores,  vacant  land. 


If  Cil-cle  K  can't  restructure. 
Lindner  may  buy  out  the  rest 
of  the  company's  shai'es.  But 
1    an  ounisht  sell-off  is  unlikelv 


TAKEOVERS  I 


skywx  tor  r:.:-zv..y.  :ir'.i:::s..s  toot- 
bail  games. 

If  Circle  K  c-an't  come  up  »ith  a  re 
structuring  plan,  say  executives  familiar 
with  its  plight,  it  may  have  to  resort  to 
"tiarja-uptey.  One  possible  way  out.  an 
outright  sale  of  Cii-cie  K.  is  unlikely 
now.  in  the  wake  of  Filer's  unsuccessful 
attempt  last  summicr  to  seli  the  com.p<any 
or  take  it  private.  aFC  says  it  has  made 
no  decision,  but  Lindner  couid  still  buy 
tine  rest  of  Circle  K's  stix-k.  Or  he  might 
tap  a  new  executive  for  tiie  c-ompany 
who  could  push  Eller  out  of  the  lin:e 
light,  ^^"hatever  path  Ciivie  K  takes, 
titere  aren't  likely  to  't'e  many  festive 
moments  tnere  in  tne  year  aheao.. 

3v  Kathleen  Kernrin  ir;  Los  Atigeies, 
•.ri:'-  ZGc'rfC.rv  Schiller  in  Clereiand 


ALTHOUGH  THE  KEDS  BOOM  HAS  COOLED,  fTS  CHILDREN  S  SHOES  STIU  SEU  WEU 


HOW  STRIDE  RITE 

GOT  CAUGHT  FLAT-FOOTED 

A  j'.;L-:ging  srock  price  opens  me  w^y  for  a  hostile  bid 


T, 


y  are  shoes  for  shy  people.  Fash- 
ned  from  plain  white  oxford 
cloth,  distinguished  by  a  little  blue 
tag  at  the  rear.  Keds  sneakers  aren't 
much  to  look  at.  For  four  years,  though, 
those  unpretentious  shoes  have  left  a 
big  mark  in  women's  foorR"ear.  Tiiey  go 
everywhere  and  with  everything.  Liz 
Claiborne  copied  them.  So  did  Ralph 
Lauren.  Not  c-omcidentally.  ihey  helped 
Sn-ide  Rite  Coi-p-  nearly  double  in  size. 

This  year,  though,  the  Keds  ':  o::r.  h::j 
cooled.  Sales  to  retailers 
were  up  from  19SS.  to 
a!x»ut  S220  million  t  chart  I. 
But  c-onsumers  haven't  fol- 
iov\-ed  through,  and  stores 
are  loaded  with  shoeboxes. 
Tne  result:  On  Dec.  20. 
Stride  Rite  announced  rev- 
enue gi-ow-th  for  Keds  next 
yea:-  would  ilrop  to  10^;. 
FIRE  POWER.  Tne  'Pad  news 
-ic  Rite,  which 
causeo.  the  stock  to  ramble 
14".  to  23--;.  drew  Jackals 
fast.  Within  houi-s.  Walsh.  Greenwood  i: 
Co..  an  investment  eom.pany  in  Green- 
wich. Conn.,  revealed  its  plans  to  offer 
S32  a  share,  or  -§S64  million,  for  Stride 
Rite.  Stride  Rite  said  it  would  respond  to 
the  offer  after  a  January-  board  mieering. 


KEDS'  GROWTH 
MAY  BE  SLOWING 

as 

REVIHUES  ^ 

m 

ecutive  .Arnold  S.  H    '     .5  out  o: 
c-ountT}.-  and  unav^  .        /  ir.tervi- 
Investors  and  anaiy,-'    -  -     ■  V 
Greenwood,  which  staitr  .    - .  . 
last  Februarj-.  hopes  to  exploit  1 
stock's  drop  to  flush  out  another  bide 
Not  so.  says  Walsh  Greenwood  parti 
Paul  R.  Greenwood:  The  timing,  he  ss 
"had  nothing  to  do  with"  the  stock  pri 
Wall  Street  remains  skeptical:  Str 
Rite  closed  at  28^  on  Dec.  27.  aim 
:  t'ov.-  the  pi-oposed  offer. 

Walsh  Greenwood  c 
tainiy  has  the  nre  power 
make  its  offer  real.  Up 

rr'Om  the  fanuiy  of  Fren 
Baron  .Alain  de  Gunzber 
rt  bich  c-ontrols  -$1,2  bi]."' 
in  proceeds  from,  the  - 
Seagram.  Co.  stock  . 
:ther  assets  owned  by 
-    tberg's  late  wife, 

 ^rhter    of  Seagra 

founder  Sam^uel  Bronnna 
The  de  Gunzbergs  s£ 
they  want  to  spend  that  m.oney  to  bui 
another  international  company,  ■'"^"e  a] 
not  out  to  make  a  fast  buck,"  .Alain 
son  Jobji  de  Gunzberg  told  BUSIXE; 
WEEK  in  October. 
So  far.  the  familv's  dreams  haven 


-A  com.oanv  sookes woman  said  C'nief  Ex-    t:anned  out.  Bids  to  take  over  Champic 


40  z 


l^)u  can  reach  more  of 
the  world  by  UPS  than 
you  can  by  telephone. 


All  the  telephone  cable  on 
earth  cant  connect  you  with  as 
many  people  as  UPS  can. 

Fact  is,UPS  International 
Air  service  now  reaches  nearly 
four  billion  persons  worldwide. 

That's  more  than  double  the 
number  that  can  be  reached  by 
phone.  And  a  rather  powerful 
demonstration  of  UPS's  inter- 
national capabilities. 

Today  175  different  coun- 


tries and  territories  are  served 
by  UPS.  With  Electronic  Cus- 
toms Pre-Alert  to  speed  your 
delivery  over  international  bor- 
ders. Computerized  tracking  for 
quicker  inquiry  response.  And 
never  a  surcharge  for  those  out- 
of-th  e-way  places. 

(After  all,  Ponape  or  Mau- 
ritius may  be  out  or  the  way  for 
some,  but  not  for  UPS.) 

Perhaps  most  impressive  of 


all,  our  efficiency  enables  us  to 
provide  this  unusually  high  level 
of  service  for  prices  which  are 
usually  lower  than  what  other 
companies  charge. 

So  if  you've  got  to  reach 
someone  somewhere 
else,  by  all  means,  pick 
up  the  phone. 

And  call  UPS. 


ups 


We  run  the  tightest  ship  in 
the  shipping  business. 


Products  Inc.  and  four  units  of  Integrat- 
ed Resources  Inc.  both  failed.  Some  in- 
vestors, including  Kathleen  E.  Morgan, 
vice-president  at  National  Investment 
Services  of  America  Inc.,  which  owns 
about  290,000  shares,  think  the  current 
bid  isn't  high  enough  either.  At  $32  a 
share,  it's  about  20  times  Stride  Rite's 
net  income. 

Yet  even  at  that  price,  Stride  Rite 
looks  vulnerable.  True,  the  company  has 
lifted  profits  by  an  annual  average  of 
407^'  since  1985,  probably  hitting  $42  mil- 
lion in  the  fiscal  year  ended  Nov.  30. 
That  sort  of  money  enabled  CEO  Hiatt  to 
install  some  of  the  most  socially  progres- 
sive programs  in  Corporate  America — 
including  an  on-site  "intergenerational" 
center  that  puts  employees'  tots  togeth- 
er with  elder  parents  and  grandparents. 

Although  the  company's  well-known 
line  of  children's  shoes  is  a  steady  per- 
former, three-quarters  of  Stride  Rite's 
revenue  growth  since  1985  came  from 
the  booming  Keds  brand.  Its  simple  lines 
and  low  price — about  $30  a  pair — caught 
on  as  a  tony  fashion  statement.  But 
fashion  has  its  risks.  "The  women  wear- 
ing aerobic  tights  with  floppy  socks  and 
Keds  last  year  are  moving  into  more  of 
a  hiking/outdoor  look,"  says  Matt  Zale, 
president  of  U.  S.  Athletics,  a  New  York 
footwear  chain. 

LAYING  BLAME.  Stride  Rite  has  tried  to 
diversify  the  Keds  line  with  perky  col- 
ors, glittery  decorations,  and  higher- 
priced  leather  models.  But  this  summer, 
says  Zale,  the  ratio  of  U.  S.  Athletics' 
Keds  sales  to  its  bigger  inventory  fell 
from  the  year  before.  Industry  sources 
say  that  retailers,  stuck  with  high 
stocks,  placed  disappointingly  small  or- 
ders this  autumn. 

At  the  same  time,  Keds  basic  canvas 
sneakers  have  met  some  tough  new  com- 
petition, both  from  pricier  Reeboks  and 
Liz  Claibornes  in  department  stores  and 
$6  knockoffs  at  discount  shoe  chains. 
Stride  Rite  is  laying  blame,  as  well,  on 
Campeau  Corp.'s  troubled  retail  divi- 
sions. Stride  Rite  says  it  has  not  shipped 
shoes  recently  to  Campeau  stores  and 
will  not  predict  when  it  will  resume  de- 
liveries. One  analyst  estimates  that  Cam- 
peau accounts  for  nearly  10'/''  of  Keds' 
total  volume. 

To  fill  the  gap,  and  to  fend  off  high- 
priced  athletic  shoes.  Stride  Rite  will  in- 
troduce a  new,  more  expensive  line  of 
Keds  this  spring — shoes  designed  for 
more  athletic  activities.  As  Stride  Rite 
director  Myles  J.  Slosberg  mused  recent- 
ly: "At  some  point,  women  are  going  to 
get  tired  of  the  plain  white  sneaker." 
Even  now,  it's  getting  harder  to  sell  a 
shoe  without  pretentions. 

By  Keith  H.  Hammonds  and  Robert 
Duffy  in  Boat  on 


ENTERTAINMENT 


THE  REAL  VILLAIN  IN  ROGER  AMEl 
BIG  BUSINESS 


The  film's  scatliing  message  doesn't  just  apply  to  GM's  Roger  Smith  I* 


Siskel  and  Ebert  gave  it  two  thumbs 
up.  It  has  snagged  awards  at  four 
film  festivals.  The  movie:  Roger  & 
Me,  the  low-low-budget  satire  about  film- 
maker Michael  Moore's  quest  to  get  Gener- 
al Motors  Chairman  Roger  B.  Smith  to  visit 
Flint,  Mich.,  to  see  the  devastation 
wrought  by  G.M  plant  shutdowns. 

The  film  creating  all  the  fuss  is  coming 
to  a  theater  near  you.  Curious  about  the  ef- 
fect the  movie  might  have,  BUSINESS  WEEK 
decided  to  commission  pollster  Louis  Har- 
ris &  Associates  Inc.  to  convene  a  focus 
group.  On  Dec.  21,  Harris  enlisted  10  peo- 
ple from  the  New  York  area,  from  various 


cameras  rolling,  Moore  dogs  Smith — ily 
ing  for  him  at  GM  headquarters,  at  !• 
yacht  club,  the  athletic  club.  He  never  g 
past  security. 

Moore  also  talks  to  ordinary  folk,  wc 
ing  at  the  Taco  Bell,  selling  Amway  pi 
ucts,  or  their  own  blood,  to  survive.  He  s 
ages  the  local  gentry  by  crashing  tl 
annual  Great  Gatsby  party  and  by  talk 
to  some  white-haired  ladies  on  the  g 
course  who,  between  putts,  suggest  tl 
hard-pressed  workers  simply  get  train: 
to  do  something  else.  These  funny,  real-l| 
bits  serve  as  comic  relief  for  some  tra: 
scenes.  Moore's  crew  finally  gets  into  a  (' 


Ro^r^NK 


LINING  UP  AT  A  LOS  ANGELES  THEATER:  MOORE  CALLS  HIS  FILM  A  WAKE-UP  CALL  FOR  AMERICA 


professions  and  ethnic  groups,  to  screen 
the  movie  and  share  their  reactions. 

The  lesson  that  emerged  from  the  spirit- 
ed, 90-minute  discussion  that  followed  the 
film  is  that  Roger  &  Me's  scathing  mes- 
sage doesn't  just  apply  to  Roger  Smith  and 
GM.  Smith  took  a  beating.  But  he  was 
merely  the  fall  guy,  the  participants  felt, 
for  all  the  ill  will  working  folks  harbor 
against  big  business. 

LIGHTS,  ACTION.  We  will  let  our  moviegoers 
speak  for  themselves.  But  first,  a  quick 
summary:  The  film  starts  off  with  clips  of 
Flint  in  its  heyday.  Via  home  movies,  we 
also  meet  Michael  Moore,  the  son  of  an 
auto  worker,  whom  we  watch  grow  up  to 
be  a  scruffy,  left-wing  journalist.  Out  of 
work  in  1986,  he  goes  home  to  Flint,  where 
GM  has  laid  off  thousands  of  workers.  With 


Christmas  party.  Scenes  of  fresh-faced  carl 
olers  are  interspersed  with  shots  of  a  Flin 
family  being  evicted.  Moore  confront: 
Smith  and  is  hustled  out.  The  reaction: 

■  Joan,  45,  sales  vice-president  for  a  direct 
mail  house.  Ford  Taurus  owner:  The  thim 
that  most  moved  me  was  that  once  yoi 
dose  a  plant  down,  once  you  decide  U 
eliminate  a  division,  once  managemen 
makes  the  decision — they  ivalk  awai 
and  don't  think  about  what  they  leavi 
behind.  I  found  it  very  consciousness 
raising.  It  made  yne  want  to  adopt  c 
family  from  Flint.  I  felt  guilty  becausi 
I  have  a  job.  It  made  me  angry. 

■  Sam,  72,  retired  stockbroker:  /  hav( 
been  observing  this  since  1960.  Heads  q, 
companies  flying  back  and  forth  to  Ja 
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The  good  news  isyou  can  buy  a  Sciab 
for  about  $11^000*  There  b  no  bod  news* 


As  a  rule,  good  news 
makes  lousy  headlines. 

But  like  every  rule, 
it  has  an  exception.  The 
1990  Saab  900  shown 
here  is  one. 

Ifs  on  exception  to  the 
rule  that  you  can't  buy  a 
fully-equipped  European 
sports  sedan  for  less  than 
a  year's  tuition  at  an  Ivy 
League  college. 

Because,  for  the  note- 
worthy price  of  about 


$17,000,  it  comes  complete 
with  front-wheel  drive, 
enormous  cargo  capacity, 
terrific  handling,  16-valve 
engine,  ABS  brakes, 
driver's  air  bag.  Clarion 
AM/FM,  air  conditioning, 
and  Saab's  new  Roadside 
Assistance  Program. 
(Saabs  are  intelligently 
priced  from  $16,995  to 
$32,995.) 

Can  you  take  this  much 
good  news  at  once? 


Lefs  hope  so,  because 
there's  more. 

For  the  fifth  year  run- 
ning, the  Saab  900  series 
has  ranked  best  in  its 
class  in  the  Highway  Loss 
Data  Institute's  safety 
ratings  for  frequency  of 
injury  claims.  HLDI  lists 
every  car  for  sale  in 
America.  Even  that  other 
car  from  Sweden. 

But  the  best  news  about 
the  Saab  900  is  something 


you  can't  get  second  hand; 
ifs  a  ball  to  drive.  This 
you'll  have  to  learn  with  a 
little  investigative  report- 
ing of  your  own. 

The  Saab  900.  In  terms 
of  utility,  value, 
safety  and  driv- 
ing enjoyment, 
ifs  nothing  but ' 
good  news. 

Unless 


you  miss 
out  on  it. 


The  most  intelligent 
cars  ever  built. 


'  MSRP  $16.995.  excluding  taxes,  license,  freight,  dealer  charges  and  options  Prices  subiect  to  change  ©  1989  Saab- Scania  of  America.  Inc 


pan  and  Europe,  exporting  all  our  in- 
dustries abroad.  This  movie  is  sad  and 
powerful — the  essence  of  wha  t  America 
is  all  about.  We  saw  Roger  Smith 's  face 
enough  in  the  tnovie,  pretty  close,  and 
you  can  see  that  the  man  lias  no  heart. 

■  Verna,  55,  housewife,  Cadillac  owner: 
We  expect  big  business  to  be  more  sensi- 
tive. It's  almost  un-American  what 
they're  doing.  Japan's  not  the  bad  guy 
anymore.  Business  is  running  to  Mexi- 
co, Taiwan,  Singapore.  It's  up  to  them 
to  help  people  relocate  and  get  new 
jobs. 

■  Simon,  44,  litigation  attorney:  When 
plants  become  obsolete,  they  have  to 
close  down.  It's  sad,  but  that's  the  way 
it  is.  If  you  were  a  stockholder  of  GM. 
you'd  feel  bad  about  a  plant  that 
wasn't  efficient.  The  movie  was  about 
not  keeping  up  with  the  tinies,  [about] 
not  making  a  good  product.  Maybe 
Flint  was  inevitable.  This  movie  hasn't 
told  me.  It  was  one-sided. 

■  Mina,  2G,  Japanese  citizen,  makes  TV 
commercials  for  Japanese  companies:  Mi- 
chael Moore  made  this  movie  to  get  peo- 
ple to  think  about  what's  going  on  here 
and  act.  I  don 't  think  this  type  of  movie 
could  ever  be  made  or  shown  in  Japan. 

■  Steve,  30,  Democrat,  salesman:  This 
film  is  a  metaphor  fo)'  what's  happen- 
ing in  this  country.  If  we  don't  make 
some  big  changes  now,  it's  going  to  be 


ROGER  SMITH: 
'IT'S  NOT  FAIR  TO 
PICK  ON  A  TOWN' 


Wondering  what  Roger  Smith 
thinks  about  Roger  &  Me'l 
Well,  Smith  hasn't  seen  it 
yet,  but  apparently  he's  curious.  Ac- 
cording to  aides.  Smith  has  asked 
about  getting  a  videocassette  or  a  pri- 
vate screening  of  the  film.  He  has 
heard  some  of  the  morbid 
details,  but  he  says  he's 
more  sorry  for  the  people 
of  Flint  than  for  himself  or 
GM:  "You  can  make  a  mov- 
ie about  U.  S.  Steel  or  GM, 
but  it's  not  fair  to  pick  on 
a  town,"  says  Smith.  "I 
guoss  I've  never  been  one 
for  sick  humor  anyway." 

The  bitter  comedy  by 
filmmaker  Michael  Moore 
savagely  attacks  Smith 


too  late.  Roger  Smith  is  a  symptom  of 
capitalism.  If  the  moviemaker's  main 
motive  was  to  make  Roger  Smith  the 
villain,  he  succeeded. 

■  Shelley,  29,  computer  programmer:  / 
thought  the  humor  in  the  movie  teas 
the  regular  people  talking.  It  was 
real — you  can't  write  that  stuff.  Roger 
Smith  was  a  symbol:  callous,  just  look- 
ing at  numbers,  not  thinking  about 
people.  I  thought  he  was  a  pig.  I'm  .sure 
he  would  be  charming  if  he  spent  time 
with  you.  But  I'm  sure  he  would  cut 
your  throat  in  a  .second.  Like  he  did  the 
people  in  Fli>it. 

■  Wendy,  40,  head  of  sales  and  marketing 
for  a  New  York  hotel:  The  message  was 
relentless.  I  found  the  tone  offensive, 
the  irony,  the  hang-back  style.  The  mov- 
ie was  anti-everything,  even  antipeople 
of  Flint,  because  Moore  even  made 
them  look  ridiculous. 

■  Dave,  34,  jingles  singer,  union  member. 
Republican,  dabbles  in  the  stock  market: 
While  I  empathize  with  big  business,  I 
think  it's  horrible  that  they  don't  wor- 
ry about  the  carnage  they  leave  behind. 
I  don 't  see  the  answer.  I  think  we're  go- 
ing to  see  a  lot  more  Flint,  Michigans. 

Michael  Moore  says  Roger  &  Me  is  his 
wake-up  call  for  America.  He  also  says  he 
hopes  that  it  makes  people  angry.  At  that, 
he  has  succeeded. 

By  Susan  Duffy  in  New  York 


and  G.\l  for  devastating  the  gritty  blue- 
collar  city  of  Flint  by  shutting  down 
assembly  and  parts  plants.  GM  is  quick 
to  point  out  that  though  it  did  cut 
32,000  jobs  in  Flint  since  1979,  it  still 
has  45,000  employees  there  and  has  in- 
creased investment  in  both  factories 
and  a  new  engineering  center. 

Like  GM's  top  brass,  the  town  elders 
are  upset  over  the  film's  inaccuracies. 
Moore  pokes  fun  at  city  officials  for 
trying  to  save  Flint  by  building  a  $100 
million  Auto  World  theme  park  to  at- 
tract tourists.  "It's  like  asking  people 
to  go  to  New  Jersey  to  visit  Chemical 
World  or  to  Alaska  to  visit 
Exxon  World,"  narrator 
Moore  deadpans  in  the 
movie.  Fact  is.  Auto  World 
was  built  long  before  the 
plant  closings.  "I  won't 
pay  money  to  see  it," 
fumes  GM  President  Rob- 
ert C.  Stempel.  "It  does  a 
great  disservice  to  our  peo- 
ple and  to  Flint." 

By  James  B.  Treece  in 
Detroit 


INVESTIGATIONS! 


DID  A  STEEL  BIGGIE 
BEND  THE  RULES? 


A  former  USX  exec  is  indicted  foi 
abetting  a  sweetheart  labor  deal 


As  USX  Corp.'s  chief  labor  negotia 
tor  for  many  years,  J.  Bruci 
Johnston  prided  himself  on  beinj 
tough  on  unions.  Testifying  last  year  ii 
a  lawsuit,  Johnston  put  it  tnis  way:  " 
don't  know  of  any  [company]  in  the  U.  S 
that  has  had,  and  maintains,  a  harder 
nosed,  [more]  arm's-length,  more  effec 
five  bargaining  relationship"  with  orga 
nized  labor  than  USX,  formerly  U.  S 
Steel  Corp.  Yet  Johnston  now  stands  in 
dieted  on  criminal  charges  involving  ai 
alleged  sweetheart  deal  with  his  ok 
nemesis,  the  United  Steelworkers. 

Johnston,  60,  who  retired  last  May  a; 
USX's  executive  vice-president  of  employ 
ee  relations,  was  charged  on  Dec.  If 
with  a  pension-law  violation  in  an  unusu 
al  case  involving  two  USW  District  3( 
officials  in  Birmingham,  Ala.  In  Novem 
ber,  the  union  officials  and  USX  wen 
indicted  for  conspiracy  in  negotiating  i 
contract  at  USX's  Fairfield  (Ala.)  stee 
plant  in  December,  1983.  To  reward  th* 
unionists  for  signing  a  cost-cutting  pact 
the  government  contends,  USX  extendec 
its  leave-of-absence  policy  covering  for 
mer  employees,  enabling  the  union  bar 
gainers  to  accumulate  enough  senioritj 
to  receive  company  pensions. 
QUIET  REVISE.  All  of  the  defendants  havt 
pleaded  innocent.  Johnston  and  othei 
USX  executives  maintain  that  the  compa 
ny  did  not  offer  the  pension  benefit  as  ; 
trade-off  in  the  1983  Fairfield  talks.  But 
the  union  officials  began  receiving  pen 
sions  in  late  1984  after  a  top-level  US> 
committee  revised  the  leave  policj 
(BW— Dec.  25).  Other  usw  staffers 
didn't  learn  of  the  new  policy  until  1987 
Johnston  is  charged  with  "causing"  the 
administrator  of  a  pension  fund  to  fail  tc 
notify  plan  participants  of  the  eligibility 
changes.  The  maximum  sentence  is  £ 
one-year  prison  term  and  a  $100,000  fine 
Articulate  and  combative,  Johnstor 
was  the  steel  industry's  chief  bargainei 
from  1977  until  major  producers  dis 
banded  industrywide  bargaining  in  1984 
He  also  headed  usx's  talks  with  th€ 
steelworkers  that  culminated  in  a  six 
month  work  stoppage  in  1986-87.  In  s 
statement  defending  his  actions,  John 
ston  called  the  federal  charges  "un- 
founded and  offensive."  A  trial  is  set  tc 
begin  on  Mar.  5. 

By  John  Hoerr  in  Neiv  York 
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Commentary/by  Brian  Bremner 


COLLEGE  ATHLETES  ARE  PROS— AND  SHOULD  BE  PAID  THAT  WAY 


It  has  become  a  tradition:  America's 
l)remier  college  football  teams  strut 
their  stuff  before  millions  of  televi- 
ori  viewers  in  a  New  Year's  Day  mar- 
Lhon  of  bowl  games.  While  a  national 
lampionship  is  theoretically  at  stake, 
I  fact  all  the  contending  schools  will 
ind  up  winners.  The  teams  competing 
1  the  six  major  bowls  will  share  in  the 
40  million  that  sponsors  have  put  up. 
he  players,  though,  won't  see  a  dime, 
.nd  that  has  created  an  economic  in- 
sntive  for  the  cheating  that  persists  in 
allegiate  athletics. 

An  oft-cited  rationale  for  the  current 
ystem  is  that  college  athletics  exist  to 
jrge  well-rounded  individ- 
als:  the  idealized  scholar- 
thletes.  But  big-time  col- 
3ge  football  and  basketball 
rograms  long  ago  evolved 
ito  multimillion-dollar  enter- 
rises.  Coaches  now  resem- 
le  casting  directors  for  en- 
ertainment  productions. 
)N  THE  TAKE?  College  sports 
re  really  about  cash — and 
lOw  it  changes  hands.  Some 
f  the  best-known  collegiate 
irograms  have  been  hit  with 
ecruiting  scandals.  And  last 
pring's  trial  in  Chicago  of 
ports  agents  Norby  Wal- 
ers  and  Lloyd  Bloom  re- 
ealed  how  they  illegally 
igned  up  "amateur"  ath- 
Jtes  in  exchange  for  cash 
nd  free  limousine  service, 
'layers  who  later  tried  to 
lack  out  of  their  contracts  were  faced 
vith  gangland-style  threats. 

In  less  lurid  ways,  though,  many  col- 
3ge  athletes  are  probably  on  the  take 
.11  the  time.  In  a  recent  survey  of  NFL 
ilayers,  a  surprising  317"  admitted  hav- 
ng  accepted  some  sort  of  payoff — 
anging  from  a  few  hundred  bucks  to 
180,000 — during  their  collegiate  ca- 
eers.  University  of  New  Haven  pro- 
essor  Allen  L.  Sack,  who  directed  the 
tudy,  says  there's  an  "underground 
iconomy"  of  payola  underpinning  col- 
ege  sports. 

The  National  Collegiate  Athletic 
Usn.  rightly  points  out  that  athletes, 
nany  of  whom  come  from  the  nation's 
nean  streets,  get  full  scholarships  in 
!xchange  for  their  labor.  Yet  well  un- 
ler  half  of  all  Division  I  college  foot- 
)all  and  basketball  players  ever  earn 
liplomas. 

Recruiters    from  talent-hungry 


schools  don't  dwell  on  the  sorry  gradu- 
ation statistics.  A  recruiter's  job  is  to 
sign  promising  athletes,  whether  or  not 
they  are  ready  academically  for  a  four- 
year  college  program.  It's  an  unsenti- 
mental business:  Schools  generally  is- 
sue one-year,  renewable  scholarships 
to  weed  out  disappointing  talent.  There 
are  always  plenty  of  other  would-be 
players  waiting  in  line. 

To  its  credit,  the  ncaa  is  trying  to 
clean  up  its  act.  In  1986,  it  phased  in 
Proposition  48,  which  sets  minimum  ac- 
ademic standards  for  incoming  college 
athletes.  And  in  January,  the  NCAA  will 
consider  proposals  limiting  spring  foot- 


expenses.  Athletic  scholarships  don't 
allow  players  to  hold  part-time  jobs 
during  the  school  year,  and  kids  from 
disadvantaged  homes  have  trouble 
making  ends  meet.  A  star  quarterback 
with  no  walking-around  money  isn't 
likely  to  agonize  over  the  ideal  of  ama- 
teurism when  an  unscrupulous  agent 
or  booster  comes  his  way. 

College  players  also  should  have  the 
same  advantages  that  Olympic  athletes 
enjoy.  Olympians  can  now  accept  train- 
ing grants,  endorsement  fees,  and  cash 
prizes — provided  the  proceeds  are  kept 
in  a  trust  fund  during  their  amateur 
tenure.  Track  stars  including  Edwin 


ball  practice  and  requiring  colleges  to 
disclose  graduation  rates  for  its  athlet- 
ic programs.  But  no  reform  campaign 
will  be  able  to  stop  the  secret  payoffs 
made  to  athletes  unless  the  financial 
rewards  of  big-time  college  sports  are 
distributed  more  equitably  (table). 

For  starters,  players  should  be  paid 
a  stipend  in  recognition  of  their  contri- 
bution and  to  help  handle  day-to-day 


CLEANING  UP  COLLEGE  SPORTS 

►  Pay  collegiate  athletes  a  reasonable 
wage  or  stipend  to  recognize  their  work 

►  Allow  athletes  to  endorse  products 
and  receive  grants  under  guidelines  sim- 
ilar to  those  governing  Olympic  athletes 

►  Strictly  limit  practice  schedules 

►  Require  colleges  to  disclose  gradua- 
tion rates  of  their  student  athletes 


Moses  and  Carl  Lewis  have  become 
millionaires  without  losing  their  eligi- 
bility. The  same  chance  could  be  ex- 
tended to  college  athletes — after  all, 
many  of  their  coaches  already  make 
big  bucks  on  endorsements. 
PLAYERS'  UNION?  While  many  players 
may  not  be  getting  much  of  an  educa- 
tion, they  are  under  no  illusions  about 
their  value  to  their  schools.  And  an 
increasing  number  of  them  are  refus- 
ing to  settle  for  a  nonpaying  role  in  a 
megadollar  professional  production. 
"One  day,  I  could  see  a  players'  union 
if  things  don't  improve,"  says  Greg 
Anthony,  a  junior  point  guard  with  the 
University  of  Nevada  Las  Vegas'  bas- 
ketball team,  the  Runnin'  Rebels. 

Far-fetched?  Think  about  it:  Most  ev- 
ery other  vestige  of  amateurism  has 
been  stripped  from  college  sports.  Now 
it's  time  to  lay  the  myth  of  the  scholar- 
athlete  to  rest. 
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Going  for  die  green 
in  Hong  Kong. 

To  get  to  where  the  deals  are 
swung  in  Hong  Kong,  take  the 
airhne  that  goes  there  more  often 
thm  any  other.  United. 

United  gives  you  the  best 
possible  shot,  with  more  nonstops 
from  the  U.S.  than  anyone.  Each 
-one  comes  with  lots  of  extras,  like 
gfenerous  Mileage  Plus  credits  in 
First  and  Business  Class.  And  our 
exclusive  Concierge  Service  for 
First  Class  passengers. 

Come  fly  the  friendly  skies. 


Tokyo  -  Osaka  •  Hong  Kong  •  Seoul  •  Tajpei  •  Sydney  •  Melbourne  •  Beijing  •  Shanghai  -  Auckland  •  Sh^gapore  •  Manila  ■  Bang^kok 


ITED  BY  HARRIS  COLLINGWOOD 

IMAGE  CONTROL  AT 
INK  OF  NEW  ENGLAND 


Wanted:  CEO  for  a  sick 
nk.  Bank  of  New  England 
trying  to  replace  Walter 
nnolly,  61,  the  tenacious 
ief  executive  who  presided 
er  its  rapid  growth  and  re- 
nt troubles — although  he 
ly  stay  on  as  chairman. 
The  planned  executive 
anges  are  the  latest  in  a  se- 
■s  of  moves  to  control  the 
mage  incurred  by  the 
nk's  aggressive  real  estate 
iding.  In  December,  the  $31 
lion  holding  company  boost- 
reserves  for  loan  losses  to 
.6  billion  from  $900  million 
cause  of  problem  property 
ins — a  move  that  touched 
f  national  concerns  about 
al  estate  and  spooked  the 
5ck  market.  The  addition 
11  result  in  a  loss  for  the 
ar  of  more  than  $350  mil- 
m  and  may  prevent  the 
nk  from  meeting  stricter 
pital  requirements  that  go 
to  effect  in  1990.  Then,  on 
5C.  22,  the  bank's  board  an- 
iunced  it  was  rescinding  a 
(f-a-share  dividend  it  had  de- 
ired  in  November. 
To  help  it  restructure,  the 
)ston  bank  has  hired  invest- 
3nt  bankers  Lazard  Freres 
id  consultants  Secura 
•oup,  headed  by  former  Ped- 
al Deposit  Insurance  Corp. 
ief  William  Isaacs.  It  has  al- 
ady  announced  plans  to  sell 
;  leasing  division  to  Bank  of 
)kyo.  But  if  that's  not 
lOugh,  the  bank  may  seek  a 
lyer  patient  enough  to  work 
it  the  problems  in  its  real 
tate  portfolio. 


YOUNG  JOVANOVICH 
\KESOVERATHBJ 


For  the  past  nine  years,  Pe- 
r  Jovanovich  has  sold  books, 
lited  books,  and  even  re- 
ructured  a  division  or  two  at 
iblishing  house  Harcourt 
race  Jovanovich.  Now,  Jo- 
movich,  40,  whose  father, 
illiam,  is  credited  with  mak- 
g  HBJ  a  publishing  power, 
its  to  run  the  whole  compa- 


ny. On  Dec.  19,  HBJ's  board 
elected  Jovanovich  as  chief 
executive,  replacing  Ralph 
Caulo,  who  resigned,  sources 
say,  after  clashing  with  Wil- 
liam Jovanovich  over  corpo- 
rate strategy. 

Jovanovich  inherits  a  com- 
pany staggering  under  $1.6 
billion  in  debt  taken  on  to  re- 
buff a  hostile  takeover  at- 
tempt by  Robert  Maxwell  in 
1987.  Moreover,  HB.j's  forte, 
its  elementary  and  high 
school  textbook  business,  is 
no  longer  the  dominant  force 
it  was  a  few  years  back.  Jo- 
vanovich, a  Princeton  grad 
who  studied  English,  says  his 
goal  is  to  lead  a  comeback  at 
the  Orlando-based  company. 
But  Wall  Street  analysts 
question  whether  he  has  the 
requisite  financial  skills  to  en- 
gineer a  turnaround. 


ADMIRAL  INMAN 
JUMPS  SHIP  AT  TRACOR 


►  On  Dec.  22,  retired  Admiral 
Bobby  Inman  resigned  as 
chief  executive  of  Westmark 
Systems,  the  parent  of  Tra- 
cor,  an  ailing  defense  elec- 
tronics company  in  Austin, 
Tex.  Tracor  has  put  virtually 
all  its  assets  up  for  sale  to 
pay  off  the  $790  million  debt 
incurred  by  Westmark's  1987 
leveraged  buyout.  Inman  says 
he  resigned  because  he  lacked 
the  expertise  to  restructure 
Tracor. 

Inman  intended  to  make 
Tracor  the  cornerstone  of  a 


WHERE  THE  BOYS  (AND  GIRLS)  ARE 


So  you  spent  New  Year's  Eve 
alone  because  you  couldn't  find 
a  date.  But  before  you  blame 
bad  breath  or  the  extra  weight 
you're  carrying,  think  again.  It 
might  just  be  that  your  home- 
town doesn't  have  enough  eligi- 
ble singles. 

Fortunately,  help  is  on  the 
way.  Cartographer  Rodger 
Doyle  has  put  together  a  map 
that  shows  where  single  men 
and  women  are  most  available  across  the  U.  S.  Doyle's  Singles 
Map,  available  for  $9.95,  plots  the  ratio  of  single  men  and 
women  in  the  20-  to  39-year  age  bracket  in  the  top  150  metro- 
politan areas.  Single  and  female?  Move  to  Silicon  Valley,  where 
men  outnumber  women,  166  to  100.  If  you're  male,  head  south. 
Doyle  says  men  are  scarce  in  the  Deep  South,  especially  in 
McAllen,  Tex.,  where  there  are  just  78  males  for  every  100 
women.  And  if  the  Singles  Map  doesn't  guide  you  to  Mr.  or 
Ms.  Right,  you've  at  least  got  a  money-back  guarantee. 


defense  electronics  conglom- 
erate. But  cost  overruns  and 
poor  production  controls  de- 
stroyed margins,  crippling  the 
company's  ability  to  service 
its  debt.  Despite  failing  in  his 
first  business  venture,  Inman 
says  new  job  offers  are  pour- 
ing in.  The  former  deputy  di- 
rector of  the  Cl.A^  says  he'll 
probably  land  a  high-technol- 
ogy position  in  1990. 


McKESSON  VS.  PCS: 
THE  100%  SOLUTION 


►  A  long-simmering  conflict 
between  San  Francisco  drug 
wholesaler  McKesson  and  its 
prescription-filling  subsidiary 


PCS  is  on  the  back  burner — for 
now.  The  problem  was  that  as 
insurers  tried  to  cut  health 
care  costs,  PCS  obliged  with 
plans  that  slashed  reimburse- 
ments to  independent  pharma- 
cists, McKesson's  mainstay 
customers. 

Most  observers  expected 
that  McKesson  would  resolve 
the  problem  by  selling  PCS.  In- 
stead, on  Dec.  22,  the  drug 
giant  bid  $30.5  million  for  the 
147(  of  PCS  it  doesn't  already 
own.  Analysts,  however,  think 
that  once  PCS  recovers  from 
the  cost  of  gearing  up  for  a 
medicare  program  that  never 
materialized,  McKesson  will 
unload  it. 


NO  TAKERS  FOR 
HILTON  HOTELS 


►  Six  months  after  putting 
Hilton  Hotels  on  the  block, 
Barron  Hilton  still  hasn't 
found  a  buyer.  In  May,  when 
the  hotel  chain  chairman  first 
solicited  bids,  some  analysts 
said  that  the  company,  with 
270  hotels  and  a  Nevada  casi- 
no operations,  was  worth  as 
much  as  $6  billion.  But  so  far, 
no  bidder  has  come  close  to 
that  figure.  After  the  compa- 
ny hinted  on  Dec.  27  that  it 
might  take  down  the  for  sale 
sign,  its  stock  plunged  6%,  to 
8278.  ■) 


BUSINESSWEEK/JANUARYS,  1990  47 


Weeven  havea  plan  if  yourbuildinggetssick.  F 


How  safe  is  the  place  you  work?  Are  you  sure? 

Every  day,  500  chemists,  engineers,  biologists,  and  technicians 
who  work  for  Aetna  report  for  work  in  many  different  places.  Simply  to 
provide  scientific  answers  to  these  fundamental  questions. 

In  factories  and  plants,  they  search  for  ways  to  help  reduce  the  haz- 
ards that  come  with  the  job. 

At  construction  sites,  they  help  to  identify  unsafe  work  practices. 

And  in  office  buildings,  especially  the  newer  ones,  they're  on  the 
lookout  for  such  maladies  as  TBS:  Tight  Building  Syndrome.  A  condition 
that  can  occur  when  improper  building  ventilation  starts  causing  head- 
aches, dizziness,  and  breathing  difficulties. 

In  many  cases,  such  a  thorough  environmental  survey  is  required 
before  Aetna  will  write  the  policy  But  our  customers  will  be  the  first  to 
tell  you  how  much  they  welcome  our  thoroughness. 

If  you,  too,  would  welcome  such  thoroughness,  we  encourage  you 
to  ask  your  independent  agent  about  Aetna  coverage.  Not  just  because 
a  safer  building  can  result  in  lower  insurance  premiums.  WT^WgM 

But  because  you're  the  one  who  has  to  go  to  work  ^^m^ 
at  the  same  place  every  day  ^^^^H 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT  ^HH 


EDITED  BY  STEPHEN  H.  WILDSTROM 


iFTER  THE  VICTORY  PARTY, 
RUSTRATION  IN  THE  BLACK  COMMUNITY 


fter  David  N.  Dinkins  is  sworn  in  on  Jan.  1  as  New 
York's  first  black  mayor,  he'll  have  more  to  contend 
with  than  the  Big  Apple's  shaky  finances  and  social 
iblems.  The  unflappable  politician  is  already  drawing  fire 
m  some  of  his  closest  supporters.  Their  gripe:  Dinkins 
ned  only  one  black  to  his  transition  team  and  then  doled  out 
m  Cabinet  jobs  to  whites  and  Hispanics. 
dinkins  is  typical  of  the  pragmatic  new  breed  of  black 
ice-seekers,  many  of  whom  won  big  in  November  thanks  to 
ite  crossover  votes.  Governing,  however,  could  be  another 
tter.  Black  leaders  applaud  the  Virginia  guber- 
:orial  win  of  L.  Douglas  Wilder  and  the  mayor- 
victories  of  Dinkins,  Seattle's  Norman  Rice, 
w  Haven's  John  C.  Daniels,  and  Durham 
.  C.)'s  Chester  L.  Jenkins.  But  they  worry  that 
,cks'  zeal  to  attract  white  votes  may  lead  them 
abandon  their  core  constituency.  Charles  John- 
1,  a  political  scientist  at  Old  Dominion  Universi- 
in  Norfolk,  Va.,  puts  it  this  way:  "Is  what 
pears  to  be  a  major  victory  for  the  African- 
nerican  community,  in  fact,  a  Trojan  horse?" 
Fraditional  black  politicians  often  rallied  sup- 
fters  by  emphasizing  emotional  concerns  such 
racism,  police  brutality,  and  inadequate  hous- 
j  and  health  care.  This  potent  populist  brew 
'luded  ritual  calls  for  soaking  the  rich  and  the  corporations. 
UL  POLITICS  ON  ICE?  But  as  Jesse  Jackson  learned,  protest 
litics  are  too  polarizing  to  ensure  a  black  candidate's  victory 
a  predominantly  white  area.  Although  leaders  such  as  Jack- 
n  cut  their  teeth  in  the  civil-rights  era,  new-style  black  pols 
ow  little  hesitation  when  forced  to  choose  between  the  poli- 
s  of  soul  or  survival:  Those  who  won  in  November  did  so  by 
•essing  Dinkins'  nonthreatening  themes  of  fiscal  prudence, 
inagerial  competence,  and  law  and  order. 
Some  community  leaders  fear  that,  once  in  office,  candidates 
10  run  such  campaigns  may  lose  touch  with  their  roots.  Case 
point:  Seattle's  Rice,  whose  low-key  style  won  him  549f  of 
3  vote  in  an  overwhelmingly  white  city — even  as  voters 


backed  an  antibusing  referendum.  Blacks  would  like  Mayor 
Rice  to  focus  on  drugs,  gang  violence,  and  homelessness. 
Instead,  he  may  get  enmeshed  in  an  issue  central  to  Seattle's 
whites:  a  fight  between  developers  and  slow-growth  forces 
over  multifamily  housing  construction,  which  advocates  see  as 
the  solution  to  a  huge  runup  in  real  estate  prices.  "Some 
blacks  are  questioning  how  much  they  can  expect  from  Rice," 
says  City  Councilman  Samuel  Smith,  a  black  politician. 

Both  Dinkins,  who  campaigned  in  a  city  that  is  257<  black, 
and  Wilder,  who  won  in  a  state  where  blacks  make  up  only 
177f'  of  the  population,  played  down  talk  of  new 
taxes  and  costly  social  services.  That's  partly  a 
reflection  of  the  concerns  of  the  taxophobic  white 
middle  class  and  a  recognition  of  budget  reality. 
Either  way,  it's  a  letdown  to  black  supporters. 
"Budgets  simply  will  not  allow  massive  new  pro- 
grams," says  Cheryl  M.  Miller  of  the  Joint  Center 
for  Political  Studies,  a  Washington  think  tank. 

The  need  to  maintain  a  political  base  while 
reaching  out  to  a  larger  constituency  is  not  a 
V  dilemma  unique  to  blacks.  It  also  confronted 
Irish,  Italian,  and  Jewish  candidates  striving  to 
escape  from  the  political  ghetto.  But  other  ethnic 
pols  clawed  their  way  to  the  top  as  their  compa- 
triots moved  into  the  economic  mainstream.  That 
process  remains  painfully  slow  for  blacks  and  leads  some 
cynics  to  dismiss  November's  strides  as  co-optation. 

In  parts  of  the  black  community,  there  is  unconcealed  sym- 
pathy for  the  separatist  appeals  of  ultranationalist  leader  Lou- 
is Farrakhan,  who  argues  that  blacks  should  go  it  alone  rather 
than  accommodate  themselves  to  the  white  power  structure. 
Many  blacks  don't  go  that  far,  but  they  still  view  with  suspi- 
cion the  whitish  tint  of  recent  black  campaigns.  "The  higher 
our  politicians  go,  the  more  distant  they  become  from  blacks," 
laments  Howard  University  political  scientist  Ronald  Walters. 
"And  the  more  vulnerable  they  become  to  groups  more  power- 
ful than  we  are." 

Bij  Ron  Stodglull  II 


IPITAL  WRAPUPI 


lEfENSE 


Last  fall.  Defense  Secretary  Richard 
B.  Cheney  let  it  be  known  that  he 
/as  looking  for  ways  to  reduce 
lanned  Pentagon  spending  by  as 
luch  as  $180  billion  by  fiscal  1994.  But 
ources  say  the  Bush  Adminstration's 
iscal  1991  budget,  due  to  be  released 
1  late  January,  may  show  a  far  more 
aodest  $50  billion  cut  for  that  period. 
Vhy  the  difference?  One  reason:  The 
ligger  cuts  came  from  a  much  more 
generous  spending  blueprint  than  Pen- 
agon  budgeteers  are  using  now.  More 
mportant,  the  Pentagon  hasn't  been 
ble  to  complete  its  review  of  long- 
erm  military  needs  and  is  likely  to 


offer  sharper  cuts,  perhaps  as  soon  as 
this  spring.  Officials  know  that  Con- 
gress would  consider  a  mere  $50  billion 
in  cuts  as  just  a  downpayment. 

TRANSPORTATION  

After  months  of  rumination,  a 
Transportation  Dept.  task  force 
studying  airline  competition  since  de- 
regulation has  found  little  need  for  re- 
strictive new  rules.  But  Transportation 
Secretary  Samue'  K.  Skinner  sent  the 
group  back  to  the  drawing  board  to 
devise  a  list  of  options  for  him  to  show 
the  Economic  Policy  Council  in  early 
January.  Skinner  wants  to  make  just 
enough  changes  to  defuse  more  drastic 
steps  being  considered  by  Congress. 


HEALTH  CARE 


Companies  already  overwhelmed  by 
health  care  costs  now  have  anoth- 
er headache.  A  little-noticed  provision 
in  the  budget  bill  approved  by  Con- 
gress in  December  is  expected  to  boost 
employer  health  care  costs  by  more 
than  $1  billion  by  1991.  The  new  law 
will  make  it  easier  for  the  government 
to  enforce  an  eight-year-old  require- 
ment that  employers  provide  health  in- 
surance to  workers  over  age  65  under 
plans  covering  other  workers.  Before 
1981,  medicare  picked  up  the  lion's 
share  of  the  costs.  About  one-third  of 
companies  have  not  complied,  and  the 
government  is  planning  a  crackdown. 


'HINGTON  OUTLOOK 
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No  Data  NetworkCovers 
The  ODimtry']jfeV\fe  Do. 


What  started  as  the  Sears® 
private  SNA  data  network  is 
now  one  of  the  largest 
third  party  networlcs  in  North 
America.  We  work  for  compa- 
nies of  all  sizes,  helping  improve 
the  flow  of  information  between 
their  data  centers  and  remote 
locations,  as  well  as  their  cus- 
tomers and  suppliers. 

By  using  the  Sears 
Communications  Network®, 
you  avoid  capital  investment 
and  the  problems  of  mainte- 
nance, operation  and  staffing 
for  network  management  of 


your  remote  sites.  Many 
customers  use  our  network 
service  in  addition  to  private 
facilities  that  are  already  up 
and  running. 

Not  only  can  the  Sears 
Communications  Network 
reduce  your  communications 
costs,  but  you'll  be  able  to  bud- 
get more  accurately  because 
we  bill  on  a  fixed  monthly 
cost-per-site  basis. 

You'll  also  be  able  to  use  ser- 
vices like  EDI  (Electronic  Data 
Interchange)  to  provide  an 
instant  flow  of  business  infor- 


mation between  your  company 
and  its  trading  partners. 

A  Sears  Communications 
Company®  Account  Executive 
will  be  happy  to  explain  how 
our  SNA  value-added  data  net- 
work can  work  for  you.  Call 
now  for  more  information: 
1-800-255-3443. 


Sears 

commu  nications  ^ 
company* 


©1989  Sears  Communicotioni  Compony   Sears,  Seors  Communications  Network  ond  Sears  Comrriunications  Company  are  registered  trademarks  of  Sears,  Roebuck  and  Co 


iternational  Business 


ZILI 


SAO  PAULO:  THE  GULF 
BETWEEN  RICH  AND 
POOR  IS  WIDENING 


FACING  A  TIGER 
VITH  A  POCKETKNIFE' 


Collor  up  to  the  job  of  running  Brazil  against  fierce  opposition: 


trazilians  are  about  to  find  out 
whether  the  man  who  ran  one  of 
the  slickest  election  campaigns 
r  seen  in  Latin  America  can  actually 
the  country.  For  seven  months,  po- 
:al  upstart  Fernando  Collor  de  Mello, 
barnstormed  across  the  giant  nation, 
learing  at  countless  rallies  with  his 
,^ear-old  wife,  Rosane,  by  his  side, 
lor's  youthful  vigor  and  polished  te!e- 
on  presence  persuaded  voters  from 
Amazon  jungle  to  the  big  industrial 
es  that  his  free-market  program  was 
best  hope  for  putting  the  world's 
h-largest  economy  back  on  track, 
although  he  doesn't  take  office  until 
r.  15,  Collor  is  already  under  great 
ssure.  In  politically  fickle  Brazil,  he 


must  (}uickly  produce  results  or  lose 
credibility.  With  the  country  plagued  by 
huge  foreign  debt  and  ruinous  inflation, 
his  vague  economic  prescriptions  and 
weak  party  organization  seem  badly  out- 
matched. One  critic,  political  scientist 
Helio  Jaguaribe,  says  that  Collor  is  "fac- 
ing a  tiger  with  a  pocketknife." 
REKINDLED  ANGER.  A  major  obstacle  for 
Brazil's  first  popularly  elected  president 
in  nearly  30  years  is  his  defeated  oppo- 
nent, the  fiery  former  labor  leader  Luis 
Inacio  "Lula"  da  Silva.  His  38'/  of  the 
vote,  compared  to  42'/'  for  Collor,  was 
considered  a  resounding  moral  victory 
for  the  left.  Lula,  44,  vows  to  lead  the 
resistance  in  Congress  against  Collor's 
free-market  initiatives.  The  hard-fought 
campaign  rekindled  friction  between  the 
rich,  who  supported  Collor,  and  the  poor, 
who  are  Lula's  natural  constituents. 
Brazilians  fear  that  the  election,  which 
was  supposed  to  be  a  transition  to  full 
democracy,  could  instead  usher  in  a  peri- 
od of  political  tensions  and  labor  unrest. 

To  prove  that  he  is  more  than  just  a 
handsome  face,  Collor  plans  to  concen- 
trate in  the  short  run  on  gaining  con- 
gressional approval  for  a  series  of  mea- 
sures aimed  at  reducing  inflation, 
currently  at  over  2,0007<  annually,  to  as 
low  as  1007f  in  less  than  18  months. 
These  steps,  according  to  Collor  aides, 
will  involve  beefed-up  tax  collection  and 
spending  cuts.  Collor  also  wants  to  make 
good  on  his  promises  to  reduce  govern- 
ment intervention  in  the  economy  by 
selling  off  state-owned  enterprises. 

Most  political  analysts  think  that  Col- 
lor will  encounter  intense  opposition  to 
his  measures.  He  admits  they  are  likely 
to  throw  the  economy,  which  recorded 
1.57  growth  in  1989,  into  a  "mild  reces- 
sion." Collor's  strategy  is  to  try  to  whisk 
his  program  through  the  current  Con- 
gress, which  is  politically  fragmented, 
before  a  new  body  is  elected  in  October. 

But  Lula  will  work  hard  to  stymie  the 
new  President's  plans.  Essentially,  the 
two  rivals  are  already  locked  in  another 
campaign — this  one  for  control  of  the 
new  Congress.  Collor  will  not  have  an 
easy  time  winning.  Lula's  Workers'  Par- 
ty is  now  the  largest  single  party  in 
Brazil,  while  Collor's  National  Recon- 
struction Party,  which  holds  only  a 
handful  of  congressional  seats,  is  a 
makeshift  organization  that  may  not 
stand  the  test  of  time. 

In  the  coming  months,  both  business 
and  the  new  government  will  feel  the 
heat  from  Lula's  allies  in  organized  la- 
bor. Many  observers  think  that  Collor 
may  be  greeted  with  a  round  of  strikes 
as  soon  as  he  takes  office.  Collor  may 
also  find  that  his  business  supporters 
are  not  so  fond  of  his  policies  in  practice 


NATIONAL  BUSINESS 
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as  they  were  in  theory.  In  neighboring 
Argentina,  for  example,  another  econom- 
ic reformer.  President  Carlos  Menem, 
has  already  lost  the  confidence  of  busi- 
ness after  only  six  months  in  office.  "Re- 
ducing the  role  of  government  also 
means  reducing  government's  protection 
of  local  industry,"  says  the  chief  finan- 
cial officer  of  a  leading  electronics  com- 
pany. "Some  companies  in  Brazil  will 
sink,  not  swim,  in  such  an  environment." 
BLACK  BELT.  On  the  plus  side,  CoUor 
does  have  some  shrewd  advisers,  includ- 
ing his  older  brother  Leopoldo,  who  for 
many  years  was  a  senior  executive  of 
South  America's  largest  TV  network,  Rio 
de  Janeiro-based  Globo  TV.  Leopoldo,  a 
candidate  to  be  Communications  Minis- 
ter, favors  upgrading  Brazilian  telecom- 
munications and  easing  restrictions  on 
computer  imports.  His  former  boss,  Glo- 
be's founder  and  owner  Roberto  Mar- 
inho,  was  Collor's  link  to  top  Brazilian 
industrialists  during  the  campaign.  Col- 
lor  posed  as  a  man  of  the  people,  work- 
ing crowds  of  slum  dwellers,  and  won  a 
hefty  share  of  votes  from  the  poor  by 
playing  on  their  traditional  conserva- 
tism. But  he  could  not  have  won  without 
the  financial  backing  and  advice  of  the 
elite  of  Sao  Paulo,  Rio  de  Janeiro,  and 
Belo  Horizonte. 

Whether  CoUor  has  the  mettle  for  the 
task  at  hand  is  a  matter  of  hot  debate. 
Some  of  his  associates  say  he  is  over- 
bearing and  prone  to  tem])er  tantrums. 
But  Collor's  supporters  note  that  Bra- 
zil's youngest  President  has  a  degree  in 
economics  from  the  Federal  University 
in  Brasilia,  which  should  give  him  a 
grasp  of  policy  alternatives  that  outgo- 
ing President  Jose  Sarney  never  had. 
Collor's  handlers  are  also  jjlaying  up  the 
determination  that  earned  him  a  black 
belt  in  karate  as  a  counterweight  to  his 
public  image  as  a  rich  playboy  who 
lucked  into  the  job. 

For  now,  foreign  executives  are  will- 
ing to  give  Collor  the  benefit  of  the 
doubt,  if  only  out  of  relief  that  he  de- 
feated the  socialist  Lula.  But  they  are 
uncertain  whether  the  coming  months 
will  see  any  big  surge  in  foreign  invest- 
ment. Bankers  say  that  even  if  Collor 
tries  to  resume  interest  payments  on 
Brazil's  $112  billion  foreign  debt,  he  will 
probably  be  blocked  by  Lula  and  Con- 
gress. Brazil  stopped  interest  payments 
last  September. 

But  Collor  will  be  mainly  judged  by 
whether  he  can  ease  social  tensions  by 
improving  the  living  conditions  of  mil- 
lions of  Brazilians.  He  will  find  being 
Brazil's  first  elected  leader  in  three  de- 
cades a  difficult  role.  His  audience's  ex- 
pectations are  so  high  that  they  will  be 
tough,  if  not  impossible,  to  satisfy. 

By  Jeffrey  Ryser  in  Sao  Paulo 


JAPAN  I 


REMEMBER  THE  RECRUIT 
SCANDAL?  WELL . . . 


The  company  is  back  on  track — and  LDP  reforms  seem  less  likely 


LEAFING  THROUGH  BING:  RECRUIT'S  MAGAZINES  SLIPPED,  BUT  THEY'RE  EXPECTED  TO  REBOUND 


The  Fiecruit  influence-buying  scan- 
dal turned  last  year  into  one  of  the 
most  turbulent  in  postwar  Japa- 
nese politics.  It  forced  the  resignations 
of  Prime  Minister  Noboru  Takeshita  and 
Finance  Minister  Kiichi  Miyazawa  and 
ended  the  political  career  of  former 
Prime  Minister  Yasuhiro  Nakasone. 
Their  ruling  Liberal  Democratic  Party 
took  a  dramatic  pounding  in  public  opin- 
ion polls  and  lost  its  majority  in  the  Up- 
per House  of  the  Diet.  In  December, 
former  Recruit  Chairman  Hiromasa 
Ezoe,  the  man  who  sparked  the  scandal, 
went  on  trial  with  other  participants. 

Yet  now,  despite  the  upheaval,  the  $5 
billion  Recruit  Co.  publishing,  telecom- 
munications, and  real  estate  group  has 
emerged  intact  and  is  making  a  come- 
back attempt — even  as  Ezoe  is  facing  a 
possible  five  years  in  jail.  What's  more, 
as  Japan  gears  up  for  Lower  House  elec- 
tions in  February,  there's  little  sign  of 
genuine  reform  in  the  way  its  politicians 
raise  money.  The  LDP's  popularity  is  up, 
and  the  party  seems  certain  to  blunt  So- 
cialist gains. 

Ezoe,  whose  trial  began  on  Dec.  15, 
admits  that  he  offered  bargain-priced 
shares  in  Recruit  Cosmos  Co.,  his  fast- 
growing  real  estate  subsidiary,  to  a  di- 
verse group  of  leaders  in  politics,  gov- 
ernment, and  business.  But  he  denies 


that  these  gifts  were  aimed  at  winniiij. 
specific  favors.  Eleven  other  defendanlSj^i 
including  Hisashi  Shinto,  former  pres 
dent  of  Nippon  Telegraph  &  Telephone 
Corp.,  also  are  on  trial  on  charges  o: 
accepting  bribes. 
BACK  BURNER.  The  scandal  has  create( 
complications  for  Diet  members  wh( 
face  reelection  in  February:  Some  com 
panies  are  turning  down  their  fund-raii 
ing  requests.  "For  years  we  have  bee; 
harassed  to  buy  fund-raising  tickets  fo 
$200  each,"  says  a  top  banker.  "Now  w- 
can  tell  them:  'We'd  like  to  help  you,  bu 
look  at  Recruit.'  " 

This,  however,  may  prove  little  men 
than  an  irritant.  Reports  are  circulatinj 
in  Tokyo  again  that  certain  "politicg 
stocks,"  whose  prices  are  inflated 
benefit  Japanese  political  leaders,  ar 
shooting  up  in  value.  The  reforms  tha 
LDP  party  leaders  contemplated  at  tb 
depth  of  the  Recruit  crisis  are  on  tb 
back  burner. 

It  is  not  likely  that  the  party  will  dis 
band  its  factions,  require  all  politician 
to  disclose  their  assets,  or  make  othe 
basic  reforms.  Japanese  voters  seem  t 
feel  the  LDP  has  paid  the  price  for  th 
scandal  by  being  embarrassed  in  last  J 
ly's  elections  for  the  much  less  powerfi 
Upper  House. 

In  the  final  analysis,  the  link  betwee 
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iternational  Business 


»ney  and  politics  is  still  firmly  in  place, 
veryone  will  be  more  cautious,"  says 
executive,  "but  businessmen  will  con- 
ue  to  court  frovernment  officials." 
A.S  for  Recruit  itself,  sales  growth 
jund  to  a  near  halt  from  January  to 
tie  after  soaring  46?;  in  1988.  But  now, 
s  clear  that  most  of  Recruit's  12  mag- 
nes  came  through  the  scandal  un- 
ithed.  The  consumer  and  travel  boom 
oyed  advertising  revenue  at  Car  Sen- 
<•  and  Abroad,  two  colorful  guides  to 
•s  and  travel.  Recruit's  housing  maga- 
es  also  remained  strong. 
RO  HIT.  Flagship  school  and  job  pubii 
,ions  were  hurt  when  some  image-sen- 
ive  universities  and  companies  pulled 
;ir  ads.  But  few  analysts  expect  such 
cruit  job  placement  magazines  as 
ng  to  remain  down  for  long.  "Compa- 
's  are  desperate  for  employees,"  says 
ikihiro  Ueno,  managing  director  of  the 
mmunication  Science  Institute.  "They 
ist  turn  to  Recruit."  Likewise,  compa- 
officials  brush  off  concerns  of  a  long- 
■m  setback.  "The  scandal's  impact  is 
eady  past,"  insists  Motoaki  Ibano,  a 
ector  of  Recruit  Co.  Sales  for  the  final 
months  of  1989  are  up  more  than 
'/<•,  he  says.  "We're  rebounding." 
Recruit's  expansion  in  telecommunica- 
ns  and  real  estate  may  have  slowed, 
t  it  has  not  been  wiped  out  of  these 
Ids.  Thanks  to  close  ties  with  NTT  ex- 
itives.  Recruit  captured  chunks  of 
eh  businesses  as  leasing  high-speed 
:nmunications  circuits.  But  winning  li- 
ises  to  expand  into  new  telecommuni- 
:ions  markets  and  products  may  now 
harder.  Says  Ueno:  "Recruit  probably 
m't  get  the  licenses  it  sought."  That 
•uld  limit,  but  probably  not  cripple,  its 
owth  in  telecommunications, 
the  stock  scandal  may  hit  Recruit 
smos  the  hardest.  In  two  years,  sales 
ve  doubled  to  $2.4  billion,  largely  be- 
use  of  generous  bank  lending  and  co- 
erative  officials  who  passed  along 
ime  sites.  But  since  the  scandal  broke, 
icruit  Cosmos  has  missed  out  on  sever- 
big  projects.  "Recruit  used  to  buy  its 
ly  to  the  front  of  the  line,"  says  James 
Doherty,  an  analyst  at  Jardine  Flem- 
l  Securities  Ltd.  in  Tokyo.  "Now,  it's 
pt  at  the  back."  Thus,  Recruit  Cos- 
)s'  land  reserves  will  shrink  as  it  de- 
lops  and  sells  off  sites. 
But  these  problems  are  manageable. 
Jspite  losing  its  chairman,  the  group 
)n't  break  up  as  once  feared,  say  its 
nkers,  who  have  lent  it  over  $10  bil- 
n.  And  the  political  fallout  has  largely 
bsided.  As  the  LDP  gears  up  for  the 
ibruary  elections,  the  pursuit  of  corpo- 
te  campaign  contributions  may  not  be 
open,  but  everybody  knows  how  hard 
is  to  kill  a  Japanese  tradition. 

By  Ted  Hoklen  in  Tokyo 


BRITAIN  I 


FOR  SCOTCH 
WHISKY,  IT'S 
BOTTOMS  UP 


But  U.S.  sales  are  still  the  dregs 


Perched  above  the  sea  on  the  re- 
mote Scottish  island  of  Islay,  the 
175-year-old  Ardbeg  distillery 
shows  signs  of  long  neglect:  peeling 
paint  and  a  rusting  roof.  Ardbeg  shut  its 
doors  in  1981,  a  victim  of  the  sharp 
downturn  in  world  consumption  of 
Scotch  whisky.  But  three  months  ago, 
Ardbeg's  copper  stills  once  again  flared 
into  action.  The  first  new  batches  of  its 
heavy,  peaty  whisky  are  now  in  oak 
casks,  starting  their  long  aging  process. 

The  $2.7  billion  Scotch  industry  is 
staging  a  surprising  rebound.  Distill- 
eries are  reopening,  and  export  figures 
are  up.  Shipments  of  bottled-in-Scotland 
whisky,  the  key  category,  rose  5%  in  the 
first  10  months  of  1989,  the  strongest 
performance  since  the  boom  days  of  the 
late  1970s.  Heavily  advertised  brands 
are  performing  best  "We  can't  get  the 
whisky  out  the  door  fast  enough,"  says 
James  Bruxner,  an  executive  at  Grand 
Metropolitan  PLC.  Shipments  of  its  J&B 
Rare  brand  rose  WA-  in  the  year  ended 
last  September. 

Scotch's  hot  markets  are  Continental 
Europe  and  the  Far  East,  where  it's 
gaining  cachet  as  a  prestige  import.  But 
Scotch  has  yet  to  stage  a  comeback  in 
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FIDELITY 
GROWTH  &  INCOME  PORTFOLIO 


Growth  And  Income- 
In  Changing  Markets 
You  Need  Both 


FLEXIBLE  STRATEGY  FOR  A 
VARIETY  OF  MARKET  CONDITIONS 


Fidelity  Growth  &  Income  Portfolio 

The  chart  helow  illustrates  how  Growth  & 
Income  comhines  dividend  income  with  capital 
appreciation  through  changing  markets 


A  moderate  strategy- 
There  are  markets  in 
which  you  seek  cajiital  appre- 
ciation. And  there  are  mar- 
kets in  wliich  you  seek  the 
income  "cushion"  of  iiigh 
dividend-paying  stocks.  For- 
tunately there  is  one  stock 
fund  that  offers  you  hoth. 
Fidelity  Growth  &  Income 
Portfolio. 

...for  long-term  growth. 

Growth  &  Income  Port- 
folio is  managed  with  the 
flexibility  to  seek  out  the 
many  investment  opportuni- 
ties that  appear  in  today's 
fast-moving  markets,  while 
also  pursuing  an  overall 

strategy  of  seeking  long  term  growth.  Call  today  for  more  information 
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piLst  performance  is  no  guarantee  of  fiature  results. 
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ment of  dividends  and  the  effect  of  the  1%  sales  cliarge  Share  price 
and  returns  w  ill  vary  and  you  may  have  a  gain  or  loss  w  hen  you  sell 
shares 


1986 

32.21% 


Total  Return  As  of12/31 


Average  Annual 
Return  Errded 

9/30/8r 


1  Year 

28.98°" 


Lite  01  Fund 

23.67"° 


1-800-544-6666   24  hours 


Fidelity  Growth  &  Income  Portfolio,  tor 

more  C(jnip1ete  iiifonnation,  includitig  management  fees  and  expen- 
ses, cull  or  write  for  a  free  prospectus.  Read  it  carehjlK  before  you 
invest  or  send  monev.  Fidelity  Distributors  Cor|)orati(;n  (General 
Di.stribution  Agent),  PO  Box  66()«)3,  Dallas,  TX  75266-0603. 
Service  for  the  hearing  impaired  TDD/1-800-544-01 18. 


Fideliiy 


Investments  ® 

BW/GAI/010890 


ol 


.ri) 


the  U.  S. — still  the  world's  largest  mai 
ket.   American  worries  about  alcoh( 
have  helped  cut  Scotch  tippling  by  23' 
over  the  past  four  years.  The  French,  b 
contrast,  drank  337'  more  Scotch  in  198 
than  in  1985.  Shipments  to  Spain  leape 
84%  over  the  same  period.  In  Japar 
sales  have  been  boosted  by  a  love 
things  British  and  by  a  50%  cut  las 
April  in  the  tax  rate  on  imported  liquor 
DRAINING  THE  LOCH.  That's  not  the  onl; 
good  news  for  leading  distillers,  wh 
posted  profit  increases  of  30%  to  50?  J' 
last  year.  The  Scotch  industry  has  alsi 
tamed  its  massive  inventories.  Fiftee 
years  ago,  it  seemed  that  sales  woult'' 
continue  growing  by  a  healthy  5% 
year.  So  producers  distilled  45%>  mor(JJ 
than  they  were  selling,  because  mos 
Scotches  need  to  age  for  five  to  eigh 
years.  Instead,  sales  declined  16%-  be'" 
tween  1978  and  1985  because  of  shifting 
tastes  and  worldwide  recession.  Distill"'' 
ers  were  stuck  with  a  "whisky  loch,"  a; 
Scots  call  the  surplus.  Companies  start 
ed  selling  whisky  in  bulk  at  cut  rates  foi 
use  as  house  brands.  "It  dragged  dowr 
the  overall  image  of  Scotch  whisky, 
complains  Philip  J.  Parnell,  marketing' 
director  at  United  Distillers,  Guinness 
liquor  arm. 

By  1983,  Scotch  production  had  beer 
halved,  and  the  industry  was  ripe  fo 
restructuring.  Enter  Guinness  PLC,  then 
a  British  brewing  conglomerate,  whiclf 
in  1986  paid  $4  billion  for  Distillers  Co. 
struggling  industry  leader  with  such  me 
gabrands  as  Johnnie  Walker  and  Dew 
ar's.  Together  with  an  earlier  acquisi- 
tion, that  put  Guinness  in  control  of  37% 
of  the  market. 

Guinness  helped  cut  the  Scotch  glut 
by  halting  sales  of  cheap  bulk  whisky 
Recognizing  that  Scotch  consumption  is 
unlikely  to  recover  fully,  it  has  also 
spearheaded  an  industry  campaign  to 
push  drinkers  toward  more  costly 
brands.  The  U.S.  ad  budget  for  Guin 
ness'  cheaper  Johnnie  Walker  Red  brand 
will  be  flat  this  year,  but  for  its  deluxe: 
Black  Label  brand,  the  budget  will  rise 
25%^ — because  it  is  21/2  times  as  profit- 
able. Since  1980,  sales  have  tripled  for 
expensive  single-malt  Scotch. 

Investors  have  been  taking  notice  of 
Scotch's  revival.  Guinness  share  prices 
doubled  in  1989.  The  stock  of  Highland 
Distilleries  Co.,  producer  of  the  Famous 
Grouse  blend,  rose  about  90%-.  The  big 
worry  now  is  whether  the  industry  can 
avoid  another  glut.  Production  last  year 
was  up  more  than  40%  from  the  1983 
low.  Some  believe  that  little  whisky- 
dumping  will  occur  even  if  another  loch 
builds  up,  now  that  there  are  fewer — but 
savvier— distillers.  Meanwhile,  Scotch  is 
definitely  no  longer  on  the  rocks. 

By  Mark  Maremont  in  May,  ScotlaJid 
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iternational  Outloo 


EDITED  BY  JOHN  PEARSON 


OW  THE  FALIOUT  FROM  ROMANIA 
mu  BURN  GORBACHEV 


|he  bloody  downfall  of  Romanian  dictator  Nicolae 
Ceausescu,  completin}^  the  rout  of  Communism  in  East- 
ern Europe,  is  now  ratcheting  up  the  explosive  national- 
ressures  on  Soviet  President  Mikhail  Gorbachev.  It  is  also 
ding  Western  Europe  and  the  U.  S.  to  step  up  aid  to 
et-bioc  countries  to  keep  the  region's  fragile  reforms  alive, 
it  seems  likely  to  trigger  growing  rivalries  among  East 
)pean  countries  to  attract  desperately  needed  Western 
Ument  and  resources. 

le  contrast  between  Romania's  thousands  of  dead  and  the 
ively  peaceful  transformation  of  other  Euro- 
I  Communist  regimes  is  a  reminder  of  the 
ial  role  that  Gorbachev  has  played  in  encour- 
g  "socialist  renewal"  in  most  of  Eastern  Eu- 
.  Ironically,  Romania  turned  violent  because 
)achev  had  littk  influence.  Romania  has  long 
ued  its  own  foreign  policy  and  barred  any 
et  military  presence,  with  encouragement 
1  the  U.  S.  and  other  NATO  members.  "What 
B  Ceausescu  attractive  in  the  West  was  what 
ed  the  exceptional  bloodshed — his  indepen- 
e,"  says  Michael  Mandelbaum,  an  East-West 
rt  at  the  Council  on  Foreign  Relations. 
;R  THE  BLOODBATH.  The  massacre  appeared  to 
e  French  Foreign  Minister  Roland  Dumas, 
said  Paris  would  back  Soviet  intervention  to 
the  Romanian  insurgents.  And  U.  S.  Secretary  of  State 
gs  Baker  III  endorsed  the  idea,  even  though  it  would  have 
rsed  40  years  of  Western  demands  that  Moscow  get  out  of 
em  Europe.  But  Gorbachev  rejected  the  suggestion, 
ving  that  such  a  move  would  undercut  his  efforts  to 
ik  the  Soviet  presence  in  the  region  and  would  undermine 
2redibility  at  a  time  when  Moscow  is  condemning  U.  S. 
•vention  in  Panama.  "We  can't  ask  Gorbachev  to  contra- 
his  own  policy,"  snaps  Philippe  Moreau  Defarges,  a  Paris- 
d  East- West  expert. 

hat  seems  likely  to  emerge  from  the  bloodbath  in  Roma- 
s  a  political  climate  that  is  intensely  nationalist  as  well  as 


strongly  anti-communist.  That  will  turn  up  the  heat  on  Gorba- 
chev from  independence  movements  in  non-Russian  Soviet  re- 
publics. The  Baltics  are  already  enraged  by  a  legislative  ruling 
that  binds  them  to  the  Soviet  Union,  even  though  Moscow  has 
declared  the  1939  treaty  that  led  to  their  annexation  null  and 
void.  Now,  with  Ceausescu  gone,  demands  by  ethnic  Roma- 
nians in  the  Moldavian  Republic  to  rejoin  Romania  are  likely  to 
intensify.  That  prospect  is  a  nightmare  for  Gorbachev,  who 
insists  that  Eastern  European  boundaries  must  remain  intact. 
"Whereas  Baltic  people  want  independence,  the  Moldavians 
want  to  join  another  country,"  Mandelbaum  says. 

]"It  involves  changing  borders." 
The  violence  in  Romania  was  partly  caused  by 
the  megalomaniac  Ceausescu's  drive  to  pay  off 
the  country's  $21  billion  foreign  debt  by  brutally 
squeezing  consumers.  The  success  of  that  ef- 
fort— along  with  the  country's  petroleum  re- 
serves— now  helps  to  make  Romania  attractive  to 
Western  lenders.  "I'm  more  upbeat  about  turning 
around  Romania  than  Yugoslavia,  Bulgaria,  or 
maybe  even  Poland,"  says  Jan  Vanous,  a  Wash- 
ington-based expert  on  Soviet-bloc  economies. 

In  the  scramble  to  attract  investments  and 
credits,  competing  missions  from  the  newly  de- 
mocratizing nations  are  now  showing  up  in  Lon- 
don, Frankfurt,  and  Paris,  each  pushing  its  own 
country's  attractions  and  sneering  at  the  claims  of  neighbors. 
To  help  shore  up  Soviet-bloc  economies,  the  European  Commu- 
nity is  sponsoring  a  new  European  Bank  for  Reconstruction  & 
Development  with  the  participation  of  the  U.  S.  and  Japan.  So 
far,  though,  there  has  been  little  coordination  in  Western  aid- 
giving,  much  less  anything  even  resembling  a  new  Marshall 
Plan.  Romania's  short  and  bloody  revolution  may  be  the  excep- 
tion in  the  East  bloc.  But  it  underscores  the  frustration  felt  by 
many  in  the  region  and  the  need  for  organized  help  from  the 
West. 

By  John  Tem pieman  in  Bonn,  with  Rosemarie  Boyle  in  Moscow, 
Blanco  Riemer  in  Paris,  and  Peter  Galuszka  in  New  York 


BAL  WRAPUPI 


GENTINA 


k  surge  of  inflation  appears  to 
m  liave  ended  President  Carlos  Saiil 
nem's  commitment  to  market-based 
momic  policies  designed  by  Bunge  & 
rn,  the  Sao  Paulo-based  conglomer- 
.  Menem's  shift  was  signaled  by  the 
c.  15  departure  of  Economy  Minister 
stor  Rapanelli,  a  former  Bunge  & 
rn  executive,  and  his  replacement  by 
tonio  Erman  Gonzalez,  55.  Like 
nem,  Gonzalez  is  a  member  of  the 
ronist  Party. 

rhrough  his  links  with  Bunge  & 
rn,  Menem  had  departed  from  Per- 
sm's  statist  philosophy.  But  with  in- 
tion  close  to  70%  in  December,  up 


from  6.5%  in  November,  Menem's  pop- 
ularity has  nosedived.  Now,  he  is  mov- 
ing back  toward  close  ties  with  tradi- 
tional Peronist  backers  such  as  labor 
unions,  which  are  demanding  steep 
wage  hikes.  Although  Menem  has  not 
officially  dropped  proposals  to  priva- 
tize railroad  and  telephone  systems, 
unions  strenuously  oppose  such  plans. 

By  contrast,  in  a  free-market  move 
on  Dec.  18,  Menem  lifted  a  freeze  on 
most  prices  and  removed  currency-ex- 
change controls  for  the  first  time  in 
decades.  The  emerging  jumble  of  Per- 
onism  and  market  economics  pushed 
interest  rates  over  100%-  and  drove  the 
austral  to  1,700  to  the  dollar  on  Dec. 
26,  down  from  1,200  in  one  day. 


EUROPE 


To  help  rebuild  Soviet-bloc  econo- 
mies, the  European  Community 
will  put  up  51%  of  the  $16.6  billion 
capital  of  a  European  Reconstruction 
&  Development  Bank  to  be  launched 
soon.  The  bank  is  expected  to  lend  up 
to  $8.5  billion  annually  to  the  East  bloc. 

French  President  Francois  Mitter- 
rand pushed  through  the  project  at  De- 
cember's EC  summit  to  insure  that 
West  Germany  does  not  dominate  rela- 
tions with  the  East.  Outsiders  such  as 
Japan  and  the  U.  S.  will  put  up  49%'  of 
the  capital,  though  Washington  wor- 
ries that  the  new  bank  won't  establish 
strict  enough  lending  terms. 
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ToronadoTrofeo/tor-o-na-do  tro-fro/ii: 
See  Performance.  See  Luxury  SeeyourOldsdealei 


Performance.  As  defined  by  the  3800 
V6  engine  with  sequential  port  fuel 
injection  to  handle  any  American 
road  surely  and  powerfully  And  four- 
wheel  independent  suspension  en- 
hanced by  FE3®  Touring  Car  compo- 
nents and  an  anti-lock  braking  system 
to  control  them  precisely 

Luxury  As  defined  by  contoured 
leather  seating  areas  with  eight- way 
power  adjustment  Plus  there^  a 
choice  of  four  optional  sound  systems. 


And  an  analog  instrument  panel  and 
remote  lock  control  for  doors  and 
trunk  that  are  standard  equipment 

An  available  Visual  Information 
Center  offers  a  choice  of  51  different 
full-color  displays  at  the  touch  of  a 
finger  From  personal  messages  and 
appointment  calendar  to  navigational 
compass. 

If  styled  a  major  factor  for  yoa 
take  another  look  at  the  new  shape  of 
this  magnificent  car.  Keep  in  mind 
that  you'll  not  truly  appreciate  it  until 
you  sink  into  the  luxury  within 


( a  lot  more  will  go  into  the  much  largei 
trunk,  too). 

And  remember,  we  back  the 
Toronado  TiDfeo*  with  a  3-year/50,OOC 
mile  Bumper-to-Bumper  Plus  war- 
ranty See  your  dealer  for  terms  of  this 
limited  warranty 

For  a  catalog,  call  1-800-242.-OLDS 
Monday  through  Friday  9  a,m.  to 
7  p.m.  EST 

The  New  Genoation  d 

iJOLDSMOBILE 


JEFFREY  M.  LADERMAN 


AREERCOM  COULD 
EACH  THE  STREET  A 
ESSON  IH  PATIENCE 


r here's  no  greater  pariah  on  Wail 
Street  than  the  stock  of  a  compa- 
ny whose  takeover  has  fallen 
•ough.  So  it's  not  surprising  that 
len  the  $11.50-a-share  leveraged 
yout  of  CareerCom  collapsed  in  No- 
mber,  the  shares  plunged  (chart)  and 
ve  remained  under  enormous  selling 
sssure  since.  "Nobody  has  a  profit  in 
s  stock,"  says  Kermit  Rath,  an  ana- 
;t  at  Louis  Nicoud.  "Everybody 
ints  to  get  rid  of  it  by  yearend." 
But  some  analysts  think  the  rush  to 
mp  this  Big  Board-listed  owner  and 
erator  of  proprietary  vocational 
lools  affords  savvy  investors  an  op- 
rtunity  to  double  their  money  over 
i  next  year.  They  argue  that  Career- 
m,  which  lost  75$  a  share  in  fiscal 
can  earn  $1  a  share  in  1990.  If  so, 
reerCom,  at  5,  is  screamingly  cheap. 
Wall  Street  isn't  going  to  change  its 
nd  about  CareerCom  quickly.  First, 
Tie  view  vocational-education  compa- 
!S  warily.  A  new  federal  law  requires 
it  vocational  schools  take  steps  to 
ver  the  default  rates  on  their  stu- 
nts' government-backed  loans.  Even 
)re  central  to  CareerCom 's  image  is 
it  the  last  failed  takeover  was  the 
rd  in  less  than  a  year.  Plus,  1989's 
ite-downs  and  buyouts  of  the  compa- 
's  founders  left  an  uncomfortably  le- 
raged  balance  sheet.  "This  is  a  'show 
;'  stock,"  says  Ken  Abrams,  a  vice- 
3sident  at  Wellington  Management, 
najor  institutional  shareholder.  "Car- 
rCom  has  to  produce  the  numbers." 
:w  SKILLS.  The  company's  boosters 
3  betting  that  the  new  management 
3,m,  headed  by  President  Robert 
lith,  will  do  just  that.  The  company 
erates  74  vocationally  and  geograph- 
illy  diverse  schools  that  teach  such 
ills  as  truck  driving,  auto  mechanics, 
tnputer  programming,  and  nursing, 
lith  says  that  first-quarter  earnings 
11  weigh  in  at  26$  to  28$  a  share.  And 
ffrey  Kessler,  an  analyst  at  Shear- 
n  Lehman  Hutton,  notes  that  Career- 
m  has  shown  strength  vs.  its  com- 
titors  by  maintaining  enrollments  in 
low-unemployment  economy  while 
hers  have  lost  students.  If  the  econo- 
y  slows  further,  CareerCom's  busi- 
ss  should  pick  up  as  the  jobless  look 
learn  new  skills. 

Three  times  burned  on  the  takeover 


INVESTORS  FLUNK 
CAREERCOM  STOCK 


SEPT.  8 


1989 

OAIA:  BRIDGE  INFORMATION  SYSTEMS  INC 


DEC.  26 


front,  CareerCom  recently  instituted  a 
poison  pill.  Smith  wants  to  expand  and 
says  tougher  regulation  and  lending 
standards  will  lead  smaller  operators 
to  sell  out  to  larger  companies  such  as 
CareerCom. 


IS  THERE  MAGIC 
IN  PRESTO? 


y  many  measures,  National 
■  Presto  Industries,  which  makes 
small  appliances  such  as  pres- 
sure cookers  and  electric  frying  pans, 
is  sizzling.  For  the  first  nine  months  of 
1989,  sales  were  up  32%,  and  profits 
gained  nearly  as  much.  It  recently  de- 
clared an  85$-a-share  extra  dividend  on 
top  of  the  $1.40  annual  payout.  Yet 
Wall  Street  treats  the  stock  like  a  day- 
old  fish.  This  New  York  Stock  Ex- 
change issue  hit  a  high  of  40%  last 
summer  but  now  trades  at  36  Vs,  up 
less  than  10%-  from  year-ago  levels. 

Some  who  know  the  company  say 
it's  a  steal.  Presto  is  a  well-recognized 
consumer  brand  name  and  a  leader  in 
product  innovation.  "To  be  a  winner  in 
this  business,  you  need  new  products 
all  the  time,"  says  Jerome  Ballan,  an 
analyst  at  Fahnestock  &  Co.  Presto's 
latest  offerings  include  a  cordless  ver- 
sion of  the  Salad  Shooter,  a  hand-held 
electric  slicer  and  shredder,  and  the 
HeatDish,  an  energy-efficient  space 
heater.  Older  products  provide  steady, 
reliable  revenues.  The  Eau  Claire 
(Wis.)  company  is  conservatively  man- 
aged, with  only  $6  million  in  debt — 
about  3%  of  total  capital.  Plus,  the 
company  has  $173  million  in  cash  and 
securities,  worth  $23.50  a  share. 
Why  the  cash?  "We'd  like  to  make 


an  acquisition,"  says  Maryjo  Cohen, 
Presto's  president  and  the  daughter  of 
Chairman  and  CEO  Melvin  Cohen.  "But 
we're  not  going  to  overpay."  The  com- 
pany's unleveraged,  highly  liquid  bal- 
ance sheet  might  normally  make  it  a 
takeover  target,  but  that's  unlikely, 
since  directors  and  insiders  hold  more 
than  20%'  of  the  stock  and,  says  the 
president,  "we  have  plenty  of  shark 
repellent." 

Even  so,  some  pros,  such  as  Stephen 
Leeb  of  Indicator  Digest,  think  Na- 
tional Presto  is  a  smart  play.  The  cash 
and  the  3.8%-  yield  cushion  the  down- 
side, while  the  stock  has  an  upside  tar- 
get of  50.  John  Stone,  president  of 
Markston  Investment  Management, 
which  holds  a  3.2%  stake,  says  Presto 
is  selling  for  only  70%'  of  its  true  value. 


ZAPATA  MAY  BE 
A  DRY  HOLE 


President  Bush  would  not  be 
proud  of  the  recent  tidings  at 
Zapata,  the  Houston  offshore 
oil-drilling  company  that  he  co-founded 
in  1953.  True,  Zapata's  Big  Board-trad- 
ed shares  have  climbed  from  2  a  year 
ago  to  SV4  recently,  sharing  the  surge 
in  oil-related  issues.  But  Zapata,  bur- 
dened with  debt  left  over  from  oil's 
heyday,  has  suspended  interest  pay- 
ments on  its  subordinated  debentures 
and  plans  to  restructure.  James  Rubin, 
who  runs  M.  D.  Sass  Re/Enterprise 
Partners,  thinks  any  debt  overhaul  will 
render  Zapata  stock  worthless. 

Rubin,  who  specializes  in  distressed 
securities,  is  shorting  Zapata  stock.  He 
points  out  that  the  company's  balance 
sheet  is  overwhelmed  with  bank  debt- 
more  than  $500  million  of  the  $690  mil- 
lion in  total  capital — which  is,  says  the 
company,  "secured  by  liens  on  all  ma- 
terial assets  of  Zapata  and  its  subsid- 
iaries." The  remainder  of  Zapata's  capi- 
tal consists  of  other  types  of  debt  and 
shareholders'  equity  of  negative  $57 
million  as  of  June  30.  By  Rubin's  reck- 
oning, Zapata's  total  assets  are  worth 
$350  million — about  half  of  what  it 
owes. 

To  satisfy  creditors,  Rubin  thinks  Za- 
pata will  have  to  issue  so  much  equity 
that  it  will  severely  dilute  the  owner- 
ship of  current  stockholders — who 
could  wind  up  with  shares  worth  no 
more  than  a  nickel  each.  Rubin  be- 
lieves that  the  stock,  which  sold  for  a 
high  of  $25  a  share  in  1984,  "is  dead." 
Zapata  officials  did  not  respond  to 
BUSINESS  week's  calls. 

By  Gary  Weiss  in  New  York 
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OUR  PHONE 
SmEMHLPED 
THEMTMPU 
IN  SIZE. 


L.L.  Bean  started  taking  phone  ordere  eight  years  ago,  wit 
Northern  Tfelecom  Meridian  SL  l  PBX.  It  was  the  most  customc 
friendly  phone  system  they  could  find.  By  instantly  routing  eac 
call  to  the  next  available  operator,  it  allowed  L.L.  Bean  folks  to 
spend  more  time  with  customers. 

Tljday  L.L.  Bean  has  hundreds  of  operators,  and  sales  are  i 
300%.  But  they're  still  giving  customers  the  same  personal  serv 
with  the  same  Meridian  SL-1  system  (expanded  and  upgraded 
many  times). 

"  Wiint  your  business  to  grow  like  that?  Call  1-800-543-9806 
There's  a  Meridian  SL-1  that'll  fit  your  ^  noffhcrn 

business  now  and  for  a  long  time  to  come.      I  W 


fclccom 


TRY  OUTLOOK 
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ARE  THE  GOOD  TIMES 
REALLY  OYER? 

PROBABLY.  BUT  THE  NOT-SO-BAD  TIMES  SHOULD  LAST  THROUGH  1990 


In  Genesis,  Joseph  interprets  the  Pharaoh's  dream  and  fore- 
tells seven  years  of  abundant  harvests  followed  by  seven 
years  of  famine.  Though  the  U.  S.  has  enjoyed  seven  years 
of  plenty,  the  outlook  for  the  economy  isn't  all  that  troubling. 
Modern  forecasting  relies  on  more  than  dreams,  and  few  econ- 
omists see  a  downturn  just  ahead.  Still,  the  consensus  is  that 
the  economic  harvest  will  be  thinner  in  1990. 

The  economy  is  projected  to  grow  by  just  2.1'v  this  year, 
half  the  4.2'/  real  annual  growth  rate  of  the  expansion  so  far. 
Both  domestic  spending  and  foreign  demand  are  expected  to 
increase  at  slower  rates  than  they  did  in  1989.  That  means 
weaker  job  and  income  growth,  leading  to  a  decline  in  corpo- 
rate profits,  at  least  in  the  year's  first  half.  Companies  with 
lots  of  debt  could  be  in  trouble.  But  for  the  first  time  in  years, 
most  manufacturing  companies  won't  be  among  them.  The 
drastic  measures  they  took  to  survive  the  last  recession  should 
get  them  through  this  year's  problems  with  minor  damage.  In 
1990.  in  fact,  companies  in  retailing,  finance,  and  other  service 
industries  may  suffer  the  most — and  have  to  make  the  most 
wrenching  adjustments  to  survive. 

They'll  be  taking  some  cues  from  manufacturers,  who  be- 
came adept  at  damage  control  a  decade  ago.  Monitoring  costs 
and  keeping  an  eye  on  the  competition — both  domestic  and 


foreign — have  become  second  nature  to  the  nation's  fact'' 
bosses.  During  the  1981-82  recession,  when  spending  on  gin 
dropped  and  inventories  backed  up,  factories  laid  off  2.3  i 
lion  workers  and  closed  down  hundreds  of  plants.  Theii, 
1985  and  1986,  when  the  strong  dollar  punimeled  goods  i 
ducers  by  making  imports  cheaper  here  and  U.  S.  goods  ex| 
sive  overseas,  manufacturers  had  to  slim  down  even  mori 
CUTTING  BACK.  The  prospects  for  services  this  year  aren't  i 
bleak.  The  problem,  though,  is  that  not  many  service  coni| 
nies  have  gone  through  downturns  in  recent  years,  and  a, 
level  of  belt-tightening  will  be  traumatic.  The  output  of  ; 
service  sector  has  advanced  steadily,  by  about  67<  in  each  >  • 
of  the  current  expansion.  But  "this  year  could  be  the  i 
year,"  warns  Michael  P.  Neimira,  an  economist  at  Mitsubi 
Bank  in  New  York.  He  thinks  that  income  growth  will  slov 
GV'  in  1990,  compared  with  almost  99r  last  year.  His  conclusi'  . 
Consumer  spending  for  both  goods  and  services  will  fade  ll 
year.  Already,  new-car  sales  are  bumping  along  at  recessiii 
levels.  And  as  many  workers  receive  smaller  pay  raises  tn 
year,  households  probably  will  cut  back  their  spending  on  sui! 
services  as  eating  out  and  entertainment.  ' 

Faced  with  weaker  revenues,  service  managers  will  try  | 
prop  up  their  bottom  lines  by  cutting  costs.  With  lab(; 
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INDUSTRY  OUTL( 


inounting  to  between  20'  '  and  50''  of  their  total  expenses, 
ley'll  try  to  raise  productivity  by  laying  off  people  or  working 
lem  harder.  On  both  counts,  the  service  sector's  past  perfor- 
lance  isn't  very  encouraging.  Since  1982,  the  output  per  work 
3ur  at  U.  S.  nonmanufacturing  companies  has  risen  by  just 
6%.  Manufacturing  productivity,  by  contrast,  has  jumped  a 
brant  4Y/<. 

In  fact,  service  companies  have  been  reluctant  to  eliminate 
'bs,  even  when  times  are  hard.  During  the  last  recession, 
?rvice  payrolls  grew  by  170,000,  even  though  output  barely 
adged  at  all.  Service  industry  work  rolls  stayed  fat  last 
ear — while  manufac- 
u-ers  eliminated  some 
50,000  jobs  as  business 
rowth  slowed. 
But  this  year,  service 
idustries  may  make 
le  hard  moves.  "Wall 
treet  will  be  a  humbler 
lace,"  says  Jack  Sulli- 
in,  first  vice-president 
L  the  investment  firm 
an  Kasper  &  Co.  in 
an  Francisco.  Indeed, 
le  securities  industry 
expected  to  let  go  at 
fast  5,000  traders,  bro- 
ers,  and  support  staff 
lis  year. 

Other  service  indus- 
'ies  will  cut  back,  too, 
s  weakness  in  manu- 
icturing  affects  them. 
'Onsolidated  Rail  Corp., 
urt  by  a  slowdown  in 
le  amount  of  freight 
lat  needs  to  be  hauled, 
as  targeted  a  127f  re- 
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duction  in  its  nonunion  work  force  by  the  end  of  this  quarter. 
Neimira  estimates  that  it  takes  three  to  six  months  for  weak- 
ness in  the  factory  sector  to  cut  into  demand  for  business 
services.  That  could  mean  a  flurry  of  pink  slips  soon  at  ac- 
counting, consulting,  and  advertising  offices  across  the  U.  S. 

Yet  layoffs  are  a  dangerous  way  to  cut  costs  in  industries 
where  attending  to  the  customer's  needs  is  the  measure  of 
cjuality.  "There's  a  fine  line  between  reducing  costs  and  mak- 
ing sure  customers  have  service,"  warns  Thomas  E.  Swan- 
strom,  chief  economist  for  Sears,  Roebuck  &  Co.  That  means 
that  managers  must  look  at  other  alternatives  to  match  their 

labor  costs  to  the  level 
of  output. 

"As  the  securities  in- 
dustry gets  more  com- 
petitive, productivity 
will  become  more  and 
more  important,"  says 
James  A.  Harmon, 
chairman  and  CEO  of  se- 
curities firm  Wertheim 
Schroder  &  Co.  To  that 
end,  many  brokerages 
are  looking  more  to- 
ward computers  to  cut 
the  paperwork  associat- 
ed with  trading  stocks 
and  bonds. 

Meanwhile,  discount- 
er Wal-Mart  Stores  Inc. 
is  working  with  manu- 
facturers to  institute 
just-in-time  delivery 
systems  that  hold  down 
inventory  costs,  while 
keeping  shelves  well- 
stocked.  Notes  David  D. 
Glass,  president  of  the 
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retail  chain:  "People  are  more  tolerant  of  being  fourth  in  line 
if  you  always  have  the  items  they  want  in  stock."  And  to  cut 
down  the  time  it  takes  to  deliver  a  food  order,  restaurant 
chains  are  experimenting  with  automated  soft-drink  dispensers 
and  computerized  screens  that  let  customers  punch  in  their 
orders. 

The  productivity  riddle  may  be  most  difficult  to  solve  in 
offices.  Time  was  when  "all  you  needed  was  somebody  who 
could  operate  an  electric  typewriter,"  says  Thomas  Anton, 
executive  vice-president  at  Kelly  Services  Inc.,  which  places 
temporary  employees.  Now,  Kelly  teaches  temps  to  use  com- 
puters. That  makes  them  more  productive  and  holds  down 
labor  costs  for  the  companies  that  hire  them. 

Still,  as  always,  increasing  the  efficiency  of  white-collar 


workers  will  be  a  challenge  in  1990.  In  a  recent  studyol 
productivity,  the  Conference  Board  projected  that  thouscdi 
of  new  workers  will  be  hired  every  year  this  decade  'u 
professional  jobs,  such  as  legal  services  and  accounting,  tci 
though  demand  for  these  services  won't  expand  quickly.  I  \ 
result,  the  business  research  group  predicts,  output  per  oi  \ 
employee  will  increase  by  less  than  Y''<  annually  in  the  19  i 
LIFE  OR  DEATH.  Even  where  demand  will  be  strong,  mana^  ij; 
a  service  industry  won't  be  a  breeze.  For  instance,  lift 
McGraw-Hill  forecasts  that  consumer  spending  on  health  < 
will  grow  by  a  strong  3.8'^'  this  year,  after  adjusting  for  [: 
changes.  But  the  Conference  Board  warns  that  efforts  to  i 
in  health  care  inflation,  coupled  with  increased  demand 
cause  of  the  aging  of  the  American  population,  "may  resuii, 


FOUR  EXECUTIVE  WISHES 
FOR  THE  NEW  YEAR 


LURE  MORE  FOREIGN  LANDLORDS 


Commercial  real  estate's  problems 
"make  me  nervous,"  says  Benjamin 
V.  Lambert.  The  wanton  flow  of  money 
into  new  office  buildings  in  the  1980s  has 
led  to  an  187^  vacancy  rate,  which  is  de- 
pressing rents  and  yields.  That's  a  prob- 
lem if,  like  Lambert,  you  finance  the  cav- 
ernous barns  of  commerce. 

But  Lambert,  the  head  of  Eastdil  Real- 
ty Inc.  in  New  York,  has  a  solution:  Lure 
foreign  investment  by  dropping  interest 
rates  on  mortgages  to  about  8.5'  '.  Lam- 
bert maintains  that  financing  costs  in 
America  are  discouraging  some  invest- 
ment capital.  Drop  rates,  and  investment 
will  pour  in. 

What?  Sell  off  America?  Make  the 
U.  S.  a  nation  of  tenants  beholden  to 
alien  landlords?  Lambert,  whose  own 
company  is  oO'a  owned  by  a  subsidiary  of 
Japan's  Nomura  Securities  International 
Inc.,  calls  that  an  uninformed  reaction. 
Only  1'/'  of  U.  S.  property — mostly  office 
space — is  in  foreign  hands.  Thus,  there  is 
huge  potential  for  more  foreign  invest- 
ment. That  would  also  be  a  way  for  the 
U.  S.  to  recycle  dollars,  Lambert  adds. 
He  sees  just  one  flaw  in  his  plan:  If 
interest  rates  plummet,  there  could  be  a 
heavy  reprise  of  overl-uilding.  "We  don't 
need  that,"  he  says. 

PRAY  FOR  A  LONG,  COLD  WINTER 


Glenn  A.  Cox,  president  nf  Phillips 
Petroleum  Co.,  is  praying  for  a 
long,  cold  winter.  He's  no  lover  of  deep 
freezes,  but  he  needs  one  to  boost  sales 
of  natural  gas — and  reverse  the  damage 
to  his  profit.^  ciaised  by  three  years  of 
warm  winters,  k  cold  snap  cou'd  help 
dry  up  a  five-year  gas  surplu^,  thus 
boosting  prices  and  Phillips'  1990  p'  ofits. 


About  557'  of  the  company's  energy  re- 
serves are  gas,  and  it  owns  42  gas-pro- 
cessing plants.  "We're  not  hoping  for  a 
crippling  winter,"  says  Cox.  "Just  a  re- 
turn to  normal  weather." 

That  would  increase  sales  of  home 
heating  oil,  he  adds,  and  boost  crude  oil 
prices,  too.  Bolstered  by  increased  de- 
mand, U.  S.  oil  prices  soared  to  $22  a 
barrel  in  late  December.  These  prices 
won't  stick,  however,  unless  OPEC  mem- 
bers ciuit  pumping  out  more  than  the 
world  needs  from  them.  And  that's 
where  Cox's  second  wish  for  1990  comes 
in.  OPEC  has  been  bailed  out  lately  by 
strong  worldwide  demand  for  crude  and 
by  a  falloff  in  non-OPEC  production.  But 
this  could  change  suddenly.  What  he 
needs  right  now,  Cox  says,  is  an  oil  car- 
tel with  some  discipline. 

GET  UNCLE  SAM'S  HEALTH  CARE  Rx 

It's  the  rare  executive  who  wants  the 
government  to  meddle  more  in  his 
business.  But  that's  precisely  what  Ver- 
non R.  Loucks  Jr.,  chairman  of  Baxter 
International  Inc.,  wants  this  year.  He 
believes  that  Washington  must  take  the 
lead  in  controlling  rising  U.  S.  health  care 
costs  while  ensuring  that  every  citizen 
gets  adequate  medical  attention.  "With 
37  million  people  without  health  care  in- 
surance," he  says,  "we  need  leadership 
at  the  top  to  determine  what  role  the 
states,  the  private  sector,  and  the  federal 
government  should  play  in  a  U.  S.  health 
care  strategy." 

Loucks  doesn't  advocate  a  govern- 
ment-run plan.  And  he  flinches  at  propos- 
als for  national  health  insurance.  But  he 
thinks  the  government  should  come  up 
with  an  overall  program  that  balances 
the  needs  of  consumers,  health  provid- 
ers, and  suppliers.  Excess  costs  could  be 
wrung  out  of  the  system,  he  argues,  by 
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ff  approaches  to  rationing  health  care."  In  other  words, 
ipitals  and  other  facilities  must  become  more  efficient  or 
k  turning  away  some  patients. 

leducinK  labor  costs  will  be  a  life-or-death  matter  for  other 
ustries,  too.  That's  because  the  other  bij^  e.xpense  for  many 
•vice  companies — debt — isn't  easily  cut.  U.  S.  companies 
/en't  been  as  frugal  during  this  e.xpansion  as  in  past  ones, 
bt  levels  at  nonfinancial  corporations  have  skyrocketed  by 
since  1986  because  of  mergers  and  leveraged  buyouts, 
d  the  distribution  of  this  debt  has  been  lopsided.  "If  you 
k  at  the  cyclical  industries — mining  and  energy — they  have 
s  debt  than  they  did  10  years  ago,"  says  David  D.  Hale, 
ef  economist  at  Kemper  Financial  Services  Inc.  In  contrast, 
ustries  such  as  hotels  and  retailing  are  carrying  more  debt, 
was  interest-payment  problems  that  got  retailers  Campeau 
rp.  and  Hooker  Corp.  into  trouble  last  year. 


Hale  estimates  that  307^  of  all  corporate  cash  flow  now  is 
devoted  to  interest  payments,  up  from  just  227<  in  1982.  The 
drain  from  debt  servicing  means  that  companies  must  scale 
back  on  the  chief  booster  of  productivity:  investment  in  capital 
equipment.  "Talk  to  [executives  at  LROsJ  about  expansion,  and 
they  say  you're  nuts,"  laments  Robert  A.  Pierson,  sales  vice- 
[)resident  at  conveyor  maker  Jervis  B.  Webb  Co. 

Profits  also  are  getting  squeezed  by  the  debt  load,  as  well 
as  by  rising  compensation.  DRi/McGraw-Hill  projects  that  op- 
erating profits  for  all  industry  will  decline  at  least  through 
this  quarter.  For  all  of  1990,  it  adds,  earnings  will  be  6a  below 
1989'.s — which  fell  an  estimated  9'a  from  a  year  earlier. 

Only  quick  action  will  prevent  worse  damage.  Manufactur- 
ers know  that  and  have  started  to  act.  Services,  in  1990,  will 
learn  the  same  painful  lesson. 

Bi/  Kdtlileo)  Madif/fni  lit  Ncir  York 


eliminating  unnecessary  medical  tests 
and  procedures,  curbing  health  care 
spending  in  the  last  year  of  life,  and 
making  hospitals  more  efficient. 

Such  a  plan  would  boost  sales  at  Bax- 
ter, a  $7.2  billion  hospital-supply  compa- 
ny, and  help  it  deal  with  its  own  health 
care  costs.  Loucks  concedes  that  critics 
will  say  he  has  a  hidden  agenda.  "All  our 
oxen  will  get  gored  in  this  debate.  But 
we  need  to  start  making  decisions  sys- 
tematically." 

MAKE  HIGH  TECH  A  HIGH  PRIORITY 

To  Charles  E.  Sporck,  president  of  Na- 
tional Semiconductor  Corp.,  there's 
no  mystery  over  how  to  ignite  his  compa- 
ny and  the  chip  industry  this  year:  The 
Bush  Administration  needs  an  industrial 
policy  for  high  technology. 

The  current  policy,  he  says,  is  "chaos." 
Washington  didn't  stop  the  Japanese 
from  dumping  memory  chips  in  the  U.  S. 
below  cost  until  that  business  was  lost. 
Congress  removed  investment  tax  cred- 
its, and  it  hasn't  made  tax  credits  for 
research  and  development  permanent. 
And  in  Sporck's  view,  U.  S.  tax  policies 
discourage  savings  and  exact  too  high  a 
penalty  on  capital  gains. 

Sporck  wants  changes  in  these  poli- 
cies— and  a  hardball  stance  on  trade.  If 
foreign  countries  exclude  such  U.  S. 
products  as  chips,  America  should  react 
in  kind.  Otherwise,  he  fears,  free  trade 
talks  won't  work,  since  the  Japanese 
tend  to  prolong  discussions  until  the  bat- 
tle in  the  market  is  over.  "They  view 
international  trade  and  diplomacy  as  war- 
fare without  gunpowder,"  says  Sporck, 
who  also  favors  relaxing  antitrust  rules 
so  that  U.  S.  companies  can  team  up 
against  foreign  cartels. 

Ignore  his  advice,  Sporck  warns,  and 
the  semiconductor  and  computer  busi- 
nesses, like  consumer  electronics  before 
them,  will  be  lost  to  the  Far  East.  And 
with  them  will  go  the  U.  S.  standard  of 
living.  "All  of  this  b.  s.  about  [relying  on] 
a  service  economy  is  nonsense,"  Sporck 
argues.  "You  can't  export  lawyers." 
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All  across  the  world,  governments  an 
people  are  working  to  reduce  the  use  ( 
chlorofluorocarbons  (CFCs 

Yet  CFCs  not  only  help  to  air  conditio 
our  homes  and  offices,  they  also  flo« 
through  refrigerator  coils,  keeping  foo; 
fresh  and  making  sure  blood  donations  ar 
safely  stored  in  hospitals 

Food  must  not  be  allowed  to  go  rotten,  ani  [ 
donated  blood  is  needed  to  save  lives 
That's  why  ICI  is  developing  a  new  generatioi 

Protecting  the  ozone  layer  took  a  really  cool  Idea,  of  o  ^ne  lendiyf luo  oca  bons 

Not  only  do  they  seive  the  same  purpose 
as  CFCs,  but  they  also  can  help  mankinc 
protect  the  ozone  layer,  the  invisibk 
shield  that  protects  us  all 

At  ICI  we  believe  in  solutions.  Whict 
is  why  we  have  already  committed  vas 
resources  to  the  immediate  developmen 
and  distribution  of  these  products 

This  is  just  one  of  the  issues  with  whicf 
ICI  is  concerned.  We're  also  fighting  hungei; 
through  plant  breeding  technology  We're 
helping  people  live  better  lives  with  the 
development  of  products  for  hypertensior 
and  heart  disease.  And  we're  developing 
stronger,  lighter  composite  materials 
for  satellites 

At  ICI  we  are  continuing  in  our  efforts 
to  find  the  best  solution  to  all  kinds 
of  problems,  every  day 

Because  we  believe  the  coolest  idea 
is  one  which  is  the  best  solution. 


World  Problems  World  Solutions 
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Autos 


i  NOV!  DETROIT  IS 
iPimm  HARD  TO  GET 


Rather  than  v^-  oing  buyers,  it  will  cut  supply 


etroit  will  sU  into  the  slow  lane  in  1990.  In  the  latter 
^■half  of  the  l^i's,  U.S.  auto  makers  relied  on  rebates 
l^^and  low-inter- i  loans  to  turbo-charge  sales,  and  thus 
I  it  factories  humi  ng.  But  those  incentives  have  become 
>t  loo  costly.  A  gli  if  cars  and  trucks  on  the  market  means 
at  General  Motor^  ord,  and  Chrysler  can't  entirely  escape 
bates  and  other  f(  is  of  price  wars.  This  year,  though,  the 
rmakers  will  try  >  ease  off  on  incentives  wherever  they 
n — even  if  that  m-us  lower  sales  and  idled  iilrmt-^^ 
It's  a  big  gamble.  .  S  auto 
akers  will  be  cedir  market 
lare  just  as  Japai  -e  com- 
•titors  get  strongr.  With 
les  already  soft,  though, 
t  lroit  wants  to  pro>ct  prof- 
^,  not  volume.  Its  ijective: 
be  able  to  fun(  levelop- 
ent  of  what  it  neei  badly — 
w,  high-quality  ti's  with 
ore  customer  appti. 
Overall,  U.  S.  car  ad  truck 
lies  won't  drop     lot  in 
^90 — perhaps  only    ,  to  14 
lillion  vehicles.  Bu  Jie  Big 
■  hree's  passenger-cr  sales 
ill  slide  more  thai  ana- 
'sts  say,  while  imi  rts  hold 
ceady  and  Japan's  .  S.  mar- 
et  share  climbs  ai^.g  with  output  from  Japanese  plants  in 
forth  America.  Detit's  only  strength  will  be  in  light  trucks, 
'here  it  is  expecte<  >  hold  onto  its  one-third  of  the  market. 
EAD-ON  CRASH.  Si  risingly,  consumers  seem  as  ready  as 
ver  to  spend.  The  Li versify  of  Michigan's  October  survey  of 
jnsumer  attitudes  lund  that  Q27"  of  them  were  inclined  to 
uy  a  new  car  withi  the  next  12  months,  up  from  60%'  a  year 
arlier.  There's  jus  one  hitch.  "Consumers  expect  the  dis- 
ounts  to  be  there—  id  often  don't  buy  if  they  are  not,"  says 
lichard  T.  Curtin,  u  survey's  director.  Meeting  these  expec- 
ations  has  been  kil:  j-  auto  profits.  Ford  Motor  Co.'s  average 
ler-vehicle  incentive  climbed  from  about  $350  in  1988's  third 
luarter,  to  $800  in  i  -  third  quarter  of  1989.  Chrysler  Corp.'s 
ebate  average  edg  toward  $1,000  per  vehicle  in  the  fourth 
(uarter.  Says  Chry^  ■  Vice-Chairman  Gerald  Greenwald:  "The 
lifference  between  'lOO  and  $1,000  makes  the  difference  in 
vhether  you're  healiy  or  not." 
So  instead  of  fui  usly  priming  the  pump,  this  year  U.  S. 
annakers  will  trin  upply  to  fit  demand.  There  will  be  ex- 
ended  furloughs  fi  workers,  intermittent  plant  idlings,  and 
'ven  a  few  permant.  plant  closings — all  coming  soon.  Indeed, 
-'^rd  is  extending  V  traditional  Christmas  shutdowns  by  one 
K  two  weeks  into  J  luary  at  11  of  its  14  U.  S.  plants.  General 
Motors  Corp.  is  teiporarily  closing  28  of  its  34  U.  S.  and 
Janadian  plants  dv  ig  January. 

Idling  those  plan  is  a  strategic  bet.  The  Big  Three's  cur- 
rent contracts  with  le  United  Auto  Workers,  which  expire  in 
September,  permit  yoffs  in  the  event  of  "volume  related 
declines  attributabl  lo  market  related  conditions."  The  car- 


makers and,  privately,  some  UAW  leaders,  say  that  means  slow 
sales.  But  the  rank  and  file  feel  that  extended  idlings  violate 
the  spirit  of  the  contracts'  job-security  clauses.  Management 
hopes  that  labor's  anger  over  closings  in  January  will  dissipate 
by  summer,  when  negotiations  on  new  pacts  open. 

That's  unlikely,  because  some  of  the  idlings  will  have  to  be 
permanent.  Too  many  plants  are  spewing  out  too  many  cars. 
Ford  calculates  that  worldwide  excess  car  and  truck  making 
capacity  this  year  will  total  8.4  million  units,  with  almost  6 
million  aimed  at  the  North  American  market.  There  are  now 
10  Japanese  "transplant"  facilities  making  cars  in  the  U.  S. 
and  Canada.  That  lets  the  Japanese  sell  1.3  million  more  vehi- 
cles in  the  U.  S.  than  their  normal  imports  of  2.3  million  cars 
per  year.  Worse,  the  transplants  enjoy  about  a  $700  per-vehicle 
cost  advantage  over  Big  Three  plants  because  they  tap  gener- 
ous U.  S.  state  subsidies.  On  average,  moreover,  only  38%  of 
their  components  are  U.  S.-made,  vs.  88%-  at  the  Big  Three. 
Most  transplants  also  have  younger,  nonunion  workers,  and 
thus  lower  health  and  pension  bills. 

FULL  STRIDE.  In  the  last  quarter  of  1989,  these  plants  hit  full 
stride,  building  about  294,000  cars — more  than  Chrysler  did. 
And  thev  won't  cut  back  in  1990  just  because  the  U.  S.  auto 

market  is  softening.  Toyota 
Motor  Corp.'s  Georgetown 
(Ky.)  plant,  for  instance, 
planned  to  build  only  800  cars 
a  day.  But  on  Dec.  1,  it 
stepped  up  to  840  daily. 

To  meet  the  transplants' 
challenge,  the  Big  Three 
must  cut  costs,  but  not  indis- 
criminately. They  still  lag  be- 
hind their  Japanese  competi- 
tors in  technology,  and  they 
are  much  slower  in  getting 
new  designs  to  market.  Japa- 
nese carmakers  now  offer  a 
wide  range  of  multivalve  en- 
gines, which  produce  more 
power  for  their  size  than 
standard  U.  S.  engines.  Only 
GM  makes  a  multivalve  engine,  and  in  modest  numbers.  And 
when  GM  Chairman  Roger  B.  Smith  boasts  that  the  company's 
car  lineup  will  be  all  new  within  five  years,  he's  conceding  that 
GM  is  on  a  five-year  new-product  cycle.  His  Japanese  competi- 
tors are  on  four  year  cycles. 

To  close  this  gap,  Detroit  has  to  raise  its  research-and- 
development  spending.  Ford  Chairman-designate  Harold  A. 
Poling  says  Ford  will  do  so,  spending  more  on  R&D  between 
now  and  1995  than  the  $19  billion  it  has  laid  out  since  1985. 
Chrysler  claims  it  won't  kill  any  product  development,  despite 
a  $1.5  billion  cost-cutting  program.  GM  is  shifting  capital  to 
R&D,  after  favoring  new  plants  and  equipment  for  a  decade. 

Washington  may  complicate 


AUTO  MAKERS 
SLIP  INTO  REVERSE 

B  TOTAL  U.S.  SAltS 
□  BIG  THREE  U.S.  SALES 


A  MILLIONS  OF  URS 
AND  TRUCKS 

DATA:  KIDDER,  PEABODY  i  CO.;  mO'S  iUlOMOmi  RIFOSTS 


these  plans.  It  is  considering 
new  legislation  to  require 
higher  mileage  and  lower 
emission  standards  on  new 
U.  S.  cars,  starting  in  1994. 
"That's  the  one  thing  that 
could  alter  the  distribution" 
of  Ford's  planned  invest- 
ments, says  Poling.  But  prob- 
ably not.  To  survive  in  today's 
auto  market,  says  Greenwald, 
"you  keep  your  quality  up, 
you  keep  new  products  com- 
ing, and  you  work  like  hell  to 
be  a  low-cost  producer." 
By  James  B.  Treece  in  Detroit 
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MANUFACTURING 


Defense 


THE  CASUALTIES 
OF  PEACE 


Wounded  weapons  makers  will  get  strafed 


T! 


|he  Berlin  Wall  is  coming  down,  democracy  is  on  the  rise 
in  Eastern  Europe,  and  George  Bush  and  Mikhail  Gorba- 
chev completed  a  fruitful  summit  at  Malta.  That's  good 
news  for  the  world.  But  not  for  U.  S.  defense  contractors, 
many  of  whom  already  are  struggling  with  heavy  debt  loads 
and  a  fifth  consecutive  year  of  military  budget  declines. 

If  President  Bush  has  his  way,  big  cuts  could  be  announced 
as  early  as  this  spring.  Defense  Secretary  Richard  B.  Cheney 
has  told  the  services  that  between  1992  Ind  1994,  he  wants  up 
to  $180  billion  slashed  from  projected  growth  in  their  budgets. 
And  events  in  Europe  may  prompt  even  deeper  cuts,  perhaps 
actual  declines  of  57f  an- 
nually starting  in  1992. 

Much  of  the  savings — at 
least  short-term — will 
come  from  closing  bases 
and  bringing  home  U.  S. 
troops  based  in  Europe. 
But  the  weapons-procure- 
ment budget — $78  billion 
this  year — won't  go  un- 
scathed. For  many  con- 
tractors, "the  wolf  is  final- 
ly at  the  door,"  says 
Washington-based  budget 
analyst  Gordon  Adams. 

To  survive,  many  companies  will  intensify  cost-cutting. 
Faced  with  a  $300  million  write-down  from  overruns  to  develop 
the  Navy's  P-7A  antisubmarine  plane,  for  example,  Lockheed 
Corp.  already  has  merged  two  electronics  divisions  and  will 
eliminate  nearly  1,000  jobs.  General  Electric  Co.,  with  $5.5 
billion  in  aerospace  and  defense  revenues,  plans  to  let  go  4,000 
engineers — about  20'a — of  its  total  by  1992.  The  cost-cutting 
fervor  has  even  hit  Boeing  Co.,  whose  profitable  commercial 
business  compensated  for  what  Chairman  Frank  A.  Shrontz 
says  was  "a  significant  loss"  in  its  U.  S.  defense  business  last 
year.  Boeing  already  has  merged  its  aerospace  and  defense 
units  and  plans  further  consolidations  this  year. 
BUYING  TIME.  Such  moves  will  buy  time.  But 
perhaps  the  greatest  challenge  for  the  indus- 
try this  year  will  be  trying  to  predict  where 
the  biggest  budget  cuts  will  fall  as  the  Admin- 
istration reassesses  its  military  priorities  to 
match  the  political  changes  in  Eastern  Eu- 
rope. What  it  decides  will  determine  who  gets 
money  in  the  1990s.  In  Northrop's  case.  Chief 
Executive  Kent  Kresa  hopes  he  can  save  the 
$530  million-per-plane  B-2  bomber  by  plugging 
it  as  a  versatile  aircraft  that  could  police  Third 
World  hot  spots  as  easily  as  drop  bombs  on 
the  Soviet  Union.  But  such  marketing  may  not 
be  enough,  because  the  bigger  the  program, 
the  more  vulnerable  it  is  to  cutbacks. 

That  puts  the  $70  billion  B-2  program  on 
almost  everyone's  hit  list.  Northrop  probably 


will  get  orders  for  only  a  handful  of  the  132  bombers  the  I 
Force  wants,  says  Lawrence  J.  Korb,  a  former  Assistant  I 
fense  Secretary  now  with  the  Brookings  Institution.  If  th 
happens,  Northrop,  whose  operating  profits  dropped  mc 
than  50%  in  the  first  nine  months  of  1989,  to  $98  million,  m 
have  to  merge  with  a  larger  company.  The  Air  Force's  $ 
billion  Advanced  Tactical  Fighter  may  also  get  killed  or 
layed  this  year.  Lockheed,  General  Dynamics,  and  Boeing  ha 
jointly  invested  more  than  $600  million  to  develop  one  versi(_|.| 
of  the  plane.  Another  team,  consisting  of  Northrop  and  M  t?- 
Donnell  Douglas  Corp.,  has  spent  $500  million  on  its  conte 
er.  They'll  all  get  some  money  back  this  year  after  a  fly- 
between  competing  prototypes.  But  the  vast  bulk  of  th 
investments  could  be  lost  if  the  program  is  cancelled. 

Several  older  aircraft  are  even  more  vulnerable  in  199 
Cheney  already  has  said  he  wants  to  kill  both  Grumman's 
14D  fighter  and  the  Bell  and  Boeing  V-22  Osprey  tilt-rot( 
aircraft.  Last  year's  4%  cut  in  procurement  was  just  a  "a  dre; 
rehearsal"  for  what  lies  ahead,  predicts  Lawrence  M.  Harri 
an  analyst  with  Bateman  Eichler,  Hill  Richards  Inc. 
MONEY  DRAIN.  So  far.  Congress  has  resisted  canceling  bil 
weapons  programs,  since  that's  the  same  thing  as  voting  fc 
layoffs  at  home.  In  the  Los  Angeles  area,  which  gets  10% 
U.  S.  defense  outlays,  eliminating  major  programs  could  slas 

aerospace  employment  b 
5,000  in  1990,  warns  Lo 
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Angeles  Area  Chamber  c 
Commerce  economist  Jac 
A.  Kyser.  That's  on  top  o 
9,000  aerospace  jobs  a 
ready  lost  in  the  area 
the  past  two  years. 

Some  contractors  als 
are  bracing  for  anothe 
round  of  write-downs  be 
cause  of  fixed-price  devel 
opment  contracts  gon( 
way  over  estimate.  Ana 
lysts  think  McDonnel 
Douglas  and  General  Dynamics  are  among  them,  having  bi{ 
unrealistically  low  on  the  C-17  transport  aircraft  and  Navy', 
A-12  attack  plane.  Lockheed  is  $300  million  over  its  estimatec 
$600  million  cost  to  develop  the  P-7A  antisubmarine  plane. 

Such  problems  are  a  legacy  of  the  Reagan-era  arms  buildup 
when  contractors  bid  low  to  win  big  contracts.  But  the  futurt 
isn't  entirely  grim.  Pulling  back  some  of  the  300,000-plus  U.  S 
troops  now  in  Europe  could  prompt  Congress  to  beef  up 
programs  that  give  the  military  greater  flexibility  in  moving 
forces  and  weapons  to  future  trouble  spots.  That  could  mean 
increased  support  for  such  planes  as  McDonnell  Douglas'  C-17 
transport  aircraft  and  fewer  cutbacks  for  Litton  Industries 
Inc.'s  Aegis  Navy  cruiser. 

Many  contractors  aren't  planning  on  such 
new  business.  Faced  with  declining  revenues 
in  military  radar  and  missiles,  Hughes  Air- 
craft Co.  is  pushing  sales  of  commercial  flight 
simulators  and  satellite  time  for  TV  networks 
Rockwell  International  Corp.  has  shored  its 
commercial  electronics  and  industrial  automa- 
tion units — and  shrunk  defense  to  28%  of  its 
estimated  $12.5  billion  sales  last  year  from 
50%  in  1986. 

For  most,  however,  learning  to  live  without 
the  Soviet  threat  will  be  a  brand  new  exercise. 
While  the  world  breathes  a  sigh  of  relief, 
many  defense  contractors  must  deal  with  the 
problems  of  peace. 

By  Eric  Schine  in  Los  Angeles 
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STEEL  IS  STARTING 
TO  FLATTEN  OUT 


igher  costs  and  falling  shipments  speU  trouble 


■or  steelmakers,  1989  was  nice.  Strong  demand  from  ev- 
ieryone  from  auto  makers  to  capital-goods  producers  kept 
shipments  at  above  83  million  tons  for  the  second 
light  year.  The  Big  Six  producers'  operating  profits  exceed- 
51.6  billion  on  combined  revenues  of  $25.4  billion,  their  third 
cessive  year  in  the  black. 

:  seemed  too  good  to  last — and  it  won't.  Shipments,  profits, 
sales  will  all  drop  this  year.  The 

t  news  is  that  the  industry  is  rea- 

ably  well  prepared,  having  slimmed 

rn  in  the  steel  depression  of  the  ear- 

1980s.  The  industry  "shouldn't  be 

ing,"  says  Thomas  C.  Graham,  pres- 

it  of  USX  Corp.'s  steel  unit.  "We'll 

11]  have  a  good  year." 

M  FOR  ALL.  Good,  in  this  case,  will  be 

,tive.  Slumping  auto  sales  will  cut 

i\  shipments  to  that  market  by  9%, 

1  million  tons.  And  a  relatively 

)ng  dollar  will  weaken  the  competi- 
position  of  U.  S.  producers  against 

;ign  rivals,  predicts  Peter  F.  Mar- 

,  a  steel  analyst  for  PaineWebber 
That  could  slash  overall  shipments 

an  additional  2  million  tons.  All  this, 

5  big  inventories  that  many  custom- 
will  be  working  down,  could  cut 

)ments  by  77",  to  77  million  tons. 

nbined  operating  profits  for  the  Big 

could  fall  307  in  1990,  says  Charles 
Bradford,   Merrill  Lynch  Capital 

fkets'  steel  analyst. 

)iversified  companies  such  as  USX  will  fare  better  than  pure 

ilmakers,  such  as  No.  2  Bethlehem  Steel  Corp.  But  every- 
will  feel  some  pain.  For  instance,  steelmakers  are  unlikely 

?et  price  increases  in  this  spring's  annual  negotiations  with 

0  makers.  Worse,  in  products  such  as  structural  and  bar 
i\  that  are  sold  on  short-term,  or  spot,  markets,  prices 
;ady  are  falling  because  of  weak  demand.  Together,  this 
,  cut  average  steel  prices  by  about  2%  this  year.  Meanwhile, 

industry  will  suffer  a  cost  squeeze.  Its 
rating  costs  rose  37  last  year,  chiefly  be- 
se  of  higher  raw-materials  and  labor  costs. 

1  after  seven  years  of  virtually  no  pay 
•eases,  four  major  steelmakers  were  forced 
share  their  improved  profits  with  restive 
slworkers  in  new  contracts.  That  could 
ist  those  companies'  hourly  labor  costs  bv 
re  than  20%  by  1993,  to  more  than  $31.  LTV 
•p.  and  USX  probably  will  have  to  give  simi- 
increases  within  the  next  12  months. 
Iteel  producers  also  may  have  to  start  re- 
aping their  plants  to  comply  with  new  fed- 
1  emission-control  legislation  that  could 
iS  early  this  year.  Meeting  the  new  rules 
y  cost  billions  over  the  next  decade.  To 
npensate,  "the  industry  must  attack  its 
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[other]  costs  as  vigorously  as  possible,"  says  Robert  E.  Socia, 
manager  of  ferrous  materials  at  General  Motors  Corp. 

The  problem  is  that  it's  getting  harder  to  achieve  big  cost 
cuts.  From  1982  to  1986,  when  low-cost  steel  flooded  into  the 
U.  S.  and  huge  efficiencies  were  necessary.  Big  Steel  suffered 
$12  billion  in  net  losses.  Just  to  survive,  steelmakers  had  to 
shut  277'  of  their  capacity  and  eliminate  half  their  jobs.  They 
spent  billions  to  modernize. 

A  leaner  U.  S.  steel  industry  today  makes  a  ton  of  steel  with 
fewer  work-hours  than  any  nation  on  earth.  But  foreign  steel- 
makers are  closing  the  gap.  So  U.  S.  producers  have  to  mod- 
ernize further.  This  year,  the  majors  will  invest  $2.1  billion  to 
upgrade  their  plants — 77  more  than  in  1989,  and  237  more 
than  the  year  before  that,  according  to  a  BUSINESS  week 
survey.  They'll  spend  an  average  of  $1.8  billion  annually  on 
modernization  over  the  next  five  years.  By  the  mid-1990s,  the 
largest  U.  S.  steelmakers  will  be  making  more  than  907  of 
their  metal  in  modern,  continuous  casters,  which  transform 
molten  steel  directly  into  slabs  for  finishing— and  skips  three 
major  steps.  Today,  just  647  of  U.  S.  steel  is  made  this  way. 

U.  S.  producers  will  get  increasing 
help  in  upgrading  their  plants  from  a 
onetime  rival:  Japan.  To  establish  a 
U. S.  beachhead,  Japanese  producers 
have  been  stepping  up  their  joint  ven- 
ture investments  in  U.  S.  mills.  Typical 
is  Nippon  Steel  Corp.,  which  is  provid- 
ing Inland  Steel  Industries  Inc.  with 
technical  expertise  and  $900  million  in 
low-cost  financing  for  two  joint  ven- 
tures. The  first,  to  start  up  early  this 
year,  is  a  state-of-the-art  continuous 
rolling  mill  in  New  Carlisle,  Ind.  It  will 
transform  steel  slab  into  high-quality, 
cold-rolled  sheet  for  auto  makers.  And 
it  will  do  it  with  one-third  the  manpow- 
er of  standard  mills,  says  Frank  W. 
Luerssen,  Inland's  chairman. 
MORE  CUTS?  Such  facilities  will  dramat- 
ically improve  the  U.  S.  industry's  com- 
petitiveness. But  it  still  must  confront 
another  problem — too  much  steelmak- 
ing  capacity.  Some  experts  think  that 
137  of  existing  capacity,  or  1.5  million 
tons,  may  have  to  be  closed  in  the  next 
few  years.  That  will  be  hard  to  do.  Bethlehem,  for  example, 
can't  afford  to  spend  the  hundreds  of  millions  necessary  in 
write-down  costs  and  worker  termination  benefits  to  close 
some  2  million  tons  of  raw  steel  production.  Meanwhile,  the 
minimills,  which  make  steel  from  scrap,  are  aggravating  the 
problem  by  adding  capacity  to  make  more  structural  steel  for 
the  construction  market  and  sheet  for  autos. 
Until  now,  the  pressure  to  shut  excess  capacity  has  been 
eased  by  the  weak  dollar  and  a  five-year  im- 
port restraint  program,  negotiated  in  1984. 
Steel  imports  were  held  to  187-  of  the  U.  S. 
market  last  year,  down  from  267  in  1984. 
Such  protection  won't  last  much  longer,  how- 
ever. Steel  executives  lobbied  last  summer  for 
five  more  years  of  restraints.  President  Bush 
gave  them  half  that,  and  ratcheted  up  the 
share  foreign  competitors  can  take  of  the 
U.  S.  market  to  20.37  by  March,  1993. 

That  could  start  a  new  era  of  competition. 
While  U.  S.  steelmakers'  recent  productivity 
gains  are  "impressive,  we  still  have  a  long 
way  to  go,"  says  David  H.  Hoag,  chief  execu- 
tive of  LTV.  And  now,  the  industry  has  only  27 
months  to  get  there. 

By  Gregory  L.  Miles  in  Pittsburgh 
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The  U.  S.  Forest  Service  fights  a  fire 
in  the  Willamette  National  Forest  with 
planes,  guts,  and  NEC  modems. 


More  than  9,000  acres  of  Oregon's 
Willamette  National  Forest  went  up  in  smoke 
in  1988.  But  the  damage  could  have  been 
worse  if  the  U.S.  Forest  Service  hadn't 
quickly  coordinated  its  firefighting  efforts. 

At  the  firecamp,  computers  equipped 
with  NEC  modems  helped  track  the  fire's  progress 
keep  records  on  thousands  of  firefighters,  and  call  in  resources 
such  as  water-bombers,  pumper  trucks,  and  helicopters.  The  higl 
quality  of  the  NEC  modems  allowed  them  to  perform  reliably  under 
arduous  conditions.  And  NEC  modems  are  now  helping  the 
U.S.  Forest  Service  fight  fires  in  other  locations. 

Whether  the  challenges  you  face  are  in  a  wilderness  or  at 
your  desk,  NEC  can  be  depended  on  for  quality  beyond  the  call  of 
duty.  That's  why  you'll  find  the  computer  and  communications 
products  of  NEC  in  corporations  large  and  small.  In  public  and  private 
institutions.  In  homes  across  the  country.  Proving  equal  to  the 
demands  of  the  moment  —  however  demanding  the  moment  may  be. 

For  more  proof,  call  us  at  1-800-338-9549. 


NEC 


Quality  That  Proves  Itself. 
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THE  DIE  ISN'T  CAST 
FOR  MACHINE  MAKERS 

But  plump  order  backlogs  \\ill  certainly  help 

After  several  years  of  prosperin".  machineiy  makers  are 
getting  fidgetj-.  They  expect  1990  sales  to  top  1989"s 
S26  billion,  the  best  year  ever  for  companies  that  make 
pumps  and  compressors,  materials-handling  equipment,  and 
"lachine  tools.  Bui  they  also  expect  their  sales  growth  to  slow 
erceptibly.  "The  good  news  is.  [the  market]  isn't  going  to 
collapse."  says  Adi-ian  T.  Dillon,  chief  economist  at  Eaton 
Corp.  "The  bad  news  is.  it  isn"t  going  sr^-^.v^e:-'^  '-eal  fast." 

In  19S9.  Dillon  notes,  sn-ength  in 
manufacturing  pushed  up  real 
spt'.-.ding  for  indusnial  equipment 
in  the  U.  S.  by  9^^.  even  bener 
than  for  computei-s.  Some  manu- 
facturers, such  as  pulp  and  paper 
makers,  went  on  a  machinen,-  buy- 
ing binge.  Construction  equipment 
makers,  aerospace  companies,  and 
food  and  beverage  processors 
bought  more  machinery",  too.  And 
why  not?  Even  at  N'ovember's 
&2~'~c  capacity-utilization  rate, 
down  1.5  points  since  April,  manu- 
facturing in  the  U.  S.  is  reasonably 
healthy.  With  plump  order  back- 
logs and  continuing  strong  de- 
mand for  many  kinds  of  machin- 

ery.  a  lot  of  producers  see  good   :  

business  well  into  1990.  'T  feel  fauiy  corafoitable  thjxjugh  the 
third  quaiter,"  says  Coleman  J.  Connell.  senior  \ice-president 
of  Goulds  Pumps  Inc. 

Of  course,  not  eveiyone  is  so  sanguine.  Conveyor  shipments 
may  have  set  a  record  in  1959.  for  example,  but  ordei-s  fell  3^<- 
third  quarter  from  a  year  earlier.  N'aCCO  Industries  Inc.. 
■.vmcn  sells  Yale  and  Hyster  lift  c-ucks.  expects  a  10^^  to  12^^: 
drop  in  shipments  this  year.  Michael  J.  Sebastian,  executive 
\icepresident  at  Cooper  Industries  Inc..  says  some  of  his 
industrial-compressor  customers  are  delating  purchases. 
MOTOWN  WOE.  Adding  to  concerns  over  such  weakness  is  :'r.e 

s::v.a::;:-.     I'rU-oit.  Some  of  the  auto  makers"   

biggest  capital  spending  plans  are  on  hold 
because  of  uncertainties  over  fuel  economy 
and  emission-control  requirements.  That  socks 
machine  tool  bui!dei-s.  vs-ho  rely  on  autos  for  a 
thii-d  of  their  business.  Tool  makers  hope  that 
the  new  regulations  will  be  out  by  the  second 
half,  prompting  auto  m.akers  to  spend  m.ore  on 
engine  development.  That,  in  fact,  is  the  ci-u- 
cial  issue  of  the  "90s  for  all  machinerv"  makers: 
How  r  V  ■  ii  domestic  manufacturers  invest 
to  be  -  .ve"? 

Som.c.  sue.':  as  Caterpillai*  Inc..  •  ...  " 
spend  a  lot.  Indeed,  "there  is  pent-up  .  r  .  . 
for  improvement  in  U.  S.  m.anufacTara:g  pro- 
ducti%"itT.-.""  says  Daniel  J.  Meyer,  president  of 
loolmaker  Cincinnati  Milacron  Inc.  With  world 


competition  getting  tougher,  he  adds,  "plans  to  impierrr: 
improvements  can"t  afford  to  be  deferred.'"  During  I'r.- 
two  years,  notes  economist  Wilham  G.  Copeland.  preside.'-.o  j 
Copeland  Economics  Group  in  Stamford.  Conn..  Japan 
spent  roughly  20-"!:  more  on  machine  tools  than  the  U.  S. 
"We're  not  putting  as  much  of  an  investment  back  into 
manufacturing  capability"  as  we  should  be."'  says  Jame 
PeiTella.  an  executive  nce-president  at  Ingersoll-Rand  Co.| 

So  increasingly.  U.  S.  machinen"  makers  are  going  abr 
where  machiner."  demand  is  stronger.  Robert  L.  Douglas, 
keting  \ice-president  at  Litton  Industries  Inc.'s  materials-i 
dhng  unit,  says  that's  why  Litton  is  pursuing  foreign  jd 
ventures.  Giddings  &  Levris  Inc.  also  is  beefing  up  its  overs| 
sales  efforts,  with  an  eye  to  selling  machine  tools  in  East 
Eiu^pe.  This  should  help  the  domestic  companies  compensj 
for  the  continuing  expansion  of  foreign  machinery  maker 
the  U.  S.  Last  October.  Sweden's  BT  Industries  acquired  In^ 
lake  Corp.'s  automated  materials-handling  systems  business 
Lisle.  111.  A.  -Ahlstrom  Corp..  of  Finland,  is  building  a  planii 
make  pumps  in  Easley.  S.  C.  And  five  Japanese  lift-truck 
ducers  have  opened  U.  S.  plants  or  will  soon. 

 '■   U.  S.  machinery  makers  also 

benefiting  from  the  stepped-up 
vestments  foreign  manufact 
are  miaking  in  U.  S.  plants.  Toyd 
iMotor  Corp..  for  instance,  is  h\[ 
ing  U.  S.  equipment  for  its  new 
gine  plant  in  Georgetown.  K 
though  it  isn't  clear  yet  whetijA 
other  Japanese  companies  will  B 
the  same.  More  certain  is  ti- 
small  domestic  manufacmrers  a 
tuming  into  big  machinery  buyc 
In  a  recent  inventory".  Ayneric 
Machijiist,  a  trade  magazir. 
foimd  that  U.  S.  plants  with  fevs-  ■ 
:han  100  emjployees  now  have  6^ 
of  all  U.  S.  metal-cutting  m.ach:: 
tools,  up  from  42^c  in  1983.  C' 
reason:  More  components  work 
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being  iarr..c:.  ou:  to  them  instead  of  being  done  at  larj 
factories.  Also,  "automation  systems  have  been  made  access 
ble  to  the  small  manufacturer — that  w"ill  be  one  of  the  b; 
markets  of  the  future.""  says  Robeit  A.  Pierson.  sales  %ic 
president  a:  conveyor  maker  Jen-is  B.  Webb  Co. 
METAL  BAND?  As  demand  from  smaU  customers  has  increase 
sc  i'.a'.  e  profits  for  machinerj"  makers.  A  few.  also  helped  b 
low  inflation  in  component  and  materials  prices,  are  showin 
the  double-digit  operating  margins  of  a  decade  ago.  Xoneth 
less,  the  barde  to  cut  costs  is  intense.  At  Cross  &  Trecke 
Cor:.,  a  :oji  btiilder  still  struggling  to  make  a  profit,  Chie 

  Executive  Norman  J.  Ryker  wants  to  chop  5' 

:.  year  in  costs  and  2ff<:  from  the  time  it  take 
■  •  jrkers  to  make  a  machine.  "We're  not  a 
efficient  as  we  should  be."  he  says. 

The  machine  tool  industry,  in  particulai 
also  must  spend  more  on  research.  Beset  b; 
weak  profits  and  imports  that  claim  Wc  o 
the  U.  S.  market,  toolmakers  spend  only  V^c  o 
sales  on  RiD.  half  what  their  foreign  rival 
do.  There  is  a  chance  that  General  Motor 
Corp.  and  other  metal-benders,  who  also  nee<j 
to  improve  efficiency,  may  launch  joint  re 
search  ventures  to  quicken  the  pace  of  U.  S 
manufacturing  innovation.  That's  the  sort  o: 
help  machinery  makers  wiU  need  as  they  fact 
cuttiiroat  global  competition  in  the  1990s. 

By  Zachary  Schiller  in  Clefelanc 


INDUSTRY  ouna 


Bob  and  I  were  having  lunch  the 
other  day,  and  we  started  amvparimj 
brokerage  accounts.  As  it  turns  out, 
I  have  a  much  better  deal.  I  have 
Schwab  (Jyw} 


'Bob  pays  $80  for  a  brokerage 
account  with  checking.  I  pay  zip." 


ob  has  a  "cash  management" 
ccount  with  a  full  commission 
roker.  When  he  needs  money, 
e  can  write  a  check. 
So  can  I.  But  I  don't  pay  for  the 
rivilege.  1  have  a  Schwab  One 
rokerage  account. 

ill  the  bells  and  whistles. 

/ith  Schwab  One,  1  can  invest  in 
tocks,  options,  mutual  funds, 
onds— same  as  Bob. 
I  can  write  checks,  use  my 
:ee  VISA®  debit  card,  earn 
icome  on  any  between -invest - 
lent  cash,  and  borrow  against 
\y  portfolio.  Again,  just  like 
iob.  So  what's  the  difference? 

\o  annual  fee.  Low  opening 
•alance.  Commission  discounts. 

'here's  rio  annual  fee.  While 


Compare 
Schwab  One  to 
Similar  Accounts 

Annual 

Pee 

Initial 
Deposit 
Required 

24-Hour 
Service 

Commission 
Discounts 

SchwabMS 

Free 

$5,000 

Yes 

Yes 

Merrill  Lynch 

Cash  Mgmt  Account 

$80 

$20,000 

No 

No 

Dean  Witter 

Active  Assets  Account 

$80 

$10,000 

No 

No 

Shearson  Lehman 

Financial  Mgint  Account 

$100 

$10,000 

No 

No 

Bob  agrees. 
When  he 
switches  to 
Schwab  One,  hell 
save  $80.  And 
he"  11  save  even 
more  with 
Schwab's  low 
commissions. 
Bob  owes  me 
one. 

For  free  Schwab 
One  information 


Based  on  a  survey  conducted  by  Schwab  in  November,  1989. 

Bob  pays  $80, 1  pay  zip.  And  it  without  sales  pressure  visit 

only  takes  $5,000  to  open  Schwab  today  or  call: 
Schwab  One.  That's  cash,  stocks,  rj^aCi 

or  any  combination.  \rO\j\j-iJ^^-i  OUU 

The  bottom  line? 

Schwab  One's  a 
better  deal.  And 


Charles  Schwab 


ember  SIPC 

Charles  Schwab  &  Co-,  Inc. 


We  give  you  Trior e  ways  to  succeed. 


Y)u  hss/c  to  dr ; 


Without  doubt,  the  Honda  Accord 
is  a  great  automobile.The  experts  have 
said  that  for  years.  It  has  become  the 
benchmark  for  other  auto  makers.  Its 
record  is  tmly  impressive. 

Incredibly,  then,  this  year  we  have 
redesigned  the  Accord.  And  our  new 
car  will  set  new  standards. 

The  new  Honda  Accord  is  bigger 
and  better  than  ever  before.  There  is 
more  room  inside,  the  ride  is  more 
comfortable  and  the  car  is  much  more 
responsive  under  all  driving  conditions. 

And  there  is  its  unique  beauty 

Flat  surfaces  and  contours  blend 
harmoniously  while  all  the  lines  flow 
smoothly.  The  front  of  the  car  rounds 
to  the  wind  and  stylish  new  headlights 
mount  flush  to  the  airflow.  While  the 
rear  is  high  and  designed  according  to 
automotK^e  aerodynamic  principle. 

You'll  see  a  substantial  increase  in 
glass  area  which  adds  to  your  comfort 
and  visibility.  You  11  find  comfortable 
space  inside  the  car  between  yourself 
and  other  passengers. 

Because  the  new  Honda  Accord 
has  a  longer  wheelbase  and  is  more 
solid,  we  redesigned  the  race -proven, 
4-wheel  double  wishbone  suspension 
system.  Tlie  ride  and  handling  are 
immensely  improved.  There  is  a  new 


speed  sensitive,  variable-assist  powel 
steering.  It  progressively  adjusts  the 
amount  of  assistance  for  improved  i. 
road  feel  for  the  driver.  It  does  this  ai  i 
all  speeds. 

The  body  looks  almost  like  it  i^ 
sculptured  from  a  solid  mass  of  ste^e 
Designers  concentrated  on  reducing; 
the  number  of  seams,  refining  fit  ai^ 
finish  and  countless  other  details,  f 


A  new  method  of  body  buildingy 
stiffens  the  car  to  further  improve  ar 
quiet  the  ride.  . 

Once  seated  in  the  Accord,  you  a| 
greeted  by  a  bright,  airy  environmen 
that  immediately  puts  you  at  ease.  A 
controls  and  instmments  are  logicalK 
placed.  Everything  falls  into  your  lin 
of  sight  and  is  within  your  reach.  The 
whole  interior  seems  designed  aroun 
you.  It  fits.  You  fit. 


(S  Si  IW)  Amcnuin  Hond.  M« 


)  it  to  believe  it 


The  front  seats  are  larger  and  offer 
3re  support.  Rear  seats  contour  for 
tter  comfort.  They  are  made  from 
e  piece  of  moulded  foam. 

Door  panels  and  the  instmment 
nel  are  each  moulded  from  a  single 
xe  so  there  is  nothing  to  rattle.  The 
adliner  is  built  to  absorb  noise  and  is 
:essed  for  the  windshield  visors  and 
ssenger- assist  handles.  Everything 


ds  in  nice  and  flush  for  a  more  fitted 
pearance. 

A  new  ventilation  system  that  is 
iet  and  significantly  more  efficient 
>ures  your  comfort.The  controls  are 
ge  and  easy  to  use. 

Under  the  aggressive  looking  and 
V  sloping  hood  is  a  new  and  larger 
"1-injected  engine.  It  now  has  more 
rsepower  and  torque  for  improved 
rformance  in  the  ranges  you  most 


often  drive.  Such  as  getting  through 
city  traffic  and  on  the  highway. 

Imaginative  Honda  technology 
makes  the  new  engine  mn  smoothly 
and  quietly.  Balance  shafts  built  in 
the  engine  cancel  the  inertial  forces 
that  cause  other  engines  to  twist  and 
shake.  It  s  amazing. 

Other  refinements  additionally 
reduce  vibration  and  noise.  And  help 
to  increase  performance. 

The  durable  Honda  five-speed 
manual  transmission  has  also  been 
redesigned.  It  is  stronger  and  more 
rigid  to  match  the  increased  engine 
power  and  torque.  It  s  also  smoother 
and  quieter. 

There's  a  new  Honda  four-speed 
automatic  transmission  available  that 
is  very  compact,  smooth  shifting  and 
efficient.  And  the  transmission  has  a 
driver  selectable  Sport  mode  with 
lockup  torque  converter. 

Everything  about  the  new  Accord 
is  designed  to  increase  the  quality  of 
driving.  It  is  a  car  atmned  to  the  driver. 
It  makes  you  more  pleasantly  aware 
of  the  enjoyment  of  driving. 

In  this  case,  driving  is  believing. 

□□□□□ 

The  New  Accord 


MANUFACTURING 


Chemicals 


STILL  BUBBLING,  BUT 
A  LOT  MORE  SLOWLY 


Exports  will  fuel  a  jump  in  profits 

Much  of  the  steam  has  gone  out  of  the  recent  spectacu- 
lar growth  in  the  U.  S.  chemical  industry.  Its  ship- 
ments may  rise  only  about  2.59'  this  year,  to  about 
.'i52*)l  billion,  according  to  the  Chemical  Manufacturers  Assn.  in 
Washington.  That  will  be  a  disappointment  after  revenue 
growth  of  107'  last  year.  Still,  productivity  gains  could  deliver 
a  healthy  increase  in  net  profits.  They  could  approach 
$25  billion,  up  57'. 

The  real  star  in  1990  will  be  chemical  exports.  They  could 
rise  to  $39.4  billion — an  increase 
of  almost  487  in  just  three 
years — as  a  result  of  continuing 
strong  markets  in  Europe  and 
increasing  demand  from  Asia. 
Chemical  companies  get  premi- 
um prices  for  much  of  what  they 
sell  abroad — sometimes  as  much 
as  157:  more  than  they  charge  in 
the  U.  S. — so  earnings  from  this 
part  of  their  business  should 
help  compensate  for  slowing 
growth  at  home. 

It's  a  forecast  that  executives 
in  many  other  manufacturing  in- 
dustries would  be  happy  to 
have — especially  in  a  year  when 
real  growth  in  the  U.  S.  economy 
is  expected  to  be  only  2.17.  But  there's  liitle  exhilaration  in 
the  headquarters  of  most  chemical  companies.  Why?  Since  last 
summer,  the  prices  of  many  key  commodity  chemicals  have 
been  softening.  Ethylene,  the  biggest  of  all  basic  petrochemi- 
cal products,  has  dropped  33'''  since  last  February,  to  about 
24(t  a  pound. 

HAMMERED.  Part  of  the  reason  is  overcapacity.  When  ethylene 
supplies  were  tight  back  in  1988,  producers  rushed  to  add 
more  production  capability.  About  1.4  million  metric  tons  of 
capacity  came  on  stream  in  1989.  An  additional  1.2  million  tons 
may  be  available  this  year,  raising  the  total  to  19.7  million 
tons.  The  resulting  price  declines  have  ham- 
mered the  profits  of  big  ethylene  producers. 
In  1989's  third  quarter,  when  the  earnings  of 
Phillips  Petroleum  Co.  dropped  607  ,  President 
C.  J.  Silas  blamed  the  decline  not  only  on  a 
weak  natural-gas  business  but  also  on  sharply 
reduced  petrochemical  earnings. 

Does  this  point  to  long-lasting  trouble  for 
an  industry  that  just  a  few  months  ago  was 
operating  at  897  of  capacity,  a  35-year  high? 
Most  likely  not.  "There's  no  question  that 
there  may  be  some  overcapacity  of  ethylene  in 
the  U.  S.  through  1995,"  says  Fred  Peterson, 
president  of  Pr  )be  Economic  Inc.,  a  company 
that  specializes  i  i  analyzing  the  petrochemical 
market.  But  demand  is  still  growing.  So,  ca- 
pacity utilization  will  probably  drop  only  two 


or  three  points  from  its  1989  high.  Beyond  that,  many  biH 
producers,  including  Dow  Chemical  Co.  and  Union  CarbiMi 
Corp.,  also  make  polyethylene  and  other  derivative  products! 
which  are  still  selling  fairly  well.  And  companies  such  al 
Monsanto  Co.,  which  buys  its  commodity  chemicals,  are  profiB 
ing  handsomely  from  lower  ethylene  prices.  I 
Largely  because  of  declines  in  raw-material  costs,  MonsantM 
earned  $589  million  in  the  first  three  quarters  of  1989,  just  shB 
of  its  earnings  for  all  of  1988.  And  this  year,  says  Richard  M 
Mahoney,  chairman  and  chief  executive  officer,  "we're  a  step 
closer  to  the  introduction  of  important  new  products."  So,  thtt 
bottom  line  could  look  even  better. 

Hercules  Inc.  also  is  benefiting  from  lower  commodity 
prices.  In  the  first  nine  months  of  last  year,  its  net  income  waj  ; 
up  157",  to  $130.5  million.  With  stronger  sales  of  compositi  i 
fibers,  fragrance  and  food  chemicals,  and  chemicals  used  ii 
making  paper,  Chairman  David  S.  Hollingsworth  sees  e\ei 
better  sales  for  his  chemical  business  this  year. 
R&D  SPREE.  Underlying  such  confidence  are  continuing  inv 
provements  in  the  industry's  productivity  and  new-product 
development.  Its  research  and  development  tab,  which  hit  $5.3 
billion  last  year,  could  reach  $5.5  billion  in  1990.  Much  of  this 

1  money  will  be  spent  to  develop 
new  products  for  the  strongest 
markets.  Among  them:  the  syn- 
thetic-fibers business,  which 
may  increase  57  in  1990  thanks 
to  brisk  sales  of  carpeting.  Agri- 
cultural-chemical sales,  both  do- 
mestic and  foreign,  are  growing. 
And  so  are  sales  of  chemicals 
used  in  making  plastics,  despitej 
weakening  demand  from  autof 
and  appliance  markets.  I 
The  only  real  cloud  for  chemi-i 
cal  producers  is  the  probables 
passage  this  year  of  a  new) 
clean-air  bill.  For  decades,  large! 
chemical  companies  have  tried  to! 
.  restrict  the  seepage  of  toxic  / 
products  into  the  atmosphere  and  water  supplies.  But  they; 
know  they  haven't  done  enough.  And  customers,  usually  small 
manufacturers  who  use  chemicals  in  their  operations,  have 
done  little  to  clean  up  their  act. 

Several  major  chemical  companies  now  see  this  as  a  market 
as  well  as  a  problem.  On  Dec.  4,  Du  Pont  Co.  set  up  a  new 
business  unit,  called  Safety  &  Environmental  Resources,  to 
sell  its  services  in  cleaning  up  toxic-chemical  sites.  The  compa- 
ny thinks  the  operation,  which  may  bring  in  revenues  of  $100 
million  this  year,  could  grow  to  $1  billion  in  a  decade. 
As  its  growth  slows  in  1989,  will  the  U.  S.  chemical  industry 
become  more  susceptible  to  takeovers?  Anti- 
trust concerns  work  against  mergers  of  big 
U.  S.  chemical  companies.  But  there's  little  to 
keep  foreign  investors  away.  About  247  of 
the  domestic  industry  is  already  owned  or  op- 
erated by  foreign  companies,  and  both  British 
and  German  producers  have  been  entrenched 
in  the  U.  S.  for  decades.  While  they  may  add 
to  their  holdings  in  1990,  they  probably  won't 
do  so  in  volume.  On  the  other  hand,  where 
else  can  foreign  investors  buy  into  so  strong  a 
business?  The  American  chemical  industry  is 
virtually  "a  case  study  in  international  com- 
petitiveness," says  Dexter  F.  Baker,  chairman 
of  Air  Products  &  Chemicals  Inc.  "It  knows 
how  to  compete — and  win." 

By  Jane  H.  Cutala  in  A'cw  York 
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INDUSTRY  OUTLOOK 


What  your  heart  looks  like 
during  open  heart  suigery. 


len  heart  surgery  requires  a  highly  skilled  and  well- 
ined  operating  team.  And,  for  a  few  crucial  hours,  it  also 
juires  something  else:  a  substitute  for  your  heart. 

The  Sams"'  9000  perfusion  system  from  3M  is  just  such 
nachine.  It  replaces  the  hearts  functions  using  state  of  the 
technologies,  helping  a  surgical  team  to  perform  a  delicate, 
^-sustaining  operation  with  confidence. 

Its  just  one  innovative  way  3M  is  moving  health  care  in 
M  directions. 


We  also  developed  an  implant  that  helps  to  restore 
stability  after  knee  ligament  surgery.  Our  laser  imager 
produces  high  quality  medical  images  for  accurate  diagnoses. 
We  even  invented  Steri-Strip"'skin  closures,  strips  of  tape 
that  are  an  alternative  to  painftil  stitches. 

3M  is  constantly  solving  problems  with  breakthrough 
ideas  for  home,  office,  industry  and  health  care.  So  that 
every  day,  in  135  countries  around  the  world,  people 
benefit  from  3M  products  and  services. 

Innovation  woridng  for  yotf 


M  A  N  U  F  A  C  T  U  R  I  N  G 


FOOD  PROCESSING 


FOODMAKERS  WILL 
TASTE  HUMBLE  PIE 


The  '80s  gravy  train  gives  way  to  slimmer  profits 


What's  eating  U.  S.  food  processors?  After  years  of 
record-breaking  returns,  some  of  the  industry's 
best-known  heavyweights  have  been  pummeled  re- 
cently. Borden,  Campbell  Soup,  and  Quaker  Oats  all  took 
major  write-offs  last  year.  And  other  traditionally  stellar  per- 
formers, including  Ralston  Purina  Co.  and  Kellogg  Co.,  are 
turning  in  lackluster  results.  For  the  $230  billion  food  process- 
ing industry,  a  decade  of  roaring 
growth  and  profits  has  subsided  into  a 
sobering  start  to  the  '90s. 

During  most  of  the  1980s,  favorable 
economic  forces  obscured  a  basic  truth: 
Since  Americans  don't  eat  that  much 
more  each  year,  the  industry's  real  an- 
nual growth  is  only  2%.  Processors 
have  gotten  around  this  by  shedding 
nonfood  units  and  beefing  up  core  busi- 
nesses. They  were  aided  by  falling 
prices  for  raw  materials  and  packaging, 
which  helped  widen  the  industry's 
gross  margins  from  27%  in  1980  to  36% 
last  year.  That,  and  tax  reform,  gave 
food  makers  a  windfall  to  fuel  an  un- 
precedented boom  in  new  products  and 
advertising.  With  so  many  signs  point- 
ing up,  the  median  stock  price  for  nine 
food  giants  has  soared  630%  since  1979, 
vs.  258%  for  the  Standard  &  Poor's  500- 
stock  index,  says  analyst  Mary  L.  Hard- 
en of  Chicago's  Duff  &  Phelps  Inc. 

But  those  were  the  good  old  days. 
After  a  decade  of  restructuring,  acquisitions,  stock  buybacks, 
and  leveraging  up  balance  sheets,  food  processors  have  fewer 
options  to  rev  up  their  bottom  lines  this  year.  They  will  still 
throw  off  large  amounts  of  cash.  But  with  overseas  players 
invading  their  turf  and  grocers  demanding  a  fatter  cut,  the 
cost  of  growth  in  1990  will  accelerate,  squeezing  profits. 

Food  manufacturers  began  to  feel  that  pinch  in  1989.  After 
several  years  of  earnings 
spurts  that  topped  20%-,  net 
income  for  the  top  12  pack- 
aged-food companies  in- 
creased only  10.2%  last  year, 
says  John  McMillin,  an  ana- 
lyst for  Prudential-Bache  Se- 
curities Inc.  This  year,  profits 
may  rise  15%.  But  to  reach 
this  figure,  McMillin  counts 
on  stronger  returns  at  Bor- 
den Inc.  and  a  few  others,  fol- 
lowing write-offs  to  consoli- 
date or  sell  operations. 

Among  food  processors, 
"there'll  be  more  divergent 
performances  from  now  on," 
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says  Miles  L.  Marsh,  president  of  Whitman  Corp.,  whose  fooci 
products  include  Progresso  soups  and  Old  El  Paso  Mexicar 
food.  "Some  may  not  show  much  growth  at  all,  while  othersi  i 
will  still  push  15%  to  20%^."  Among  the  expected  front-runners  ( 
in  1990:  Sara  Lee,  whose  margins  should  rise  sharply  since  it.j 
unloaded  40%  of  its  food-service  business  last  year;  Generaln 
Mills,  whose  booming  restaurant  and  cereals  businesses  will 
propel  growth;  and  Gerber,  which  is  rebounding  after  dumping  i 
its  troubled  children's  furniture  unit.  Most  food  stocks  will  still:, : 
trade  at  a  premium,  since  they  are  relatively  recession-proof  v 
and  popular  in  a  softening  economy.  But  after  riding  30%-^ 
above  the  rest  of  the  market  in  1989,  they  may  drop  to  only  a| 
5%'  to  10%>  premium,  says  William  F.  Maguire  of  Merrill  Lynch^ 
Capital  Markets  Inc.  ; 

This  won't  please  some  stockholders,  who  tend  to  demandl': 
that  food  executives  dish  up  dazzling  results  or  forfeit  their|J 
jobs.  When  Kellogg's  share  of  the  cereal  market  eroded,  Presi-^ 
dent  Horst  W.  Schroeder  was  ousted  in  September.  Charges  of  :^ 
not  protecting  the  bottom  line  dogged  Campbell  Soup  Co.'s  1 
President  R.  Gordon  McGovern  until  he  resigned  last  summer,  i  i 
Apart  from  job  security,  what  will 
keep  food  processing  executives  on 
their  toes  this  year  is  the  fear  of  raid- 
ers. Rather  than  waiting  to  be  gobbled  | 
up,  many  may  do  deals  again  in  1990 — 
both  at  home  and  in  Europe.  Since 
there  are  relatively  lean  pickings,  acqui- 
sition costs  will  be  exorbitant.  But  that 
won't  dissuade  food  CEOs,  who  still 
think  buying  leading  brands — and  mar- 
ket share — is  a  cheaper  way  to  grow 
than  expansion.  Says  Quaker  Oats  Co. 
Chairman  William  D.  Srnithburg:  "The 
key  is  availability  and  price.  Both  are 
getting  tough  these  days.  But  Vv'e're 
looking." 

To  protect  profit  margins,  food  pro- 
cessors also  will  have  to  cut  costs.  Bor- 
den has  stepped  up  plans  to  streamline 
its  operations  into  huge  "hyperplants." 
Edwin  L.  Harper  and  Herbert  M. 
Baum,  who  temporarily  are  running 
Campbell  Soup,  are  reviewing  all  of  its 
businesses.  ""There'll  be  no  borderline 
cases  anymore,"  says  Baum.  "They're  either  in  or  out." 
'LIGHT'  BRIGADE.  The  One  priority  that  may  not  change  is  new 
products.  And  most  introductions  will  be  aimed  at  convenience- 
minded,  health-conscious  consumers.  H.J.  Heinz  Co.'s  Weight 
Watchers  International  Inc.  unit  has  rolled  out  100  new  items 
for  these  markets  in  the  past  18  months.  Another  potential 
bonanza  may  be  products  made  with  fat  substitutes,  such  as 
those  developed  by  Kraft  General  Foods,  Procter  &  Gamble, 
and  NutraSweet.  Once  they  win  approval  from  the  Food  & 
Drug  Administration,  they  could  snowball  into  a  category  as 
big  as  "light"  products,  says  Whitman's  Marsh.  On  average, 
he  figures,  lower-calorie  versions  of  standard  products  added 
about  10%  to  food  producers'  sales  last  year. 

Claims  about  the  health  benefits  of  foods  are  proliferating, 
and  many  food  companies,  worried  about  how  far  they  can  go, 
want  federal  guidelines  for  documenting  their  ads.  They  could 
get  them  in  1990,  and  that  "may  change  the  investment  dy- 
namic for  this  group,"  warns  John  Bierbusse,  food-industry 
analyst  for  A.  G.  Edwards  Inc.  "It  could  delay  the  entry  of 
new  products  into  the  marketplace." 

But  until  the  FDA  acts,  food  processors  will  ride  the  health- 
claims  fad.  Faced  with  pressure  to  maintain  growth,  and  with 
fewer  tricks  for  doing  so,  they  probably  can't  resist. 

By  Lois  Therrien  in  Chicago 
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RETAILING 


IT'S  A  LOT  TOUGHER 
TO  MIND  THE  STORE 


Retailers  face  cooling  sales — and  a  shakeout 


rhe  problems  of  debt-laden  department  store  owners  Cam- 
pcau  Corp.  and  Hooker  Corp.  are  casting  a  pall  over  the 
$1  3  trillion  retailing  industry  as  a  new  decade  begins. 
:er  seven  years  of  economic  expansion,  U.  S.  consumers  are 
ing  the  urge  to  buy,  buy,  buy.  A  rash  of  price  cutting  and 
■cial  promotions  helped  save  the  1989  Christmas  season.  But 
t  could  be  the  last  hurrah — for  a  while.  "There's  ve)-y  little 
it-up  demand  left  after  all  these  years 
very  good  increases,"  says  Rosalind 
ills,  chief  economist  for  the  National 
tail  Merchants  Assn. 
)uch  gloomy  news  doesn't  mean  that 
ne  stores  won't  prosper  in  1990.  But 
!  difficult  retail  environment  will 
□ke  out  marginal  players  even  faster 
,n  in  the  1980s.  In  1989,  Hooker's  B. 
man,  the  Crazy  Eddie  consumer  elec- 
nics  outlets,  and  the  Alcott  &  Andrews 
men's  apparel  chain  all  liquidated. 
;y  won't  be  the  last  well-known  retail 
nes  to  disappear.  "In  the  next  10 
irs,  change  will  be  far  more  dramatic 
,n  anything  in  the  last  25,"  predicts 
vid  D.  Glass,  president  of  Wal-Mart 
ires  Inc.  "Half  the  retail  companies  in 
stence  today  will  not  be  operating." 
Cven  in  the  shorter  term,  sales  fore- 
ts  for  1990  are  pessimistic.  General 
rchandise  price  increases  are  expected 
be  lower  than  the  overall  consumer 
:e  index  by  a  point  or  two.  And,  lack- 
ter  demand  will  make  it  tough  for  mer- 
mts  to  achieve  real  gains.  Economists 
J  retailers  say  companies  will  be  lucky  to  reahze  inflation- 
usted  increases  of  17'  this  year  in  combined  sales  of  appar- 
home  furnishings,  and  consumer  goods.  Sales  stagnation 

I  squeeze  profit  margins  for  all  but  the  most  efficient 
;rators.  Says  Bernard  F.  Brennan,  chairman  of  Montgomery 
ird  &  Co.:  "Any  prudent  merchant  today  is  looking  at  1990 
•y  cautiously  in  terms  of  controlling  inventories  and  manag- 
■  the  business." 

90MY  SIGNS.  Retailers  get  especially  skittish  when  they  take 
ck  of  recent  selling  patterns.  Consumers  began  cutting 
;k  on  major  purchases  of  appliances  and  home  furnishings 
the  second  half  of  1989.  And  now,  the  softness  is  spreading, 
parel  sales,  which  rebounded  sharply  after  shoppers  tempo- 
■ily  shunned  miniskirts  and  higher  prices  in  late  1987,  have 
derated.  What's  more,  retailers  don't  see  any  exciting  new 
)ducts  this  year  of  the  magnitude  of  videocassette  players 
microwave  ovens  to  propel  demand. 

Demographic  signs  aren't  pointing  in  favor  of  retailers, 
her.  The  baby-boom  generation  has  landed  smack  in  the 
ddle  of  middle  age — a  time  when  most  consumers  save  more 
i  spend  less.  Many  are  becoming  nervous  over  job  security, 
IS  exaggerating  the  normal  trend.  In  December,  IBM  said  it 
>1  pare  its  U.  S.  work  force  by  57c,  or  10,000  jobs;  McGraw- 

II  Inc.,  publisher  of  BUSINESS  WEEK,  said  it  is  eliminating 


1,000  jobs,  or  77'  of  its  work  force.  Cuts  in  defense  spending 
and  an  auto  sales  slump  also  could  mean  job  losses.  "You  have 
factors  adding  to  people's  worry  barometers  that  weren't 
there  (50  days  ago,"  says  Montgomery  Ward's  Brennan. 

The  pressure  will  be  heaviest  on  leveraged  companies.  Re- 
tailers such  as  the  R.  H.  Macy  &  Co.  department  stores  and 
the  Ann  Taylor  women's  clothing  chain  have  managed  so  far 
to  carry  heavy  debt  loads.  But  this  year  they  will  really  be  put 
to  the  test.  They  must  continue  to  invest  in  inventories,  store 
remodelings,  and  marketing  while  meeting  annual  debt  obliga- 
tions of  billions  of  dollars.  As  Campeau's  cash  woes  and  Hook- 
er's bankruptcy  filing  show,  it's  tough  enough  to  do  that  in  a 
good  year,  much  less  in  a  faltering  economy. 

Intense  competition  within  the  industry  will  only  make 
things  worse.  Sears,  Roebuck  &  Co.,  the  nation's  largest  retail 
chain,  last  spring  switched  to  "everyday  low  prices"  and  heavi- 
ly advertised  the  change.  Although  Sears  wasn't  first  to  adopt 
the  policy,  its  size  and  market  dominance  forced  others  to 
react.  K  mart  Corp.  is  taking  a  more  price-oriented  approach, 
switching  from  ads  that  stress  lifestyle  themes  to  those  that 
emphasize  values  on  a  wide  assortment 
of  items.  Profits  at  the  big  discounter  slid 
throughout  most  of  1989  as  a  result  of  its 
struggle  to  find  the  right  position. 

Like  Sears,  even  department  stores  are 
trying  to  wean  shoppers  from  constant 
markdowns  by  offering  more  regular  val- 
ues. Last  fall,  Macy's  started  promoting 
everyday  low  prices  in  its  coat  depart- 
ment. "It  certainly  makes  sense,"  says 
Thomas  E.  Swanstrom,  chief  economist 
for  Sears.  "When  you  hype  prices,  then 
cut  l.tack,  customers  walk  away." 
SMART  MUSCLE.  Shopkeepers  have  more 
than  each  other  to  worry  about.  They 
must  fend  off  the  encroaching  catalog 
companies.  Mail-order  distribution  lets 
consumers  shop  at  any  hour  from  any 
location.  That's  partly  why  mail-order 
sales  are  growing  107  to  127'  a  year, 
double  those  of  all  general  merchandise 
stores. 

Smart  retailers  are  muscling  in,  howev- 
er. J.  C.  Penney  Co.'s  catalog  sales  have 
risen  steadily,  to  207'  of  its  $15  billion  in 
revenues,  and  it  expects  the  percentage 
to  double  in  the  next  decade.  "Mail-order  businesses  are  put- 
ting out  better  catalogs,  pricing  merchandise  more  competi- 
tively, and  providing  better  service  than  retailers  are,"  de- 
clares Maxwell  H.  Sroge,  president  of  Chicago's  Marke/Sroge 
Communications  Inc. 

As  the  feebler  chains  falter  or  even  drop  out,  the  sharpest 
retailers  will  gobl>le  iij)  market  share.  "The  Eighties  demon- 
strated that  you  need  real 
skills  to  prosper  as  a  retail- 
er," says  Kenneth  B.  Gilman, 
executive  vice-president  and 
chief  financial  officer  of  The 
Limited  Inc.,  which  projects  a 
doubling  of  its  specialty  ap- 
parel sales,  to  $10  billion  by 
the  mid-1990s.  "You  have  to 
be  expert  in  your  product, 
understand  your  customer, 
and  know  how  to  add  the 
most  value  to  that  combina- 
tion." Only  retailers  who  fit 
that  bill  will  be  ready  for  the 
1990s. 

By  Amy  Dun  kin  in  New  York 
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SERVICES 


WHOLESALING 


GETTING  COZY  WITH 
THEIR  CUSTOMERS 


'Partnerships'  are  transforming  wholesaling 


Over  the  past  three  years,  Joseph  W.  Semmer,  president 
of  Hall-Mark  Electronics  in  Dallas,  has  carved  out  a 
great  deal  with  Hughes  Aircraft,  the  big  defense  sub- 
sidiary of  General  Motors.  As  Hughes  has  narrowed  the  list  of 
22  suppliers  with  which  it  has  contracts  to  buy  electronic 
components,  Hall-Mark  has  been  among  the  lucky  7  whose  ties 
to  Hughes  have  become  even  closer.  Mak- 
ing the  cut  hasn't  stopped  Semmer  from 
worrying,  however.  Hughes,  he  says, 
"wants  to  cut  further." 

As  much  of  the  economy  prepares  for  a 
slower  year  in  1990,  such  stories  can  be 
found  "all  over  the  place"  in  wholesaling, 
says  Steve  M.  Samek,  a  distribution  expert 
with  Arthur  Andersen  &  Co.  Hughes/Hall- 
Mark  type  "partnerships,"  as  experts  call 
them,  can  help  the  producers  or  sellers  of 
end  products  be  more  competitive  by  cut- 
ting costs  and  improving  quality.  For  a 
wholesaler,  such  a  deal  can  be  a  ticket  to 
rapid  growth.  But,  as  Semmer  has  discov- 
ered, it  also  gives  the  customer  a  lot  more 
leverage.  More  than  ever,  that  will  affect 
every  aspect  of  wholesaling  this  year, 
from  earnings  to  management  style. 

The  wholesaling  industry's  gross  prof- 
its— sales  minus  the  cost  of  goods  sold — 
grew  an  estimated  5.57'  last  year,  to  $849.2 
billion.  In  1990,  the  increase  will  slow  to 
57,  according  to  the  National  Association 
of  Wholesaler-Distributors.  And  the  trade 
group  says  that  pressures  on  margins  will 
intensify  as  customers  lean  on  their  suppliers:  It  predicts  that 
pretax  profits  for  some  312,000  independent  middlemen  may 
rise  only  4' ■ ,  to  $35.3  billion. 

KNOWN  QUANTITY.  The  partnerships  also  demand  a  more  disci- 
plined apt)roach  to  business.  For  instance,  the  push  for  top- 
notch  service  is  intense  when  manufacturers  count  on  fewer 
wholesalers.  Customers  typically  are  switching  to  just-in-time 
delivery  systems,  by  which  goods  are  delivered  just  as  a 
producer  or  retailer  needs  them.  This  requires  that  distribu- 
tors always  be  fully  stocked.  And  far  fewer  delivery  and 
billing  mistakes  are  tolerable.  For  instance,  Carlson  Systems, 
an  Omaha-based  distributor  of  fasteners  and  packaging  prod- 
ucts, now  gets  periodic  "report  cards"  from  some  customers, 
rating  it  from  poor  to  excellent  on  back  orders  and  invoice 
errors.  "Distributors  have  to  change  their  way  of  thinking. 
They  will  lose  their  markets  if  they  don't,"  says  Don  A.  Rice, 
director  of  the  Thomas  A.  Read  Center  for  Distribution  Re- 
search at  Texas  a&m  University. 

By  the  same  token,  the  upside  potential  for  distributors  is 
considerable.  Parti -jrships  deliver  bigger-volume  contracts,  re- 
duce competition,  aud  provide  a  predictable  market.  For  exam- 
ple, Noland  Co.,  a  Newport  News  (Va.)  building-products 
wholesaler,  can  count  on  Du  Pont  Co.  to  buy  a  broad  range  of 
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maintenance  items  for  plants  in  Virginia.  With  the  constru 
tion  business  struggling,  that's  crucial  for  Noland.  Becau; 
wholesalers  and  buyers  often  are  linked  by  computer,  inve 
tory  management  is  simpler  and  cheaper.  "There's  a  massi\| 
reduction  in  lead  times  and  delivery  times,"  says  Wes  J.  Gi 
son,  a  senior  management  consultant  for  Arthur  Anderse 
The  savings  are  substantial  for  both  sides.  Instead  of  sendirj 
bills  with  every  shipment,  for  instance,  a  supplier  can  send 
monthly  invoice.  With  that  change,  a  manufacturer  needs  fe\ 
er  purchasing  staffers. 

SEDUCTIVE  TREND.  Such  arrangements  give  suppliers  and  thei 
customers  a  sense  of  being  on  the  same  team.  "They  take  o 
the  old  adversarial  role  that's  so  prevalent  and  replace  it  wr 
one  built  more  on  trust  and  cooperation,"  says  David 
Deinzer,  president  of  Denman  &  Davis,  a  Clifton  (N.  J.)  supp: 
er  of  steel  to  fabricators.  VWR  Scientific  Corp.  is  a  good  exai 
pie.  It  sells  glass  beakers  and  other  lab  equipment  to  Du  Po 
and  because  "Du  Font's  computer  system  interfaces  with  our| 
it's  difficult  to  tell  where  they  leave  off  and  we  start,"  sa; 

VWR  President  Jerrold  B.  Harris.  Lai 
summer,  the  smaller  company  moved  i^gf 
headquarters  from  Bellevue,  Wash 
Media,  Pa.,  to  be  closer  to  Delaware-basAp, 
Du  Pont  and  other  customers. 

Having  seen  the  advantages,  some  di 
tributors  are  setting  up  partnerships  wit 
their  suppliers.  Darter  Inc.  of  Universit 
Park,  III.,  a  $25  million-a-year  distribute  bgi 
of  paper  goods  to  industrial  customer 
has  just  dropped  three  other  paper  comp 
nies  to  buy  exclusively  from  Fort  Howar  li 
Corp.  Now,  "we're  able  to  say  to  our  cu  id 
tomer  that  we  have  assured  availability  c  jtS,: 
products  and  faster  deliveries,"  says  Dar  istn 
er's  president,  Bruce  Fleisher.  He  figun  to 
that  the  big  paper  company  will  try  1  iof 
keep  him  happy,  since  he'll  be  a  steadit  [eto. 
customer.  And  since  he's  buying  commo(  Coi 
ities,  he  wouldn't  expect  much  trouble  gi 
ing  back  to  other  suppliers  if  he  has  to. 

There  can  be  drawbacks  if  wholesaler 
and  their  customers  get  too  cozy.  Gettin 
stuck  with  hefty  inventories  or  unfilled  o  g 
ders  from  a  manufacturer  who  fails  coul  [rly 
hurt  a  wholesaler  badly.  Likewise,  a  mam 
facturer  that  counts  on  a  single  supplier  is  at  risk.  Worse,  th 
cun-ent  trend  may  accelerate  a  consolidation  among  larg( 
independent  wholesalers — and  attract  the  eye  of  antitrust  rej 
ulators.  In  recent  years,  Washington  has  blocked  propose 
mergers  in  drug  wholesaling,  one  of  the  industry's  most  coi  g'l 
centrated  segments.  There,  companies  such  as  McKesso  ^ 

Corp.  and  Bergen  Brunswi; 
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Corp.  are  almost  the  exch  li, 
sive  suppliers  to  thousands  c 
druggists,  giving  the  whok  je  j 
salers  huge  market  power. 

Partnerships  will  continu 
to  spread  this  year  as  everj  ijpjjj 
one  looks  for  safe  harbor 
The  trick  for  distributors  wi 
be  to  avoid  deals  that  expos 
them  to  disaster  if  one  mam  ^ 


facturer  suffers  setbacks.  I 
short,  partnerships  aren 
panaceas.  But  in  a  slowinl)f;]. 
economy,  they're  better  tha' 
the  alternative. 
Bi/  Joseph  Weber  in  Philadelphi 
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HEALTH  CARE 


MORE  SURGERY  FOR 
AMERICAN  MEDICINE 


The  free-choice  era ...  is  drawing  to  an  end' 


fealth  care  costs  are  rising,  business  is  crying  foul,  and 
Washington's  budget  planners  are  sharpening  their 
pencils.  Is  it  any  wonder  the  health  care  industry  has  a 
5  of  the  jitters?  As  America's  medical  bill  soared  10.8%  in 
},  to  an  estimated  $615  billion,  calls  for  a  national  health 
;  strategy  resounded  through  boardrooms  and  the  halls  of 
igress.  There's  little  doubt  that  demands  for  a  systematic 
rhaul  will  build  in  the  year  ahead. 

uch  talk  terrifies  health  industry  executives,  who  are  still 
ing  from  a  stingier  medicare  pay- 
it  system  installed  in  1983.  Profit 
•gins,  if  they  exist,  are  razor-thin 
lospitals  and  nursing  homes,  re- 
ting  meager  government  reim- 
sements  and  soaring  labor  costs 
ught  on  by  a  nationwide  nursing 
rtage.  Insurers  avoided  heavy  un- 
writing  losses  last  year  only  by 
ing  premiums  by  up  to  25%. 
ilth  maintenance  organizations 
3d  fees,  too,  but  still  suffered 
ut  $500  million  in  losses.  Neither 
astry  likes  the  prospect  of  adapt- 
to  yet  another  payment  scheme. 
»  OF  FREE  CHOICE.  But  they  may 
e  to.  On  Mar.  1,  the  U.  S.  Biparti- 
Commission  on  Comprehensive 
ilth  Care,  a  panel  of  Presidential 
ointees  and  top  lawmakers,  is  ex- 
ted  to  issue  recommendations  for 
ational  medical-care  strategy  focusing  on  ways  to  fill  the 
is  in  coverage  for  America's  37  million  uninsured  and  the 
jrly.  Meanwhile,  groups  as  diverse  as  the  Heritage  Founda- 
I  and  the  afl-cio  are  pushing  proposals  to  revamp  the 
tem.  "The  free-choice  era  of  American  medicine  is  drawing 
m  end,"  says  Joseph  A.  Califano  Jr.,  chairman  of  the  health 
3  committee  for  Chrysler  Corp.'s  board, 
'hat  would  hit  hardest  at  hospitals,  which  accounted  for 
i%  of  total  U.  S.  health  care  spending  last  year — some 
8.6  billion.  Hospital  costs  jumped  8%,  but  medicare  pay- 
its  rose  only  3%,  and  bad  debt  and  charity  care  rose  5.77^. 
hospitals  eked  out  average  operating  margins  of  only  1.57'  , 
ut  the  same  as  in  1988,  despite  charging  private  patients 
re.  That  raises  worries  on  financing  the  industry's  future. 
3spitals  are  becoming  increasingly  concerned  about  their 
ital  reserves  and  their  ability  to  fund  new  buildings  and 
lipment,"  says  Stephen  M.  Shortell,  a  professor  of  hospital 
I  health  services  management  at  Northwestern  University's 
i.  Kellogg  School  of  Management. 

'he  prospects  for  hospitals  aren't  entirely  bleak.  Shortell 
iks  occupancy  rates  may  have  bottomed  at  about  55%,  as 
le  hospitals  have  closed  or  cut  back  on  beds.  If  that's  right, 
^rsification  and  further  cost-cutting  could  pay  off  in  better 
fits  this  year.  That  would  help  American  Medical  Interna- 
lal  Inc.  and  Hospital  Corp.,  which  both  went  private  in  1989 
[  are  saddled  with  heavy  debt.  It  may  already  be  helping 
two  remaining  publicly  traded  hospital  companies,  Nation- 


al Medical  Enterprises  and  Humana  Inc.  They  posted  earnings 
gains  of  about  147c  and  12%',  respectively,  in  1989,  according  to 
David  J.  Lothson,  a  PaineWebber  Inc.  analyst. 

The  prognosis  for  nursing  homes  could  also  improve.  The 
industry  bled  in  1989,  when  rate  increases  of  8%  to  10%'  failed 
to  keep  pace  with  costs.  But  David  Banks,  president  of  Bever- 
ly Enterprises  Inc.,  the  nation's  largest  nursing  home  opera- 
tor, thinks  labor  costs  will  rise  more  slowly  in  1990,  as  more 
nurses  enter  the  labor  market.  He  also  believes  that  state 
reimbursements  for  long-term  care  will  start  catching  up  with 
costs.  Beverly  will  post  a  loss  for  1989,  after  taking  a  $120 
million  write-off  in  the  second  quarter.  But  Banks  expects  it  to 
move  into  the  black  in  1990. 

EPIDEMIC.  Private  insurers  also  expect  their  condition  to  stabi- 
lize this  year.  They  moved  off  the  critical  list  in  1989  by  hiking 
premiums  for  the  second  year  in  a  row,  and  1990  may  make 
three.  Leonard  E.  Wood,  senior  vice-president  of  marketing  for 
the  Blue  Cross  &  Blue  Shield  Assn.,  the  nation's  largest  pri- 
vate health  care  financer,  says  the  Blues  earned  about  $1.2 
billion  in  1989,  vs.  a  $1.1  billion  loss  in  1988.  But  Blue  Cross's 
decision  to  boost  rates  by  25%  had  a  bad  side  effect:  Its 
membership  dropped  by  about  1  million,  to  73  million.  A  premi- 
um increase  of  perhaps  20%'  planned 
for  this  year  could  cause  another 
drop.  To  compensate,  Blue  Cross  and 
other  insurers  probably  will  venture 
more  into  managed  care — offering 
health  maintenance  organizations 
(HMOS)  and  preferred  provider  orga- 
nizations (PPOs),  predicts  Carl  J. 
Schramm,  president  of  the  Health 
Insurance  Association  of  America. 

The  HMOs,  meanwhile,  still  are  try- 
ing to  master  their  game.  By  offer- 
ing corporate  customers  a  cheap  al- 
ternative to  traditional  coverage, 
they  expanded  their  rolls  by  10%-,  to 
36  million  last  year,  while  raising 
fees  an  average  16.9%'.  But  many 
still  lost  money,  mostly  because  to 
win  market  share,  they  signed  up 
new  members  too  cheaply  in  recent 
years.  This  "epidemic  of  underpric- 
ing"  seems  to  have  ended,  says  Joel  J.  Menges,  director  of 
analytical  services  at  American  International  Healthcare  Inc. 
As  insurers  raised  rates,  HMOs  did  too,  he  says.  But  it's  too 
early  to  tell  if  the  HMOs  will  stay  out  of  the  red  this  year. 

The  nation's  569,000  doctors  stayed  one  step  ahead  of  the 
game  by  raising  rates  7.2%-  last  year.  But  their  results  will  be 
mixed  in  1990,  as  a  new  medicare  fee  system  clamps  down  on 
payments  for  certain  treatments.  Internal  medicine  doctors 
will  be  paid  more  for  some  procedures;  surgeons  will  get  less. 
Most  prosperous  in  1990  may  be  the  U.  S.  hospital  supply 

companies  that  sell  abroad 
and  thus  gain  from  foreign 
exchange  rates.  PaineWeb- 
ber's  Lothson  predicts  a  167o 
increase  in  earnings  for  the 
group,  up  from  14%-  last  year. 

But  they  may  be  pinched, 
too,  before  long.  "Controlling 
health  costs  is  on  the  radar 
screen  of  almost  every  CEO," 
says  Chrysler's  Califano. 
Sooner  or  later,  that  will 
mean  bitter  medicine  for  ev- 
ery part  of  the  health  care 
business. 

By  Julia  Flynn  Siler  in 
Chicago 
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HEALTH  COSTS 
KEEP  CLIMBING 

NATIONAL  HEALTH  SPENDING 
AS  A  SHARE  OF  GNP 

Spending  includes  personal  health 
care,  administration  and  net  costs  of 
private  health  care  insurance,  public 
health  research,  and  construction  of 
new  health  care  facilities 


A  PERCENT 


DATA:  U.S.  HEALTH  CARE  FINANCING 
ADMINISTRATION,  PAINEWEBBER  INC. 
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TRANSPORTATION 


IT'S  ALREADY 
A  YEAR  TO  FORGET 


Fares  won't  rise  much — and  costs  won't  drop 
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lobert  L.  Crandall,  chairman  of  American  Airlines  parent 
AMR  Corp.,  doesn't  mince  words.  "The  bottom  line,"  he 
ksays,  "is  that  the  U.  S.  airline  industry  is  going  into  the 
tank."  Through  the  first  half  of  1989,  American,  the  biggest 
U.  S.  carrier,  had  terrific  earnings.  But  by  summer,  it  and 
many  of  its  rivals  started  feeling  the  effects  of  higher  costs 
and  lighter  traffic.  "Everything  just  sort  of  collapsed,"  says 
Lee  R.  Howard,  executive  vice-president  of  Airline  Economics 
Inc.,  an  industry  research  firm  in  Washington,  D.  C. 

As  fare  growth  slowed,  second-half  operating  earnings  for 
the  industry  fell  about  35%'. 
Results  were  weak  even  with- 
out the  horrendous  losses  suf- 
fered by  Eastern  Air  Lines 
Inc.,  which  entered  Chapter 
11  when  its  mechanics  and  pi- 
lots went  on  strike  in  March. 
Passenger  traffic  seems  to  be 
reviving,  but  not  enough  to 
cheer  the  skeptics.  Crandall, 
Howard,  and  many  others 
think  the  slump  could  last 
well  into  the  new  year.  How- 
ard sees  1990  passenger  reve- 
nue rising  4%,  to  $56  billion, 
with  operating  profit  down 
40%,  to  around  $1.3  billion. 

The  airline  industry's  change  in  fortunes  proves 
one  suspected.  Despite  the  demise  of  many  carriers  in  the  free- 
for-all  that  followed  deregulation  in  1978,  competition  is  still 
keen — keeping  the  industry  vulnerable  to  cyclical  ups  and 
downs.  Passenger  traffic  always  gets  hit  when  the  economy 
slows.  And  until  recently,  travelers  have  been  flying  less  often 
to  avoid  the  hefty  fare  increases  the  major  carriers  pushed 
through  starting  in  late  1988. 

More  big  fare  hikes  are  unlikely  in  1990.  As  megacarriers 
such  as  American  and  United  Airlines  Inc.  receive  new  planes, 
and  as  Eastern  returns  to  a  flight  schedule  close  to  prestrike 
levels,  industry  executives  ex 


duced  competition.  Although  full-scale  reregulation  remais 
unlikely,  Washington's  scrutiny  should  make  airline  executivk 
think  twice  before  raising  ticket  prices  much  higher.  i 
Meanwhile,  the  airlines  have  to  worry  about  costs.  The  prife 
of  fuel  dropped  4%>  in  1988,  to  an  average  of  53.4$  a  gallon.  Bi 
by  late  1989,  fuel  was  up  to  around  68(t  a  gallon,  adding  jj 
much  as  $1  billion  to  annual  industry  costs.  The  price  shoul 
level  off,  but  the  carriers  are  still  stuck  with  the  task  E 
offsetting  this  extra  expense  by  increasing  revenues  in  a  sc|J 
year.  "The  airlines  [in  1990]  will  just  be  trying  to  make  up  fi 
fuel  increases,"  says  David  R.  Hinson,  chairman  and  CEO  [ 
Chicago-based  Midway  Airlines  Inc.  !. 

Labor  costs  will  cut  more  into  profits,  too.  In  1989,  Tral 
World  Airlines  Inc.  restored  the  $50  million  in  concessions  il> 
mechanics  granted  in  1986.  Now,  twa's  recent  losses  cou[, 
activate  an  agreement  giving  Chairman  Carl  C.  Icahn  the  rig| 
to  ask  his  pilots  for  concessions — which  they  are  in  no  mood  j 
grant.  At  USAir,  which  merged  with  Piedmont  Aviation  In: 
last  summer,  executives  must  cut  costs  now  that  wages  '! 
Piedmont's  workers  have  been  raised  to  match  USAir's.  ■ 
Despite  weak  fundamentals,  some  carriers  will  see  breaks 
the  clouds.  United  and  Northwest  Airlines  Inc.,  the  U.  S.  car 
ers  with  the  most  flights  to  Asia,  should  increase  their  flo^, 

ishing  Pacific  business  wi 


pect  that  their  fleet  capacity 
will  grow  faster  than  domes- 
tic traffic.  "Supply  and  de- 
mand will  work  to  put  a  cap 
on  fare  increases,"  says 
Douglas  C.  Birdsall,  president 
of  Travelmation,  a  Stamford 
(Conn.)  firm  that  helps  com- 
panies control  travel  costs. 

The  government  also  could 
affect  fares.  A  recent  Justice 
Dept.  probe  into  fare  hikes  is 
one  of  many  signs  that  both 
regulators  and  legislators  are 
examining  the  industry  for 
signs  of  unfair  pricing  and  re 


AIRLINES  HIT 
A  DOWNDRAFT 

OPERATING  PROFITS 
FOR  THE  18  LARGEST 
U.S.  SCHEDULED  AIRLINES 
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A  BILLIONS  OF  DOLURS 


DATA:  AIRLINE  ECONOMICS  INC, 


new,  long-range  Boeing  74 
400s.  And  Delta  Air  Lin( 
Inc.,  which  has  been  growii 
fast,  partly  at  Eastern's  e 
pense,  could  supplant  Unitt 
as  the  No.  2  domestic  carrie 
FINE-TUNED  FARES.  More  ge 
erally,  industry  executives  a\ 
optimistic  that  ruinous  natio 
wide  fare  wars  won't  retur 
In  the  1980s,  the  major  ai 
lines  developed  sophisticate 
software,  called  yield  manag 
ment  systems,  to  pinpoit 
where  fares  should  be  lo\ 
ered  to  stimulate  traffic.  TI 
lit:  "There's  just  no  reason  for  giving  your  product  awa 
across  the  board,"  says  Delta  Chairman  Ronald  W.  Allen. 

On  the  downside,  American,  Delta,  and  USAir  may  face 
raid  or  two.  Many  investors  think  that  these  carriers,  lik 
Northwest,  could  afford  leveraged  buyouts — despite  a  worsen 
ing  outlook  that  helped  torpedo  a  $300-a-share  offer  for  Unite' 
last  year.  Now,  Wall  Street  hopes  a  lower  bid  for  United  wi. 
succeed — and  persuade  raiders  to  try  more  airline  takeover;' 
Even  if  the  strongest  carriers  stay  independent,  some  of  th^ 
weaker  ones  may  not.  Robert  J.  Joedicke,  an  airline  inves; 
ment  adviser  at  Shearson  Lehman  Hutton  Inc.,  points  out  thi 
four  big  airlines — TWA,  Pan  American,  and  Texas  Air's  Cont 
nental  and  Eastern — probably  still  have  to  go  through  som 
sort  of  "rationalization." 

Among  them,  these  four  carry  $7.9  billion  in  debt  and  coni 
pete  with  such  wealthy  rivals  as  British  Airways,  Americai| 
and  Delta.  Continental,  which  has  improved  its  earnings  lateh^ 
could  have  a  future  if  it  cuts  its  debt.  But  Eastern,  which  ha 
agreed  to  sell  its  Latin  American  business  to  American  Ai: 
lines,  must  still  prove  that  it  can  operate  profitably.  And  TW 
and  Pan  Am  lack  extensive  domestic  routes:  To  flourish,  the 
will  have  to  find  buyers  or  partners  to  provide  them  with  mor 
money  and  passengers. 

With  the  destiny  of  such  big  carriers  in  doubt,  1990  will  be 
bumpy  ride  at  best  for  the  industry.  And  before  year's  end,  : 
may  have  moved  a  lot  closer  to  a  final  shakeout. 

By  Christopher  Power  in  New  York,  with  James  E.  Ellis  i 
Chicago  and  Chuck  Hawkins  in  Atlanta 
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STAY  AT  MARRIOTT 
OR  RENT  FROM  HERTZ 
AND  WIN  INSTANTLY 


WFRE  GIVING  AWAY  FIFTY  1990 
FORD  THUNDERBIRDS,  HUNDREDS  OF  RESORT  TRIPS  AND 
4,500,000  OTHER  TRAVEL  PRIZES  WORTH  OVER  $90,000,000. 

To  play  and  win,  get  a  WINTER  INVITATIONAL  GAME  CARD  every  time 
you  register  at  a  Marriott  Hotel  or  Resort  or  rent  from  Hertz 
now  through  February,  1990. 
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WINTER  INVITATIONAL  GAME 


NO  PURCHASE  NECESSARY.  To  Obtain  Game  Card  and  Rules:  Hand  Print  and  Mail  4"  x  9"  Self-Addressed  Stamped  Envelope  and  3 "  x  5 "  card  with  name  and 
address  and  "MARRIOTT-HERTZ  WINTER  INVITATIONAL"  to:  Card  Request,  RO.  Box  9370,  Bridgeport,  CT  06699.  Limit  one  request/person  25  years  of  age  or 
older/weel<.  No  requests  honored  from  clubs/groups.  Return  postage  not  required  from  WA  residents.  Free  Game  Card  and  Rules  available  at  Marriott  front  desk/ 
Hertz  counter  in  AL  and  HI.  Requests  must  be  received  by  1/31/90  or  while  supplies  last:  award  claims  by  3/31/90.  VOID  WHERE  PROHIBITED.  Not  available  outside 
U.S.  or  at  Marriott  Conference  Centers,  Courtyard  by  Marriott,  Fairfield  Inn,  or  Residence  Inn,  and  some  Hertz  licensee  locations. 
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FAST-FOOD  JOINTS 
ARE  GETTING  FRIED 


The  chains  wage  war  for  market  share 


Grueling  times  lie  ahead  for  restaurants  and  fast-food 
joints.  Troubled  by  labor  shortages  and  a  glut  of  out- 
lets, they  face  a  bruising  price  war  in  1990.  The  first 
signs  of  battle  already  have  arrived  in  the  form  of  margin- 
crunching  price  specials  and  promotional  pyrotechnics.  Says 
Kentucky  Fried  Chicken  Corp.  CEO  John  Cranor:  "In  the  next 
12  months,  we']\  all  be  fighting  tooth  and  tong." 

Small  wonder.  In  the  short  term,  there  aren't  many  growth 
possibilities  in  the  $155  billion  food-service  industry.  Sales  may 
inch  up  an  inflation-adjusted  27'  in 
1990,  analysts  say.  But  that  will 
barely  keep  pace  with  openings  of 
restaurants  and  fast-food  outlets, 
whose  numbers  may  swell  by  5/'. 
Technomic  Inc.,  a  restaurant  con- 
sulting firm  in  Chicago,  estimates 
that  net  profit  margins  this  year 
for  91  publicly  held  chains  will 
drop  to  ,  down  from  last  year's 
6.67^  and  from  97  in  1988. " 

Competition  will  be  especially 
spirited  in  the  $60  billion  fast-food 
sector  of  the  business,  where 
prices  have  been  cut  to  keep  cus- 
tomer counts  up.  Indeed,  Marriott 
Corp.  cited  discounting  in  its  deci- 
sion last  month  to  sell  off  its  Roy 
Rogers,  Howard  Johnson,  and 
Bob's  Big  Boy  chains.  At  yearend, 
about  one  of  every  three  fast-food  purchases  involved  some 
discounting  vs.  one  in  four  in  1986,  says  George  Rice,  an 
analyst  with  industry  consultant  XPD-Crest.  He  adds:  "These 
guys  are  trying  to  buy  the  vote." 

CHICKEN  DELIGHT.  Yet  discounting  is  at  best  a  short-term  fix. 
So  fast-food  chains  also  are  toying  with  new  store  layouts  and 
menus  to  spur  customer  interest.  PepsiCo  Inc.  is  experiment- 
ing with  fast-food  emporiums.  In  Kansas  City,  Mo.,  and  Co- 
lumbus, Ohio,  it  has  bundled  Kentucky  Fried  Chicken  outlets 
with  Taco  Bell  restaurants  and  Pizza  Huts.  McDonald's  Corp. 
is  talking  about  dimming  the  lights  and  making  other  design 
changes  to  win  larger  numbers  of  adult,  dinnertime  patrons.  It 
also  is  test-marketing  a  plateful  of  new  menu  items,  including 
a  14-inch  pizza,  a  McRib  sandwich,  and  even  sorbets. 

Virtually  all  fast-food  outfits  also  are  catering  to  America's 
health  craze.  That  accounts  for  the  whirlwind  of  chicken- 
sandwich  rollouts  last  year  by  the  hamburger  heavyweights — 
McDonald's  McChicken,  Burger  King's  Chicken  International, 
Hardee's  Chicken  &  Biscuit,  and  Arby's  Chicken  Cordon  Bleu. 
Such  moves  may  be  too  little,  too  late,  however,  because  baby 
boomers,  who  carried  the  fast-food  feederies  for  a  decade,  are 
switching  their  allegiance  to  midpriced  eateries  where  the 
average  check  is  $5  to  $10  a  per  son,  says  analyst  Michael  G. 
Mueller  at  Montgomery  Securities.  They  have  more  disposable 
income  and  are  willing  to  pay  for  .imbiance  and  service. 

What's  more,  their  tastes  now  tend  more  toward  ethnic  and 


high-quality  dishes.  General  Mills  Inc.  caught  on  to  this  earl 
and  in  1982  launched  its  Olive  Garden  Italian  dinner  chaii 
Systemwide  sales  have  soared  fourfold,  to  $300  million,  in  th 
past  four  years.  After  spending  heavily  to  upgrade  menu: 
other  chains  such  as  TGI  Friday's,  Chili's,  and  Red  Lobster  als 
are  seeking  more  of  the  40-plus  age  group.  Reaching  for  th 
same  customers:  the  old  steak  houses,  which  are  broadenin 
their  offerings.  Last  year,  the  550-unit  Western  Sizzlin  restai 
rant  chain  even  dropped  "Steak  Houses"  from  its  name  t 
reflect  its  new  menu. 

Other  beneficiaries  of  changing  U.  S.  eating  habits  are  pa 
ry-out  and  home-delivery  shops.  Frazzled  two-income  famili( 
increasingly  prefer  the  convenience  of  eating  at  home.  TI 
take-out  segment  of  food  services  grew  3%,  to  $51  billion, 
1989  and  could  reach  $55  billion  this  year.  Coveting  this  ma 
ket,  Kentucky  Fried  Chicken  and  even  some  diners  are  testin 
home  delivery.  San  Antonio-based  Luby's  Cafeterias  Inc.  1 
retrofitted  60  outlets  in  its  chain  with  carryout  stations 
expand  their  take-home  business.  Take-home  represented  6.5' 
of  the  $282  million  chain's  total  sales  last  year. 
LABOR  PAINS.  But  even  such  phenomena  as  Luby's  will  grapp 
this  year  with  a  seemingly  intractable  food-service  probler 

labor.  The  industry's  primary 
bor  pool,  16-to-24-year-olds, 
dwindling  as  the  U.  S.  populatic 
ages.  By  the  year  2000,  it  w 
shrink  to  15%  of  the  populatic 
from  today's  20%,  says  Montgo 
ery's  Mueller.  That's  promptir 
the  chains  to  spend  more  on  d 
care,  scholarship  programs,  ar 
bonuses — perks  they  hope  w: 
help  recruit  and  keep  employee 
Nowadays,  labor  represents  20 
of  a  typical  U.  S.  restaurant 
overall  costs,  a  number  that  h 
been  trending  upward  for  a 
cade,  adds  Mueller. 

Congress  added  to  the  food-se 
vice  industry's  woes  when 
passed  legislation  last  year  th 
raises  the  minimum  wage  fro 
$3.35  an  hour  to  $3.80  this  year  and  to  $4.25  in  1991.  Tru 
burger  flippers  in  such  labor-starved  markets  as  Boston 
ready  command  $5  to  $6  an  hour.  But  raising  the  minimu 
wage  puts  upward  pressure  on  pay  everywhere.  Cost 
creases  will  worsen  if  Congress  endorses  mandatory  heal 
coverage  for  part-time  workers.  Under  one  proposal,  emplo 
ers  would  be  obliged  to  foot  80%  of  insurance  premiums  f 


part-timers. 
On  the  bright 
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AN  ABUNDANCE 
OF  RESTAURANTS 

U.S.  RESTAURANTS, 
EXCLUDING  THOSE  IN  HOTELS 
AND  CONVENIENCE  STORES 
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A  HUNDREDS  Of  THOUSANDS  EST. 


DATA;  RECOUNT,  RESTAURANT  CONSUUING  GROUP 


lower  commodities  prices  should  ho 
down  restaurant  costs  ti 
vear.  Last  year,  beef  ro 
10%.  In  1990,  beef,  whe; 
soybeans,  broilers,  and  coff 
should  increase  3%  to  6' 
says  Montgomery's  Mueller 
Is  this  enough  to  forest 
distress  in  an  industry  wi 
tepid  growth?  Already, 
number  of  players  are  stru 
gling,"  says  Stephen  H.  E 
vis.  Pizza  Hut's  national  m; 
keting  vice-president.  As  fa 
as  the  restaurant  industry 
changing,  some  of  those  m 
go  under. 

Bi/  Brian  Brenmer  in  Chica 
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BusinessWeek  is  telling 
you  about 1990. 

Now  let  Merrill  Lynch 
show  you  how 
to  capitalize  on  it. 


Timely  investment  ideas 
from  Merrill  Lynch. 

With  the  start  of  a  new  year  it's 
time  to  take  a  good  look  at  your 
investments.  And  the  investment 
opportunities  available. 

Opportunities  in  areas  that 
could  help  improve  our  quality  of 
life.  In  industries  fulfilling  the  needs 
of  a  maturing  population;  in  the 
environment;  and  in  the  spread  of 
capitalism  throughout  the  world. 

Merrill  Lynch  Financial  Consul- 
tants can  show  you  where  these 
opportunities  are.  Now  and  in  the 
future. 

They'll  help  you  structure  a 
well-conceived  and  wisely  diversi- 
fied asset  allocation  strategy  that 
is  tailored  to  your  individual  needs. 
Then  they  apply  your  strategy  to 
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selecting  those  opportunities  in 
1990  that  will  help  you  reach  your 
financial  goals. 

To  help  reach  your  goals  in  1990 
and  the  decade  ahead  contact 
Merrill  Lynch.  Return  the  coupon, 
or  call  us  toll-free,  Monday  through 


Friday  8:30am  to  9:00pm  ET  You' 
receive  both  our  special  invest- 
ment outlook  for  1990  and  our 
current  asset  allocation  research 
report. 

Merrill  Lynch.  We're  bullish  on 
the  1990s. 


r 


Call  1-800-637-7455,  ext.  6625 

Mail  to:  Merrill  Lynch,  Pierce,  Fenner  and  Smith  Inc.,  Response  Center 
P.O.  Box  30200,  New  Brunswick,  NJ  08989-0200 

Please  send  me  both  your  1990  outlook  and  the  asset  allocation  report. 
Name  


Address- 
City  


State. 


.Zip_ 


Merrill  Lynch  customers,  please  give  the  name 
and  location  of  your  Financial  Consultant. 


Home  Phonei  L 

Bus.  Phonei  L_ 


6625 


Merrill  Lynch 

A  tradition  of  trust. 
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UTILITIES 


NEW  BOYS  SHAKE  UP 
THE  POWER  GRID 


The  rise  of  'independent'  plants 


c 


|hange  is  about  as  rare  in  tlie  electric  utility  industry  as 
lightning  in  a  January  snowstorm.  But  lightning  may 
(strike  this  winter,  when  the  power  goes  on  at  the  Ocean 
State  Power  project  in  Burrillville,  R.  I.  There,  two  250-mega- 
watt  plants  are  being  built,  financed,  and  controlled  not  by 
electric  utilities  but  by  various  outsiders,  including  TransCan- 
ada  PipeLines  Ltd.  and  builder  J.  Makowski  &  Co. 

Projects  such  as  Ocean  State  are 
pushing  the  215  investor-owned  compa- 
nies in  the  $172  billion  electric  utility 
industry  toward  the  benefits  and  pit- 
falls of  deregulation.  Independent  pro- 
ducers, which  already  provide  about  4'/ 
of  the  electricity  generated  nationwide, 
have  federal  exemptions  that  let  them 
sell  power  at  unregulated  market  rates. 
In  1990,  more  and  more  capacity-short 
utilities  will  buy  power  from  the  inde- 
pendents to  help  avoid  costly  brown- 
outs. And  some  will  even  push  for 
changes  in  federal  and  state  rules  that 
would  let  them  set  up  their  own  "inde- 
pendent" subsidiaries. 

Washington  isn't  entirely  unsympa- 
thetic to  the  idea.  Last  February,  the 
Federal  Energy  Regulatory  Commis- 
sion shocked  the  industry  by  suggest- 
ing that  any  power  plant  be  allowed  to 
send  electricity  anywhere — without  be- 
ing blocked  by  the  utility  that  owns  the 
transmission  line.  Although  FERC  set  no  timetable  for  resolv- 
ing the  issue,  it  noted  that  such  access  is  critical  to  the 
development  of  a  flourishing  independent  industry. 
RELIABLE  SUPPLIERS?  Such  notions  are  just  one  reason  why 
some  utilities — especially  those  in  the  South  and  West  that 
don't  face  the  capacity  shortages  common  in  the  East — want 
to  handcuff  the  independent  power  industry  before  it  gets 
stronger.  "We  see  three  risks  with  independents,"  says  I,.  G. 
Brackeen,  president  of  fuel  and  energy  man- 
agement for  Houston  Lighting  &  Power  Co. 
"They  use  highly  leveraged  financing,  depend 
on  natural  gas,  which  is  very  volatile  in  price, 
and  they  don't  build  their  plants  to  the  same 
quality  standards."  In  short,  the  argument 
goes,  the  independents  may  not  be  reliable. 

But  to  utilities  that  are  short  on  capacity, 
the  independents  are  saviors.  It's  easier  to 
buy  power  from  them  than  to  fight  with  state 
regulators  over  higher  rates  to  support  the 
constri!  'tion  of  new  power  plants.  And  utili- 
ties can  pass  on  to  customers  the  cost  of 
power  they  buy  from  independents.  Some  util- 
ities even  are  signing  on  as  partners  in  inde- 
pendent power  companies,  despite  strict  con- 
straints on  how  far  they  can  go.  They  have  to 
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operate  within  limits  prescribed  by  the  Public  Utility  Holdin 
Company  Act  and  other  legislation,  which  among  other  thing 
provides  that  no  single  utility  can  own  more  than  107c  of  a 
independent  power  project. 

Still,  the  independent  power  industry,  once  dominated  b 
entrepreneurs,  is  fast  becoming  the  province  of  utility  giants 
Last  year,  a  joint  venture  of  Pacific  Gas  &  Electric  Co.  an 
Bechtel  Group  Inc.  started  construction  of  several  independer 
power  facilities.  Teco  Energy  Inc.,  a  Tampa  utility,  jumped  i 
with  a  winning  bid  to  build  a  generating  facility  for  anothe 
Florida  utility.  And  by  1995,  Dominion  Resources  Inc.,  one  c 
the  largest  utility  players  in  independent  power,  hopes  that  r 
nonregulated  subsidiaries,  including  its  independent  pow- 
business,  will  be  contributing  107  to  its  earnings. 

Aside  from  capacity  needs,  what's  the  big  attraction?  Pote 
tial  returns  that  dwarf  those  from  regulated  business.  Ind 
pendents  shoot  for  a  257  return  on  equity,  while  regulate 
utilities  are  held  to  about  147.  The  difference  comes  most 
from  leverage:  Independents  don't  have  to  put  507  equity  int 
a  project,  as  utilities  must  do.  Recently,  for  example,  Coge 
trix,  a  Charlotte  (N.  C.)  independent,  n( 
gotiated  financing  for  two  power  plani 
with  no  equity.  Banks  and  insurant 
companies  lend  aggressively  to  fun 
such  projects,  relying  on  a  long-ten 
contract  from  a  utility  as  security 
LOOSER  RULES?  Industry  observer 
think  that  by  the  year  2000,  utilities  wi 
have  to  add  nearly  157  to  their  preser 
capacity  to  meet  demand,  and  that  mor 
than  half  of  that  will  come  from  ind^ 
pendents.  "This  is  the  way  the  ne> 
wave  of  capacity  will  be  built,  and  fa: 
sighted  leaders  are  pursuing  it  aggre; 
sively,"  says  John  C.  Sawhill,  Deput 
Energy  Secretary  in  the  Carter  Admii 
istration  and  now  director  of  McKinse 
&  Co.'s  energy  consulting  practice, 
decade  from  now,  predicts  the  Nation. 
Independent  Energy  Producers  Assn 
independents  could  account  for  107 
all  U.  S.  power  generation. 
For  that  to  happen,  Washington  wil 
have  to  loosen  some  rules.  For  instance,  utilities  want  thP^F' 
right  to  own  more  than  107  of  independent  power  producer: 
They  also  would  like  to  change  a  few  other  laws.  Currently,  i 
order  to  be  exempt  from  the  federal  regulations  that  normall 
cover  utility  holding  companies,  independent  pov/er  project 
have  to  be  cogeneration  plants  that  put  waste  steam  energy  1 
use.  Or  they  have  to  be  fired  by  alternative  fuels,  such 
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A  CHALLENGE 
TO  PUBLIC  UTILITIES 

SHARE  OF  U.S.  ELEQRIC  POWER 
CAPACITY  OWNED  BY  INDEPENDENT 
PRODUCERS 


DATA:  EDISON  EltORIC  IKSTITUTE, 
DRI/McGRAW-HiLl 


garbage 

The  industry  is  unlikely  to  get  such  restri' 
tions  lifted  this  year,  since  new  environment; 
legislation  is  a  higher  priority  in  Washingtoi 
So  utilities  are  coping  as  best  they  can.  1 
dodge  regulation,  for  instance,  PG&E/Becht 
recently  set  up  a  limited  partnership  with  loc; 
developers  to  run  a  35-megawatt  plant  in  Moi 
tana  that  produces  electricity  only.  "We'll  ne 
er  do  that  again,"  vows  Joseph  P.  Kearne 
chief  executive  of  the  joint  venture 


us  a  great  deal  in  time  and  legal  fees,  and  it 
relatively  risky  for  us. 

Still,  until  the  rules  are  changed,  utiliti(  * 
will  be  on  the  lookout  for  loopholes.  They'\ 
had  a  taste  of  market  freedom,  and  now  the 
have  an  appetite  for  more. 

By  Laura  Jereski  in  Bosto 
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Entertainment 


SHOOTOUT  ON 
OLLYWOOD  AND  VINE 


the  networks  vs.  the  studios  over  syndication 


10  self-respecting  Hollywood  producer  would  turn  it 
into  a  feature  film,  but  a  battle  will  erupt  this  year 
among  the  nation's  largest  entertainment  companies, 
vork  executives  will  haggle  with  their  counterparts  at 
ywood  studios  over  whether  ABC,  CBS,  and  NBC  should  be 
i  from  Federal  Communications  Commission  rules  that 
them  from  owning  the  prime-time  shows  they  air,  thus 
ling  the  networks  from  the  lucrative  TV  syndication  mar- 
"It's  our  own  version  of  the  40  Years  War,"  says  CBS  Inc. 
or  Vice-President  Jay  L.  Kriegel. 

;  issue  is  something  called  fin-syn.  That's  short  for  the 
.ncial  Interest  &  Syndication 
!S — the  FCC  regulations  that, 
;  1970,  have  prevented  the  Big 
;e  networks  from  bargaining 

TV  stations  when  it's  time  to 

reruns.  Hollywood  producers, 
have  gotten  enormously 
thy  from  those  reruns,  like  the 
IS  quo.  But  network  executives 
angling  to  expand  their  role  in 
lication  to  make  up  for  the  mar- 
share  they're  losing  to  competi- 
in  cable  and  independent  televi- 
and  to  the  Fox  network.  In 
,  the  share  of  TV  viewers  who 
:hed  network  shows  in  prime 

dropped  to  65%,  from  67%  the 

before.  The  drop  may  continue: 
e  now  reaches  57%  of  U.  S. 
es  and  is  growing, 
lis  means  that  the  networks'  me- 
•e  performance  probably  will  continue  through  1990.  The 
vision  Bureau  of  Advertising,  a  New  York-based  trade 
ip,  projects  that  network  ad  sales  will  increase  by  6%  in 
,  to  $9.9  billion.  By  comparison,  it  sees  cable  advertising 
casing  by  21%  ,  to  $1.8  billion. 

I  SEARCH.  The  competition  also  could  bid  up  prices  for  big- 
e  actors,  directors,  and  writers  who  attract  large  audi- 
s.  Programming  expenses  already  approach  $5  billion  an- 
ly  for  the  Big  Three  and  are  growing 
it  8%  a  year.  'They  could  rise  even  faster 
)90 — particularly  since  CBS  has  launched  a 
ing  war  for  the  most  popular  sports 
its  by  paying  $1.1  billion  for  three  years 
lajor  league  baseball  and  an  additional  $1 
)n  for  nine  years  of  college  basketball's 
fipionship  tournament.  National  Broad- 
ing  Co.  paid  $600  million  for  four  years  of 
basketball. 

le  combination  of  lower  ratings  and  high- 
)sts  will  mean  tighter  margins  for  the  Big 
;e.  Mabon,  Nugent  &  Co.  analyst  Ray- 
d  L.  Katz  thinks  that  ratings  leader  nbc, 
estimated  profits  of  $280  million  in  1989, 
seen  its  margins  peak  at  10%.  He  predicts 
CBS's  margins  will  shrink  from  5%  in  1989 


A  GROWrNG  APPETITE 
FOR  NEW  SHOWS 

SYNDICATED  SALES  OF  TV  PROGRAMS 
AND  MOVIES  TO  TV  STATIONS  AND 
CABLE  NETWORKS 


▲  BILUONS  OF  DOLURS  EST. 

DATA:  WILKOFSKY  GRUEN  ASSOCIATES 


to  4'/'  this  year  as  its  revenues  rise  but  its  profits  stay  flat  at 
$100  million.  Katz  says  that  only  cost-conscious  Capital  Cities/ 
ABC  Inc.  will  grow  more  profitable.  The  network's  earnings 
should  leap  67%,  to  $250  million — for  a  margin  of  about  10%' — 
as  advertisers  pay  higher  rates  to  reach  the  young  audiences 
ABC  is  attracting.  These  figures  don't  include  the  substantial 
profits  all  three  networks  make  from  the  TV  stations  they  own. 

The  Big  Three  will  try  to  hold  down  costs — and  cut  into 
Hollywood's  share  of  the  business — by  producing  more  enter- 
taininent  in-house.  ABC,  CBS,  and  NBC  will  be  free  in  1990  to  air 
as  many  home-grown  shows  in  prime  time  as  they  wish.  That 
will  come  with  the  expiration  of  a  1978  Justice  Dept.  consent 
decree  limiting  what  the  networks  can  do.  The  networks  al- 
ready are  gearing  up.  ABC  signed  LA  Law  creator  Steve  Bochco 
in  1988  and  is  negotiating  with  Taxi  creator  James  L.  Brooks. 
CBS  has  locked  up  Murder  She  Wrote  star  Angela  Lansbury 
for  projects  after  that  show  expires. 

BOFFO  YEAR.  The  networks  could  improve  their  margins  even 
more  if  they  can  abolish  fin-syn  and  grab  a  bigger  piece  of  the 
syndication  market.  In  1990,  Hollywood  will  sell  an  estimated 
$4.6  billion  in  old  movies,  reruns,  and  game  shows  to  TV 
stations  and  cable  systems,  according  to  Wilkofsky  Gruen 
Associates,  an  economics  consulting  firm.  That  market  has 
been  growing  at  10%  a  year  since  1985.  Reruns  of  a  typical 
sitcom  can  generate  cash  flow  of 
$100  million  or  more.  In  addition  to 
U.  S.  sales,  European  TV  stations  are 
likely  to  snap  up  more  than  $1  billion 
worth  of  U.  S.-made  shows  this  year. 

NBC  Chairman  Robert  C.  Wright 
claims  that  the  networks'  fight  is  in 
the  national  interest;  The  rules  that 
keep  the  networks  from  syndicating 
shows  also  make  it  almost  impossi- 
ble for  them  to  buy  a  studio.  That, 
Wright  says,  hurts  the  U.  S.  at 
a  time  when  foreign  companies  are 
l)uying  up  Hollywood.  "Just  as 
our  trading  partners  targeted  Ameri- 
ca's automotive  industry  in  the  '70s, 
the  Sony-Columbia  deal  is  an  unmis- 
takable sign  that  they  are  target- 
ing [our]  industry  in  the  '90s," 
Wright  says. 
Hollywood  and  the  networks  have 
been  arguing  over  the  fin-syn  rule  for  months.  The  studios, 
wary  that  the  networks  will  give  their  own  shows  the  best 
time  slots,  want  jointly  produced  programs.  Network  execu- 
tives have  offered  to  limit  the  number  of  shows  they  produce 
in  return  for  syndication  rights. 

While  Hollywood  struggles  to  block  the  networks,  the  stu- 
dios are  enjoying  box-office  bliss.  In  1989,  they  sold  a  record 
$5  l)illion  worth  of  movie  tickets,  with  Batman  and  ludiana 
Jones  and  the  Last  Crusade  leading  the  way. 
Fewer  blockbusters  are  likely  this  year,  but 
higher  prices  could  keep  ticket  revenues  at 
the  $5  billion  level.  Among  the  likely  hits: 
Walt  Disney's  Dick  Tracy,  mgm/ua's  Rocky 
V,  and  the  third  Back  to  the  Future  from 
Universal.  Studios  also  will  generate  a  stag- 
gering $9.5  billion  from  videocassette  sales  of 
1989  hits,  predicts  Wilkofsky  Gruen  Asso- 
ciates, a  16%  hike  from  the  year  before. 

Everywhere  you  turn,  the  numbers  for  Hol- 
lywood look  rosy.  This  hasn't  escaped  the  no- 
tice of  Wright  and  other  network  executives. 
As  their  own  ratings  continue  to  fall,  they're 
likely  to  get  even  more  interested  in  Holly- 
wood's greener  pastures. 

By  Ronald  Grover  in  Los  Angeles 
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Something  astonishing  is  happening  on  ^^11  Street. 

Twenty-six  fierce  competitors  are  joining  together  on  ^ 
aprivate  communications  network  from  NYNEX!  ( 
Top  firms  like  Kidder^  Peabody  Cowen  &  Company  I 
and  Nomura  Securities. 


The  new  fiberoptic  highway  links  the  firms  directl)/ 
to  their  trading  partners  throughout  New  York^s 
financial  community  Carrying  voice  and  data  by  light 
waves. 

And  it^s  going  to  save  the  members  of  the  Securities 
Industry  Association  about  $15  million  over  the  next  fiv 
years,  w  hich  even  to  these  giants  is  no  small  change. 


)nW&ll  Street,try 


The  NYNEX  family  ot  companies  would  like  to 
work  with  you^  too.  we  offer  you  everything  from 
computers^  networks^  and  software  to  the  services  of 
New  England  Telephone  and  New  York  Telephone^  the 
NYNEX  company  that  created  this  innovative  network. 
CaU  us  at  1 800  535-1535. 

When  we  say  the  answer  is  NYNEX^  it^s  not  just  a 
lot  of  talk. 


1989  NYNEX  Corporation 


Need  to  communicate? Need  to  compute?  The  answer  is 


NYNEX 


HIGH  TECHNOLOGY 


COMPUTERS 


MOTHER  CRUNCH  FOR 
COMPUTER  MAKERS 


ituration  and  uncertainty  spell  slower  sales 


jhere  will  be  tough  times  in  the  computer  industry  this 
year.  From  Brooklyn  to  Brussels,  from  micros  to  main- 
frames, business  is  slowing  as  buyers  tighten  their  belts, 
for  confusing  standards  issues  to  sort  out,  and  try  to 
t  the  cheap  computing  power  they  have  wolfed  down  in 
t  years.  And  technologically,  "there's  not  going  to  be  a 
!  lot  new  in  1990,"  says  Dale  Kutnick,  president  of  Meta 
3,  a  Westport  (Conn.)  consultant. 

short,  the  $160  billion  computer  industrv  looks  as  il'  it's 
:d  into  another  sales  slump,  just 
rears  after  climbing  out  of  its 
t  downturn  ever.  There's  a 
y  weakening  of  demand  for 
nal  computers,  turmoil  in  mid- 
!  machines,  and  relatively  flat 
for  big  ones.  With  profits  ex- 
d  to  be  under  severe  pressure 
90,  computer  stocks  have  al- 

plummeted.  As  a  result,  the 

of  the  game  for  all  suppliers 
le  holding  costs  in  check.  Even 
las  just  made  plans  to  shed 
)  jobs  in  the  U.S.  The  goal: 
spenses  by  $1  billion  and  boost 
ng  profits  by  $1  per  share, 
cost  efficiencies  may  not  help 
manufacturers  of  smaller  ma- 
3.  In  that  market,  1990  will  like- 
3  the  beginning  of  a  shakeout 
ppliers  that  are  unable  to  dis- 
ish  themselves  with  popular  products. 
iRiL.  As  in  1989,  foreign  sales  will  be  the  bright  spot  for 
U.  S.  computer  makers.  Worldwide  sales  of  computers, 
neral  equipment,  software,  and  related  services  are  ex- 
d  to  grow  by  only  6%  in  1990,  down  from  7%  to  87"  in 
But  in  the  European  market,  where  U.  S.  makers  increas- 
dominate,  sales  should  grow  10%  or  more  in  local  curren- 
That's  considerably  better  than  the  U.  S.  can  expect. 
!stic  sales  for  computers  may  rise  by  10%'  this  year.  But 
;  down  from  last  year's  15%.  And  once  peripherals,  soft- 

and  services  are  thrown  in,  the  overall  improvement  in 
].  S.  could  drop  to  5%.  The  best  chance  for  doing  better 
on  the  hope  that  customers  will  buy  computers  to  gain 
ency  in  a  slowing  economy.  Says  Everett  M.  Ehrlich, 
^s  Corp.'s  chief  economist:  "It's  the  [customers']  profit 
!ze  that's  going  to  make  things  happen." 
slow  down.  Demand  could  suffer,  especially  in  personal 
uters,  now  a  $43  billion  world  market.  PC  sales  growth  in 
I.  S.  will  plummet  from  about  28%  in  1987  to  just  under 
in  1990,  according  to  Dataquest  Inc.  That's  mainly  be- 
!  of  the  market's  saturation  after  a  decade  of  strong  sales 
ustomers'  confusion  about  which  of  three  different  oper- 
systems,  or  basic  programs,  to  use  with  the  most  power- 
iM-compatibles.  Meanwhile,  says  Prudential-Bache  Securi- 
Inc.  analyst  Rick  Martin,  Apple  Computer  Inc.  is 
tively  light  on  product."  Its  Macintosh  computer,  unveiled 
84,  is  losing  a  bit  of  its  technical  edge  over  the  IBM- 


compatibles.  And  analysts  see  few  new  items  on  the  horizon  to 
help  A|jple  boost  its  market  share. 

The  outlook  for  desktop  machines  isn't  all  bleak.  Sales  of 
high-end  PCs  and  their  more  sophisticated  cousins,  work- 
stations, should  remain  strong.  New  microprocessors,  includ- 
ing Intel  Corj).'s  80486  and  others  based  on  the  more  efficient 
design  called  RISC,  or  reduced-instruction  set  computing,  are 
giving  $12,000  workstations  the  power  of  traditional,  $100,000 
minicomputers.  Once  relegated  to  engineering  applications, 
these  machines  are  increasingly  used  in  commercial  jobs, 
where  complex  graphics  software  can  soak  up  loads  of  pro- 
cessing power.  Sun  Microsystems  Inc.,  for  instance,  just 
signed  a  $17.6  million  deal  to  supply  an  Italian  bank  with  1,800 
RISC  workstations.  But  Sun,  Hewlett-Packard,  Digital  Equip- 
ment, and  others  in  the  game  will  have  to  stay  on  their  toes, 
because  IBM  is  expected  to  bring  out  a  new  line  of  aggressive- 
ly priced  workstations  in  early  1990. 

As  desktop  machines  gain  power,  they're  eroding  the  mar- 
ket for  traditional  minicomputers.  Networks  of  PCs  can  often 
automate  a  marketing  department,  say,  for  less  money  and 
with  greater  flexibility.  As  a  result,  many  resellers  that  pack- 
age complete  systems  for  specific  industries  or  jobs  are  turn- 
ing away  from  minis.  That  has  hurt 
even  IBM,  which  Martin  says  has 
been  "cutting  way  back  on  orders 
for  components"  for  its  AS/400  min- 
is in  expectation  of  slower  sales. 
That  machine's  "peak  growth  is  long 
gone,"  adds  Martin.  The  bottom  line: 
Total  mini  sales  in  1990  will  be  up 
only  11%,  compared  with  20%  two 
years  ago,  according  to  Goldman, 
Sachs  &  Co. 

'NETWORK  SERVERS.'  Most  mini  mak- 
ers, including  Wang  Laboratories, 
IBM,  Data  General,  and  Digital 
Equipment,  are  positioning  their  ma- 
chines as  "network  servers"  to  help 
PCS  share  expensive  printers  and 
large  data  files.  The  idea  is  catching 
on:  Cleveland-based  AmeriTrust 
Corp.  will  start  installing  DEC  minis 
this  year  to  back  up  PCs  in  its  225 
branch  banks.  But  microprocessor-based  servers  such  as  Com- 
paq Computer  Corp.'s  new  SystemPro  and  a  system  due  in 
January  from  Sequent  Computer  Systems  Inc.  do  the  same 
jobs  for  much  less  money.  Says  George  F.  Colony,  president  of 
Forrester  Research  Inc.,  a  Cambridge  (Mass.)  consultant: 
"Buying  a  mini  to  manage  120  to  150  PCs  will  cost  $175,000.  A 
similar  PC  server  might  cost  as  little  as  $26,000." 

In  mainframes,  sales  may  flatten  as  customers  wait  for 
Summit,  IBM's  next  line  of  System/370  processors.  It  could 
arrive  in  1990,  and  analysts  expect  its  performance  improve- 
ments to  greatly  stimulate  de- 
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mand  for  more  software  and 
disk  drives,  both  high-profit 
items  for  IBM.  But  analysts 
figure  the  processors  won't 
be  shippped  in  volume  before 
mid-1991.  Until  then,  custom- 
ers will  have  to  make  do  with 
IBM's  current  processors, 
which  may  be  enhanced  some- 
time this  year. 

In  short,  expect  a  so-so 
year.  But  the  healthiest  sup- 
pliers, having  survived  one 
tough  downturn,  should  come 
through  a  second  one  0.  K. 

By  John  W.  Verity  in  New  York 
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Do  we  really  want  to  return 
to  those  goodold-fashioned  days 
before  plastics? 


America  is  coping  with  the  problem  of  too  much 
lage  and  too  few  places  to  put  it. 

Our  nation  is  currently  generating  about  160 
)n  tons  of  garbage  a  year  Our  landfills  have  decreased 
1 18,500  to  6,000  during  the  past  10  years.  About 
0  more  will  close  within  the  next  five  years. 

Some  people  believe  that  banning  plastics  and 
;tituting  other  materials  will  solve  the  problem.  We 
t  think  that  they  have  all  the  facts. 

If  plastics  were  banned,  we'd  lose  safety  and 
/enience  features  such  as  closures  for  foods  and 
licines,  shatter-resistant  bottles,  freezer-to-microwave 
cages,  and  wrappers  that  preserve  food  freshness. 

A  1987  study  shows  that  if  paper  and  other 
(aging  materials  were  to  replace  plastics,  the  energy 
jed  to  produce  the  packaging  would  double,  the 
jht  of  packaging  would  increase  four-fold,  the  pack- 
g  cost  would  double,  and  the  volume  of  waste 
)cted  would  increase  about  IVi  times. 

Myth  vs.  Reality. 

The  thinking  behind  a  ban  on  plastics  is  based 
number  of  myths. 

Myth  #1  is  that  plastics  make  up  a  major  part 
jr  solid  waste.  Fact:  according  to  a  recent  study 
tics  make  up  about  18%  of  the  volume  of  solid  waste 
jr  landfills;  paper  and  paperboard  about  38%;  metals, 
);  glass,  2%  and  other  wastes,  28%. 

Myth  #2  is  that  paper  and  other  products  com- 
ily  considered  biodegradable  will  decompose  in 
idfill,  so  It  takes  longer  to  fill  up.  Fact:  recent  excava- 
5  of  some  landfills  have  turned  up  newspapers 
3d  40  years  ago-still  perfectly  readable. 

Myth  #3  IS  that  plastics  are  not  recyclable.  Fact: 
tics  are  among  the  easiest  materials  to  recycle. 


20%  of  all  plastic  soft  drink  bottles  were  recycled  in  1987. 

Recycling  takes  plastic  items  destined  for  dispos- 
al and  turns  them  into  useful  new  products.  It  can  turn 
plastics  into  a  "natural" resource." 

Recycling  is  growing. 

At  Amoco  Chemical,  we  believe  the  solution 
must  integrate  recycling,  source  reduction,  environmen- 
tally secure  landfills  and  waste-to-energy  incineration. 
Everything  recyclable  should  be  recycled-yard  waste, 
paper,  glass,  metal  and  plastics. 

Today  almost  200  companies  are  recycling 
millions  of  used  plastic  containers  into  everything  from 
fiberfill  for  ski  parkas  to  carpet  yarn  to  "plastic  lumber." 

How  Amoco  Chemical  is  helping. 

Amoco  Chemical  is  sponsoring  a  program  in 
New  York  demonstrating  that  used,  polystyrene  foam 
food  service  containers  from  schools  and  restaurants 
can  be  recycled  into  insulation  board  for  commercial 
construction,  cafeteria  trays  and  office  products. 

We're  participating  in  a  consortium  with  other 
major  plastics  manufacturers  involved  in  the  construction 
of  regional  polystyrene  recycling  plants. 

We're  encouraging  the  start  up  of  new  recycling 
efforts,  helping  to  find  better  ways  to  collect  and  sort 
recyclables,  and  supporting  efforts  to  create  markets  for 
products  made  from  recycled  plastics. 

At  Amoco  Chemical,  we  believe  that  recycling 
can  play  a  major  role  in  helping  America  solve  its  solid 
waste  problem.  Before  we  decide  to  return  to  the  past, 
let's  remember  that  the  good  old  days  were  sometimes 
the  not-so-good  old  days. 

for  a  free  copy  of  "Recycling.  Do  It  Today  For 
Tomorrow,"  write  Amoco  Chemical  Recycling  BW, 
200  East  Randolph  Drive.  Chicago.  IL  60601. 


Recycling.  Do  it  Today  For  Tomorrow. 


Amoco  Chemical  Company 
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coming  sales  dip  may  be  reversed  in  1991 

he  business  cycle  is  turning  down  again  for  the  volat 


The  business  cycle  is  turning  down  again  for  the  volatile 
semiconductor  industry.  After  two  years  of  high-flying 
expansion,  the  industry  grew  an  additional  97'  in  1989. 
But  this  year,  it  will  only  be  able  to  reminisce  about  those 
days.  Sales  will  struggle  to  reach  last  year's  estimated  $49.1 
billion,  and  that's  an  optimistic  scenario.  The  Semiconductor 
Industry  Assn.  sees  a  slight  dip  in  1990  revenues,  to  $48.5 
billion.  In  the  12  years  that  the  SIA  has  been  making  projec- 
tions, this  is  the  first  time  it  ever  has 
predicted  negative  growth. 

There  is  no  use  hiding  the  facts. 
U.  S.  chip  producers  continue  to  lose 
ground  to  foreign  competitors,  pri- 
marily the  Japanese.  American  com- 
panies now  have  only  about  40'/'  of 
the  world  market,  trailing  Japan's 
47%  share,  according  to  market  re- 
searcher In-Stat  Inc.  And  chances 
are  slim  that  Silicon  Valley  can  mus- 
ter the  capital  needed  for  enough  ex- 
pensive new  plants  and  technology 
to  stop  the  erosion.  "It's  a  very 
tough  time  for  the  U.  S.,"  laments 
W.J.  Sanders  III,  of  Advanced  Mi- 
cro Devices  Inc.  (.AMD),  a  broad-based 
chip  supplier. 

SHUTTERED  PLANTS.  To  minimize  the 
damage,  U.  S.  producers  have  been 
cinching  their  belts.  Last  year.  Na- 
tional Semiconductor  Corp.  laid  off  5'/'  of  its  work  force  and 
closed  four  older  plants  after  losing  $55.7  million  in  the  six 
months  ending  in  November,  1988.  It  expects  to  bounce  back 
to  profitability  this  year  despite  flat  revenues.  .\.MD  finished  its 
pruning  in  late  1988,  too,  and  after  nearly  doubling  its  profits 
in  1989,  to  about  $37  million,  the  company  should  show  further 
growth  in  earnings  this  year,  according  to  Prudential-Bache 
Securities  Inc.  Even  prosperous  Intel  Corp.,  which  makes  the 
microprocessors  used  at  the  heart  of  most  desktop  computers, 
closed  an  aging  plant  in  De- 


I 


cember.  In  terms  of  control- 
ling costs,  says  David  L.  An- 
gel, a  Datiuiuest  Inc.  vice- 
president,  chipmakers  "are  in 
as  good  shape  as  I've  seen 
them." 

The  early  warning  signs  of 
a  downturn  started  to  crop  up 
more  than  a  year  ago  in  the 
form  of  sagging  orders.  The 
trend  w  i  masked  for  a  while 
by  high  p  rices  for  memory 
chips.  Although  computer 
sales  growtli  slowed,  more 
and  more  powerful  desktop 
machines  are  being  crammed 
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with  more  memory  chips.  That  kept  prices  high  for  certaj 
memory  chips  until  midyear.  Most  U.  S.  chipmakers  didi} 
benefit,  since  few  of  them  make  these  chips  anymore. 

Still,  in  contrast  to  the  prolonged  chip  recession  of  1985-: 
this  downturn  should  be  brief  and  the  landing  gentle.  Ch 
makers  have  resisted  overproduction,  and  there  are  just  12 
14  weeks'  worth  of  chips  in  the  supply  pipeline  now,  saj; 
market  researcher  VLSI  Research  Inc.  That's  way  below  the 
week  stockpile  in  1984. 

Moreover,  though  prices  are  soft  for  most  chips  right  no' 
demand  is  booming  for  so-called  ASICs,  or  application-speciii: 
integrated  circuits.  These  are  the  chips  that  buyers  use 
customize  all  manner  of  products — and  differentiate  the| 
from  rival  brands.  While  Japanese  companies  have  a  lar 
stake  in  the  low  end  of  the  ASIC  market,  U.  S.  producel 
dominate  the  high  end  and  are  posting  gains.  Texas  Instri 
ments  Inc.,  for  example,  reports  a  record  number  of  n 
electronic  products  being  designed  with  its  ASICs,  and  As'j 
specialist  VLSI  Technology  Inc.  (VTI)  is  looking  for  solid  grow*! 
this  year — as  much  as  30%.  "There  will  be  a  major  flow  of  ne- 
products  in  the  next  six  months,"  says  VTI  Vice-Presideji 
Douglas  G.  Fairbairn.  j 
A  few  other  markets  rema| 
strong,  as  well:  Demand  is  good  f| 
chips  used  in  telecommunication 
equipment,  computer  networks,  ai| 
even  autos.  Although  car  productic; 
is  flagging,  the  electronic  content 
autos  is  soaring.  Chips  for  sue 
ecjuipment  must  be  able  to  conve. 
back  and  forth  between  so-called  a 
alog  signals,  such  as  sound  wave 
and  digital  pulses  that  compute 
use.  This  has  stimulated  a  $2  billii 
business  for  chips  that  combine  an 
log  and  digital  processing  on  a  sing 
silicon  sliver. 

GOING  ABROAD.  Fortunately,  the  c 
cle  should  Ijottom  out  in  1990.  La 
this  year,  analysts  say,  desktop  coi 
puters  will  spark  the  next  spurt  ; 
chip  demand.  By  then,  the  newe 
generation  of  microprocessors  and  4  million-bit  memory  chi] 
will  be  available  in  volume,  at  lower  prices.  More  importar 
new  software  that  exploits  the  power  of  such  superchips  w 
be  commonplace.  So  the  semiconductor  industry  can  look  foj 
ward  to  a  197  surge  in  1991  sales,  predicts  G.  Dan  Hutcheso 
president  of  VLSI  Research. 

Some  industry  leaders  even  assert  that  after  this  yea 
slowdown,  lean-and-mean  U.  S.  chipmakers  will  recover  son 
market  share.  They  have  been  honing  their  manufacturir 
skills  and  now  can  match  Japan's  high  quality.  But  matchir 
Japanese  investment  in  new  capacity  will  be  harder,  given  tl 
deep  pockets  of  the  Japanese  and  U.  S.  interest  rates,  whic 
are  several  points  higher  than  in  Japan.  Last  year,  says  Dat 
quest,  Japanese  chipmakers'  investments  totaled  $5.5  billio 
compared  with  $3.8  billion  by  their  U.  S.  rivals. 

To  stage  a  comeback,  U.  S.  producers  are  focusing  the  ^ 
capital  spending  on  overseas  operations — because  that's  whei 
the  future  lies.  Slowing  markets  will  cause  domestic  ch 
consumption  to  drop  nearly  27  this  year,  figures  In-Stat.  BiRjjf 
elsewhere,  it  will  rise — 3.27  in  Japan  and  3.77  in  Europe.  TI 
drawback  for  U.  S.  producers  is  that  Japan's  market  is  st 
tough  to  crack,  and  Europe's  may  get  tougher  as  it  prepare 
to  open  its  borders  in  1992.  "Any  U.  S.  company  that  surviv€ 
the  1980s  is  in  better  shape,"  says  Intel  President  Andrew 
Grove.  "But  so  is  the  competition." 

By  Richard  Brandt  in  San  Francisi 
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TELECOMMUNICATIONS 


MERE'S  LESS  AND  lESS 
TATIC  ON  THESE  LINES 


eregulation  is  filling  phone  company  coffers 


|he  regulatory  overhaul  that's  sweeping  the  telecommuni- 
cations industry  should  ensure  robust  performances  this 
year  for  companies  that  sell  phone  services — especially 
;even  Baby  Bells.  Not  quite  so  promising:  prospects  for 
nunications-equipment  makers,  who  are  engaged  in  fren- 
competition  that  could  last  all  year, 
e  Federal  Communications  Commission  started  to  revise 
3gulatory  scheme  last  July,  when  it  decided  to  stop  limit- 
American  Telephone  &  Telegraph  Co.'s  rate  of  return  and 
ad  set  price  caps  for  long-distance  service.  It  plans  to  do 
ame  this  year  for  interstate  ser- 
furnished  by  local  phone  compa- 
The  caps  on  returns  meant  that 
ts  from  more  efficient  opera- 
often  had  to  be  given  back  to 
jmers.  Now,  cost-cutting  can 
directly  to  the  bottom  line, 
s  unclear  whether  the  new  regu- 
y  plan  has  stopped  the  erosion 
lT&t's  market  share,  which 
ped  22  points  since  1984,  to 
t  68'?^'.  But  the  change  almost 
linly  let  AT&T  boost  profits  in 
as  it  cut  costs  by  eliminating 
•0  jobs.  AT&T  already  has  said  it 
dump  an  additional  8,500  jobs 
year,  though  analysts  predict 
a  5%  increase  in  1990  earnings, 
3.3  billion,  on  a  10%  revenue 
,  to  $36.5  billion.  They  see  a  big- 
jayoff  in  future  years.  The  FCC's 
approach  "will  help  unlock  huge  earnings  power  for 
\"  predicts  PaineWebber  Inc.  analyst  Jack  Grubman — all 
out  boosting  long-distance  phone  rates, 
ate  regulators  have  noticed  this  win-win  approach.  To 
urage  local  phone  monopolies  to  become  leaner  and  mean- 
it  least  a  dozen  state  utility  commissions  are  poised  to 
don  the  current  rate-of-return  regulation  and  switch  to 
■r  price  caps  or  a  regulatory  scheme  called  "incentive 
lation"  that  lets  a  phone  company  and  its  customers  share 
ist  savings.  The  first  Baby  Bell  to  benefit  will  be  Pacific 
sis  Group.  In  October,  California's  Public  Utilities  Com- 
ion  voted  to  cap  the  phone  rates  of  PacTel's  Pacific  Bell 
idiary.  "It's  a  real  opportunity"  to  boost  earnings,  says  G. 
hell  Wilk,  president  of  the  commission.  Pennsylvania,  Tex- 
^^isconsin,  and  other  states  may  also  move  toward  some 
I  of  incentive  regulation. 

I  SEASON?  The  regionals  also  may  get  a  boost  this  year 
1  Washington,  which  is  considering  lifting  several  restric- 
;  that  were  imposed  by  the  consent  decree  that  broke  up 
Bell  in  1984.  That  agreement,  which  is  still  overseen  by 
!ral  Judge  Harold  H.  Greene,  bars  regional  phone  compa- 
from  selling  information,  carrying  long-distance  calls,  or 
ufacturing  phone  equipment.  But  the  Baby  Bells  are  wag- 
an  intense  lobbying  campaign  to  be  set  free.  If  they 
eed,  it  may  be  because  of  the  FCC's  moderate  new  chair- 
,  Alfred  C.  Sikes,  whom  many  in  Congress  seem  to  trust 


more  than  they  did  his  deregulation-minded  predecessors. 

With  Sikes  in  charge.  Democrats  on  Capitol  Hill  say  they 
may  be  more  willing  to  transfer  regulatory  authority  from 
Greene  to  the  FCC.  The  Washington  consensus  is  that  Sikes 
probably  would  still  bar  the  regionals  from  the  long-distance 
business;  Their  monopoly  on  local  services  could  give  them  too 
much  market  power  if  they  provided  both.  But  Sikes  might 
lower  the  gates  on  information  services  and  manufacturing. 
Information  products,  such  as  electronic  yellow  pages,  aren't 
profittible  for  anyone  right  now.  But  the  Baby  Bells'  scale  of 
operations  could  turn  these  businesses  into  moneymakers. 

In  long  distance,  meanwhile,  1990  is  starting  out  as  a  carbon 
copy  of  1989,  a  year  in  which  AT&T,  MCi,  and  Sprint  rolled  out 
promotional  plans  at  a  dizzying  rate.  "There's  clearly  a  major 
battle  for  market  share  going  on,"  says  Joel  Gross,  an  analyst 
for  Donaldson,  Lufkin  &  Jenrette  Securities  Corp.  In  1989, 
AT&T  dropped  its  prices  3%.  And  an  across-the-board  price  war 
could  break  out  this  year. 

Even  if  it  does,  the  phenomenal  grovirth  in  long-distance 
calling  should  prevent  much  financial  damage.  Domestic  long- 
distance volume  is  expected  to  rise  at  least  12'/'  in  1990,  to  196 
billion  calling  minutes,  as  customers  take  advantage  of  the 
4{)7<  drop  in  rates  since  1984.  Most  of  the  drop  came  from  an 
FCC  decision  to  put  the  cost  of  con- 
nections to  local  networks  on  the  lo- 
cal phone  bill.  Increased  use  of  fac- 
simile machines  and  computer-to- 
computer  interchanges  may  chip  in 
with  extra  revenues.  And  the  volume 
of  overseas  calls  could  increase  at 
least  20%,  to  20  billion  calling  min- 
utes. As  a  result,  MCl  Communica- 
tions Cor|3.'s  1990  revenues  are  ex- 
l.)ected  to  jump  177",  to  $7.5  billion, 
while  its  net  income  increases  35%-, 
to  $815  million.  Sprint's  net  is  expect- 
ed to  soar  148%',  to  $560  million,  on  a 
22%  rise  in  revenues,  to  $5.5  billion. 
DOLDRUMS.  U.  S.  telecommunications 
companies  see  new  business  opportu- 
nities abroad,  as  governments  in 
such  countries  as  Italy  and  France 
loosen  the  reins  on  their  telecom- 
munications monopolies.  Some  for- 
eign forays  already  have  begun.  In  December,  a  group  that 
includes  Pacific  Telesis  won  what  could  be  a  lucrative  license 
to  build  the  first  private  cellular  phone  system  in  West  Germa- 
ny. US  West  Inc.  in  Denver  is  working  with  a  consortium  of 
eight  companies,  including  British  Telecom,  on  a  $500  million 
project  to  string  a  fiber-optic  cable  between  Europe  and  Japan. 

That  leaves  only  the  phone  equipment  makers  in  the  dol- 
drums. Last  year,  price  wars  cut  margins  for  office  phone 
systems  and  switches  to  2%,  down  from  12%'  in  the  early  '80s. 

Even  here,  though,  a  little  re- 
lief may  be  on  the  way.  In 
November,  the  International 
Trade  Commission  ruled  that 
Japan's  Toshiba  Corp.  and 
South  Korea's  Lucky-Gold- 
star Group  were  guilty  of 
dumping  certain  phone  equip- 
ment in  the  U.  S.  Stiff  tariffs 
should  follow,  and  U.  S.  man- 
ufacturers may  raise  prices  in 
1990,  perhaps  by  up  to  10%  .  If 
so,  it  will  be  one  of  those  un- 
usual years  in  the  phone  busi- 
ness when  just  about  every- 
one rings  up  profits. 
By  Mark  Lewyn  in  Washington 
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H  I  G  H;    T  ECHNOLOGY 


PHARMACEUTICALS 


THE  PINK— EXCEPT 
FOR  A  CASE  OF  NERVES 


The  health  care  furor  alarms  drugmakers 


What's  bothering  pharmaceuticals  maimers?  They  end- 
ed 1989  with  record-breaking  worldwide  sales  of 
close  to  $51.5  billion,  an  11.5?^  increase  over  1988. 
Their  net  profit  margins  jumped  nearly  two  points,  to  22.6%. 
New  drugs  are  pouring  out  of  their  laboratories.  Stockholders 
are  happy.  And  U.  S.  producers  are  entering  the  new  decade 
still  as  the  dominant  prescription-drug  industry  in  the  world. 

Nonetheless,  drugmakers  feel  a  headache  coming  on,  and 
it's  called  health  care  costs.  Drug 
expenditures  have  held  steady  at 
about  6.7%  of  total  U.S.  health" care 
spending  since  1987.  But  producers 
suspect  that  this  won't  prevent  them 
from  ending  up  on  the  hot  seat  this 
year  with  the  rest  of  the  health  care 
industry. 

FEDERAL  PROBES.  Last  year,  a  feder- 
al grand  jury  in  Washington  subpoe- 
naed records  from  the  Pharmaceuti- 
cal Manufacturers  Assn.  and  several 
of  its  members,  investigating 
charges  that  some  companies  have 
refused  to  bid  on  medicaid  business. 
And  Congress  began  looking  at  com- 
plaints that  other  companies  were 
unfairly  offering  select  discounts  to 
a  few  customers — mainly  hospitals 
and  HMOs  that  buy  products  in  bulk. 
No  one  knows  what  the  probes  will 
produce.  But  if  Washington  cracks  down  on  prices,  the  great- 
est threat  will  be  to  research-and-development  budgets.  Last 
year,  drugmakers  spent  $7.3  billion — about  14.2'^  of  their  do- 
mestic sales — on  R&D.  This  year,  that  could  move  up  to  15%,  or 
$8.7  billion.  Nearly  half  will  go  to  develop  drugs  for  the 
medicare  market,  where  sales  are  growing  fastest.  By  the 
year  2000,  according  to  Commerce  Dept.  estimates,  13%  of  the 
U.  S.  population  will  be  65  or  older,  up  from  9';^  in  1960.  U.  S. 
drugmakers  are  testing  221  new  products  for  this  grou{j — 
including  87  drugs  for  heart 


disease,  hypertension,  and 
stroke  victims,  65  for  control 
of  cancer,  and  25  for  arthritis. 

The  competition  for  sales 
will  be  heated  once  such  prod- 
ucts go  on  sale.  And  to  com- 
pound that  problem,  the  aver- 
age cost  of  bringing  a  new 
drug  to  market  continues  to 
rise.  Last  year,  the  figure 
rose  5?',  to  $135  million,  ac- 
cording to  the  industry's  cal- 
culations. 

That's  a  worry  to  all  drug- 
makers.  But  it's  especially 
threatening  to  second-tier 
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pharmaceutical  makers  that  are  becoming  more  vulnerable  a, 
some  of  the  nation's  largest  chemical  companies  move  furthe 
into  drugs.  Among  them:  Dow  Chemical  Co.,  which  now  own 
677"  of  Marion  Laboratories  Inc.;  Monsanto  Co.,  which  bough 
G.  D.  Searle  &  Co.  in  1985;  and  Du  Pont  Co.,  which  last  yea 
worked  out  a  marketing  and  development  deal  with  Merck  i 
Co.  that  could  make  Du  Pont  a  serious  pharmaceutical  cor 
tender. 

MORE  MERGERS.  Even  inside  the  drug  business,  giant  ne\ 
companies  are  emerging.  The  biggest  of  them:  Bristol-Myer 
Squibb,  formed  in  a  merger  last  summer.  The  deal  cost  Bristc 
a  healthy  $11.5  billion.  But  the  combined  company  could  hav 
$4.5  billion  in  drug  sales  this  year,  and  a  research  budget  o 
more  than  $600  million. 

Competition  like  this  will  put  a  strain  on  the  likes  of  Pfizei 
Schering-Plough,  Upjohn,  Warner-Lambert,  and  Rorer  Grouf 
Thus,  there  could  be  more  mergers  or  takeovers  this  year.  Th 
price  will  be  steep,  because  drug  stocks  are  selling  at  hig' 
multiples.  But  that  may  not  dissuade  companies  such  as  Swil 
zerland's  Hoffmann  La  Roche  Inc.,  which  has  been  scoutinj 
several  years  for  a  U.  S.  pharmaceutical  house  to  add  to  it 
already  considerable  American  hole 
ings.  Or  Britain's  Glaxo  Holding 
PLC,  whose  Glaxo  Inc.  recently  ha 
been  the  fastest-growing  domesti 
drug  house.  Sales  are  plateauing  fc 
Glaxo's  major  product,  the  anti-ulce 
drug  Zantac,  and  the  drug  is  schec 
uled  to  go  off  patent  in  1995.  An 
lysts  expect  Glaxo  to  try  to  acquire 
company  with  some  other  hot-sellin: 
patented  drug  well  before  that  date 
U.  S.  pharmaceutical  makers  als 
are  scrambling  to  adapt  to  th 
changing  drug  scene  in  the  EC  befor 
its  borders  open  in  1992.  Last  yeai 
U.  S.  drugmakers  got  $17.7  billion,  o 
34.4'a,  of  their  sales  overseas,  an 
they  have  stepped  up  licensin 
agreements  in  Japan,  the  world 
No.  2  drug  market,  as  well  as  in  Ei 
rope.  Such  arrangements  mak 
sense  in  an  era  of  rising  development  costs.  Warner-Lamber 
for  one,  signed  a  deal  last  November  with  Dainippon  Pharm; 
ceutical  to  sell  an  advanced  form  of  the  Japanese  company 
antibacterial  drug,  called  quinolone,  in  the  U.  S.  Warner  als 
has  filed  for  Food  &  Drug  Administration  approval  of  anothe 
Dainippon  antibacterial  product,  Comprecin,  and  expects  th 
green  light  to  market  it  early  this  year.  It  thinks  the  potenti; 
U.  S.  market  for  such  products  could  be  $300  million  annual! 
NEW  PATENTS.  Apart  from  such  deals,  Japanese  drugmaker 
have  yet  to  make  a  major  move  in  the  U.  S.  But  they  ar 
lurking  close  by,  according  to  industry  executives.  The  U. 
drug  market  is  the  world's  largest.  And  the  Japanese  seldoi 
pass  up  a  target  like  that. 

Until  they  arrive,  U.  S.  drugmakers  will  be  more  concerne 
about  competition  from  generics,  the  nonbranded  drugs  thi 
compete  with  branded  products  once  they  lose  patent  protei 
tion.  Some  major  pharmaceuticals,  such  as  Pfizer's  Procardi; 
a  cardiovascular  drug,  and  Eli  Lilly  &  Co.'s  Ceclor,  an  antibio 
ic,  will  go  off  patent  in  the  next  year  or  so.  Still,  applicatior 
continue  to  flow  through  the  FDA,  which  approves  20  to  30  ne 
drug  entities  annually. 

So  perhaps  drug  executives  shouldn't  be  edgy.  The  pace  ( 
change  is  brisk  in  their  fast-growing  business.  But  for  a 
industry  in  such  good  health,  that's  a  problem  most  companit 
should  be  able  to  handle. 

By  Jane  H.  Cutaia  in  New  Yoy 
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AGRICULTURE 


THE  FARM  BELT  IS 
FEELING  ITS  OATS 


Dluses  are  low,  land  is  high.  But  the  weather... 


has  been  a  long  time  since  people  used  the  words  "stabil- 
y"  and  "agriculture"  in  the  same  breath.  But  that's  just 
hat  forecasters  are  doing  after  the  tumultuous  1980s,  in 
1  the  U.  S.  farm  economy  suffered  mightily  from  oppres- 
debt,  shrinking  world  markets,  low  prices,  and  the  worst 
^ht  since  the  Depression.  Problems  aplenty  still  dot  the 
.land.  Subsoil  moisture  is  dangerously  low  in  many  places, 
icial  problems  trouble  one  farmer  in  10.  And  thousands  of 

towns  remain  economically  distressed.  But  "the  pulse  of 
arm  economy  is  much  stronger  as  we  enter  1990,"  says 
ory  Hanson,  an  Agriculture  Dept.  economist, 
anks  in  large  part  to  the 
?ht  of  1988,  surpluses  of 

agricultural  commodities 

been  drastically  reduced, 
crop  prices  have  regained 
igth.  Assuming  normal 
her,  agricultural  experts 

farmers'  cash  income  will 
^7f  to  4%  this  year,  to  about 
billion.  Their  debt  already 
Iropped  more  than  50%  since 
lark  days  of  the  mid-1980s, 
;urging  land  values  have  re- 
d  about  two-thirds  of  the 
y  they  lost. 

is  is  good  news  for  agricul- 
;  suppliers.  Farm  capital 
iing  is  likely  to  rise  about 


0  $11.8  billion  this  year,  according  to  the  Agriculture 
.  As  a  result,  equipment  makers  such  as  Deere  &  Co.  and 

New  Holland  Inc.  should  continue  to  enjoy  the  gradual 
'ery  they've  had  since  1986,  following  a  six-year  horror 

when  unit  tractor  sales  fell  lh"/< .  In  fact,  Agriculture 
.  economist  Stan  G.  Daberkow  thinks  agricultural-equip- 

producers  may  have  robust  sales  for  several  years, 
re's  an  aging  machinery  stock  out  there  to  be  replaced," 
lys.  "The  last  heavy  buying  was  in  the  1970s." 
'ING  FOR  RAIN.  Bad  weather  could  quickly  deflate  such 
^ood  forecasts.  Fearing  a  repeat  of  1988's  drought,  farm- 
i'orried  about  rainfall  all  during  1989.  But  in  most  areas, 
ains  came,  and  crops  flourished.  One  exception:  the  Great 
s  winter  wheat  belt.  Farmers  there  need  heavy  snows, 
nally  since  the  market  is  poised  to  absorb  a  bumper  wheat 

Stocks  of  most  grains  rose  in  1989,  but  the  U.  S.  wheat 
itory  fell  for  the  fourth  year  in  a  row.  It's  now  down  to  a 
ously  low  443  million  tons,  a  10-week  supply, 
rn  farmers  also  will  be  watching  the  skies  intensely.  In 
J  parts  of  the  Midwest,  last  year's  rainfall  was  merely 
uate  and  came  at  just  the  right  time  in  the  corn-seed 
lination  process.  The  result:  a  good  crop  but  little  replen- 
ent  of  subsoil  moisture.  So  a  dry  1990  could  be  a  killer, 
sties,  however,  show  that,  in  a  typical  year  after  a 
ght,  yield  per  acre  is  higher,  as  happened  last  year,  and 
the  second  year  is  usually  more  bountiful  still.  If  that 
iction  holds  true  this  year,  consumers  will  cheer,  too. 
ysts  expect  a  3%  to  5%  rise  in  U.  S.  retail  food  prices. 


down  from  6';!  in  1989.  Plentiful  crops  would  depress  the  unit 
prices  that  farmers  get  for  their  goods.  But  higher  volume 
should  still  raise  farm  income. 

Overseas  sales  should  also  pick  up.  Farmers  expect  big 
wheat  orders  from  China.  And  Soviet  grain  shipments  from 
the  U.  S.  have  increased  507"  since  1987,  to  40  million  metric 
tons  last  year.  Analysts  think  they'll  rise  another  507"  by  1993. 
"The  Soviet  Union  needs  food  to  make  perestroika  work," 
says  John  M.  McMillin  at  Prudential-Bache  Securities  Inc. 

In  fact,  many  economists  expect  the  1990s  to  be  a  decade  of 
ever-growing  prosperity  for  agricultural  exporters,  given 
healthier  Third  World  economies,  freer  markets  in  Eastern 
Europe,  and  a  liberalization  of  world  trade.  It's  a  plausible 
scenario.  "In  the  1990s,  we'll  see  world  feed-grain  usage  grow- 
ing 27"  to  2.57  a  year — after  17"  growth  in  the  1980s,"  predicts 
William  G.  Lapp,  an  economic  analyst  at  ConAgra  Inc.  He 
adds:  "The  U.  S.,  with  its  high  [farm]  productivity,  has  a 
competitive  advantage  and  the  most  to  gain." 
END  PRICE  SUPPORTS?  To  cash  in  on  that,  the  Agriculture 
Dept.  will  be  pushing  for  a  more  market-oriented  U.  S.  agricul- 
tural policy  when  debate  resumes  in  Washington  this  month 
on  a  new  five-year  farm  bill.  American  policy  in  the  past  has 
been  to  prop  up  prices  by  requiring  farmers  who  get  subsidies 
to  take  land  out  of  production.  But  this  hasn't  worked  very 

well  in  the  world  economy — 
where  competitors  respond  by 
boosting  production  and  under- 
cutting U.  S.  prices.  "I'm  sur- 
prised the  supply-management 
approach  has  any  support  in  this 
country  at  all,"  says  Agriculture 
Secretary  Clayton  K.  Yeutter. 

So  the  1990  farm  bill  may 
move  gingerly  toward  a  market 
approach,  reducing  so-called  land 
set-asides  and  giving  subsidized 
farmers  more  flexibility  to  decide 
what  crops  to  plant.  Environmen- 
talists will  applaud,  since  crop  ro- 
tation cuts  the  use  of  chemical 
pesticides  and  fertilizers. 
A  market-driven  farm  policy 
also  should  bolster  the  Administration's  negotiating  position  in 
the  97-nation  General  Agreement  on  Tariffs  &  Trade,  which  by 
late  1990  is  due  to  hammer  out  a  new  international  trade  pact. 
Yeutter  and  U.  S.  Trade  Representative  Carla  A.  Hills  are 
pushing  for  agreements  to  eliminate  all  agricultural  export 
subsidies  within  five  years  and  price  supports  in  10.  Any 
country  could  still  subsidize  its  farmers.  But  it  would  have  to 
do  so  with  direct  income  payments  rather  than  subsidies  tied 
to  farm  production. 

Such  a  switch  worldwide  could  be  a  boon  to  U.  S.  agricul- 
ture. But  the  Europeans  and  Japanese,  who  are  even  more 

politically  bound  to  agricul- 
ture policies  than  Washing- 
ton is,  are  aghast  at  the  idea. 
Thus,  some  in  the  farm  belt 
fear  retaliation  if  Yeutter 
and  Hills  press  too  hard.  The 
result  might  be  more  of  the 
unfair  trade  practices  that 
the  U.  S.  is  trying  to  end. 
And  that  would  be  a  tragedy. 
With  millions  around  the 
globe  in  need  of  food,  a  new 
round  of  protectionism  is  the 
last  thing  the  world  needs. 

By  Russell  Mitchell  in  Min- 
neapolis, with  Vicky  Cahan  in 
Washington 
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ItLooksIike 


At  first  glance,  the  new 
Subaru  Legacy  wagon  looks  like 
a  rather  kirge,  rather  kbxurious 
station  wagon. 

Wliich  is  exactly  what  it  is. 

But  get  behind  the  wheel 
and  all  resemblance  to  other 
wagons  disappears. 

The  moment  you  step  on 


the  gas,  you'll  teel  acceleration 
that  will  make  you  think  vouVe 
driving  something  more  (ike  a 
performance  car.  Thanks  to  the 
Subaru  Legacy  Wa2;on  s 
advanced  16- valve  tiorizontally 
opposed  akmiinum  engine. 
Designed  for  maximum  pertbr- 
mance  and  power,  it  s  a  ciesi2;n 


used  by  only  two  other  car 
makers:  Ferrari  and  Porscheirip^ 

When  you  round  youri 
first  curve,  you'll  experience  Pin;, 
effect  (^f  its  high-stabilit)'  inc^^,^, 
pendent  suspension.  Climb  )ii  ^] 
first  hill  ana  vou'll  sense  the  ^  -^^^ 
efficiencv  of  its  electronic  au9^j^ 
matic  transmission.  Brine;  tf 


iveltjTheLess 
Itatio 


iru  Legacy  to  a  stop,  and  its 
puterized  4  wheel  disc 
es  will  mal<:e  the  notion  that 
re  in  a  wagon  fade  flirther 
1  memory. 

Should  you  experience  its 
3nal  road  holding  comput- 
:d  4  wheel  drive  system  in 
weather,  you'll  surely  stop 


comparing  the  Subaru  Legacy 
to  a  wagon. 

And  when  you  see  how 
much  cargo  space  the  Subaru 
Legacy  offers,  you'll  realize  the 
difference  between  a  Subam 
Legacy  and  other  wagons  is  a 
big  one.  Literally. 

In  fact,  the  only  thino; 


about  our  wagon 
that  looks  an)n:hing 
like  ordinary  wagons 
is  the  sticker  price. 

SubaniLegacy 

We  Built  Ourl^putatim 
By  Building  A  Better  Car 
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ENERGY 


BIG  OIL  GETS  OUT 
ITS  EXPLORER'S  GEAR 


But  it's  choosing  its  targets  with  care 


It  seemed  to  H.  Leighton  Steward,  the  chairman  of  Louisi- 
ana Land  &  Exploration  Co.,  that  the  oil  bust  would  never 
end.  Since  1986,  he  has  focused  more  on  shedding  assets 
and  cutting  costs  than  on  drilling  for  oil.  But  last  year,  the 
price  of  U.  S.  crude  rose  18'^ ,  to  $19.65  a  barrel,  and  Louisiana 
Land  earned  about  $43  million  on  sales  of  $800  million — its 
best  performance  since  1984.  Thus 
buoyed.  Steward  will  raise  his  exploration 
budget  by  30'/'  this  year,  to  $200  million. 
"If  we  get  stable  prices  for  another 
year,"  he  says,  "we'll  be  in  good  shape." 

Across  the  industry,  oilmen  are  crawl- 
ing out  of  their  bunkers.  Production  prof- 
its for  the  six  largest  integrated  compa- 
nies rose  12'/f  last  year,  to  $9  billion, 
according  to  Salomon  Brothers  Inc.  ana- 
lyst Bernard  J.  Picchi.  In  fact,  production 
accounted  for  549(  of  all  earnings  for 
these  companies  vs.  46'/  for  refining  and 
marketing,  says  Energy  Performance  Re- 
view, an  industry  consulting  group. 
That's  almost  the  opposite  of  the  break- 
down a  year  earlier.  In  1990,  Texaco  Inc. 
will  boost  its  exploration  budget  by  26'/, 
to  $2.9  billion,  and  Shell  Oil  Co.  will"  spend 
$1.9  billion,  up  19'/. 

The  big  question  now  is  OPEC.  By  most 
outside  estimates,  the  group's  production 
is  too  high — and  several  of  its  members 
continue  to  violate  agreed-on  quotas.  The 
extra  crude  this  spills  into  the  market- 
place, plus  OPEC's  plan  to  jack  up  produc 
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tion  by  ?'/■  in  1990,  could  hurt  U.  S.  crude  prices.  Still,  the 
betting  is  that  the  cartel  will  move  fast  this  time  to  avoid  a 
1986-type  price  collapse.  And  it  will  probably  get  an  assist 
from  modest  demand  growth  worldwide,  plus  lower  oil  exports 
from  non-OPEC  nations — primarily  the  Soviet  Union.  Its  crude 
production  fell  about  3'/-  in  1989,  to  12.1  million  barrels  a  day. 
In  short,  1990's  domestic  crude  prices  should  average  $17  to 
$19  per  barrel,  say  analysts.  At  that  level,  earnings  for  the  six 
largest  oil  companies  would  drop  about  5'/,  according  to  Salo- 
mon, on  a  3'/  increase  in  revenues,  to  $313  billion. 
LOGICAL  STEP.  That  will  depend  to  some  extent  on  what  hap- 
pens to  natural  gas,  which  the  majors  also  produce.  Last  year, 
gas  sold  at  more  than  a  30'/  discount  to  residual  oil — about 
$1.60  per  thousand  cubic  feet.  As  cold  weather  runs  down  gas 
supplies  this  winter,  the  U.  S.  wellhead  price  could  rise  to 
nearly  $2 — much  closer  to  the  price  of  oil.  That  would  help 
offset  falling  oil  income  for  such  companies  as  Amoco,  Phil- 
lips, and  Shell,  whose  gas  reserves  are  larger  than  their  oil 
holdings.  These  giants  have  been  spending  heavily  in  recent 
years  to  develop  new  gas-riiarketing  operations,  which  sounds 
logical  to  Wall  Street.  At  yearend,  the  stocks  of  such  indepen- 
dent gas  producers  as  Mil  hell  Energy,  Tejas  Gas,  and  South- 
western Energy  were  all  riding  close  to  their  1989  highs. 


Much  of  the  new  exploration  money  will  flow  overseas 
where  finding  costs  are  lower  because  potential  new  oil  ani 
gas  fields  are  bigger.  Overseas  spending  will  be  up  13'/  to  15' 
this  year  vs.  5%  to  7'/  in  the  U.  S.,  according  to  a  Salomo: 
survey.  Chevron  Corp.  will  spend  half  of  its  exploration-anc 
production  budget  abroad  vs.  30'/  a  decade  ago.  And  the  shar 
may  keep  rising,  since  many  promising  domestic  fields 
Alaska  are  now  off-limits  because  of  the  Valdez  oil  spill. 

The  majority  of  the  new  drilling  in  the  U.  S.  is  for  gas.  Sine 
last  spring,  52  rigs,  an  increase  of  48'/,  have  started  up  in  th 
gas-rich  Gulf  of  Mexico.  And  on  Dec.  7,  Shell  Oil  announced 
$1.1  billion  project  to  develop  a  giant  deep-water  oil  and  ga 
rig  there  as  well.  That's  good  news  for  service  companies 
Drilling  rates  in  the  Gulf  have  jumped  50'/  since  last  spring 
And  even  though  most  drillers  are  losing  money,  they  coul| 
turn  the  corner  this  year  if  activity  keeps  picking  up.  To  reall 
rev  up  drilling,  however,  oil  prices  "need  to  get  into  the  mi( 
20s,"  says  Theodore  R.  Eck,  chief  economist  for  Amoco  Corj 
That  won't  happen  in  1990.  So  companies  are  choosing  the 
targets  carefully  or  taking  an  even  safe 
course — buying  reserves.  In  1989,  240  d( 
mestic  properties  changed  hands,  wort 
$16.5  billion  says  PLS  Inc.,  an  oil-and-ga  ^1 
research  firm.  The  big  oil  companies  wi 
keep  splurging  this  year,  though  the 
may  not  break  1988's  record  of  $20  1 
lion,  which  included  the  $7.3  billion  sale 
Tenneco's  oil-and-gas  properties. 
CLEANER  FUELS.  Big  Oil  also  will 
spending  heavily  on  refineries  this  year 
but  not  because  it  wants  to.  The  gover: 
ment  is  demanding  that  more  toxic  sul 
stances,  such  as  sulfur,  be  removed  froi 
fuel  products.  Meanwhile,  demand  for  r 
fined  products  is  only  so-so.  After 
years  of  growth,  gasoline  sales  were  fl; 
in  1989.  And  they  could  grow  by  on 
1.8'/  this  year,  says  Purvin  &  Gertz  Ind 
a  Houston-based  consultant.  Even  wor#™'i 
for  business  is  the  threat  implicit  in 
White  House  proposal  to  start  replacin 
gasoline  with  cleaner  fuels,  such  as  met  » 
anol,  by  the  mid-1990s.  That's  forcing  t\ 
industry  to  launch  its  own,  multimillio: 
dollar  fuel-development  effort. 
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THE  HUNT  FOR  OIL 
NUDGES  BACK  UP 


Uncertainty  over  such  issues  could  stymie  plans  to  bui 
new  U.  S.  refineries.  More  than  100  were  shut  in  the  1980 
leaving  survivors  to  run  at  near-full  capacity — and  vulnerab 
to  disruptions.  In  late  December,  brutal  cold  weather  and  £ 
explosion  at  Exxon  Corp.'s  Baton  Rouge,  La.,  refinery  sei 
home  heating  oil  prices  soaring  and  caused  spot  shortage 

Short-term,  this  should  kee  iEii 
operating  margins  on  refim 
products  high.  Profits  for  tl 
year  may  come  close 
1989's,  a  healthy  year  by  hijtrtisi 
torical  standards. 

Indeed,  1990  could  look 
lot  like  1989  for  oil  comp 
nies.  Even  the  price  volatili  line 
in  crude  oil  at  the  end  of  la 
year  may  disappear,  says  J 
seph  A.  Stanislaw,  managii 
director  of  Cambridge  Em 
gy  Research  Associates'  E  fc,  ai' 


ROTARY  DRILLING  RIGS 
OPERATING  IN  THE  U.S. 
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ropean  operations.  Just 
long  as  OPEC  helps  out. 


By  Mark  Ivey  in  Hoicstt  iJipj 
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NATURAL  RESOURCES 


FOREST  PRODUCTS 


OVERCAPACITY  WILl 
WHITTLE  PROFITS 


)rest  products'  big  expansion  may  backfire 


tore  than  just  a  decade  is  ending  for  forest-products 
companies.  After  four  years  of  meteoric  growth,  they 
face  sliding  paper  prices  in  1990  and  their  first  down- 
iince  1985.  The  culprit  is  excess  production  capacity.  And 
/en  momentum  from  1989's  surge  in  lumber  and  wood- 
prices  offers  much  consolation.  Analysts  are  bracing  for 
3rall  profit  decline  in  1990  of  as  much  as  W/'  for  the  $183 
I  industry. 

:  that  anyone  is  weeping.  Profits 

■  forest-product  companies  rose 
5%  last  year,  to  an  all-time  high 
)ut  $8.5  billion,  after  jumping  an 
ge  40/'  in  each  of  the  previous 
years.  So  even  a  207'  setback 
I  produce  the  second-best  year 
;ord. 

iR  MARKETS.  But  the  earnings 
\  has  created  a  problem.  It  has 
!  a  blaze  of  capital  spending — 
/o,  to  $14.3  billion  last  year,  with 
illion  more  slated  for  1990.  This 
5  production  capacity  will  ex- 
by  an  average  3.47  annually 
the  next  three  years,  according 
e  American  Paper  Institute, 
while,  for  next  year  at  least,  de- 
will  be  growing  only  about 
ilong  with  the  economy.  "It's 
n  nature  to  get  optimistic  and 
maybe  go  overboard,"  says 
rd  B.  Madden,  chairman  of  Potlatch  Corp. 
le  of  the  products  that  helped  fuel  paper's  recent  bonan- 
•eady  are  limping.  Prices  for  certain  grades  of  market 
paper's  raw  material  and  a  big  export  commodity,  start- 
ling late  in  1989.  And  weaker  consumer  spending  is  now 
ening  demand  for  linerboard,  used  in  making  boxes,  just 
)ducers  are  increasing  capacity  by  3.17  this  year.  Stone 
iner  Corp.'s  chairman,  Roger  W.  Stone,  hopes  that  ro- 
European  demand  will  take  up  the  slack, 
inerboard's  outlook  seems  dicey,  "newsprint  is  a  disas- 
says  James  G.  Crumps  Jr.,  chief  operating  officer  at 
Northern  Nekoosa  Corp.  In  1989,  a  fall  in  newsprint 
tising  cut  demand  and  prices  by  Tk,  to  about  $509  a  short 
L.nd  with  6.47  more  capacity  being  added  in  North  Ameri- 
s  year,  average  prices  could  drop  an  additional  77. 

■  few  bright  spots  include  firm  markets  for  high-grade 
ng  papers  and  bleached  paperboard  used  in  food  packag- 
Pissue  producers,  which  benefit  from  lower  pulp  costs 
se  most  don't  have  their  own  wood-chip  operations, 
I  prices  recently  for  the  first  time  in  four  years.  A  major 
n:  Such  producers  as  Scott  Paper  Co.  and  James  River 

are  investing  heavily  in  Europe,  where  consumer  de- 
for  tissue  is  growing  at  double  the  U.  S.  pace.  That 

;s  capital  from  domestic  capacity  expansions. 

npounding  overcapacity  troubles  are  higher  costs.  Prices 


for  wood  chips,  used  in  making  pulp  and  paper,  will  probably 
remain  near  record  levels  because  of  tight  timber  supplies  in 
the  Pacific  Northwest.  And  new  laws  mandating  greater  use 
of  recycled  fibers  will  force  newsprint  makers  to  shoulder 
retooling  costs. 

LUMBER'S  SCARCE.  Some  producers  hope  that  recent  diversifi- 
cations will  mitigate  this  year's  problems.  International  Paper 
Co.,  for  one,  expects  207-  of  its  earnings  to  come  from  special- 
ty grades  and  European  coated  and  copier  paper.  Moreover, 
lower  cash  flow  should  encourage  the  sale  of  nonstrategic 
assets  to  raise  cash  and  support  big  capital-spending  plans. 
This  could  lead  to  further  industry  consolidation.  Executives, 
however,  don't  expect  a  rash  of  takeovers  such  as  Georgia- 
Pacific  Corp.'s  recent  bid  for  Great  Northern  Nekoosa,  be- 
cause there  are  few  similarly  good  combinations  around.  Be- 
sides, even  with  sliding  prices,  U.  S.  paper  makers  now  are 
competitive  with  foreign  producers.  That's  a  big  improvement 
since  the  last  downturn,  when  the  strong  dollar  sapped  their 
strength  against  the  Scandinavians. 
The  other  half  of  the  industry — wood  products — was  sur- 
prisingly strong  last  year.  It  also 
should  do  well  in  1990,  for  unusual 
reasons.  Lawsuits  brought  by  envi- 
ronmentalists to  protect  the  northern 
spotted  owl  cut  off  half  the  timber 
supplied  by  Northwest  federal  for- 
ests last  year,  causing  timber  costs  to 
skyrocket.  The  result:  Some  produc- 
ers had  to  shut  down,  chopping  more 
than  57"  off  U.  S.  sawmill  and  ply- 
wood capacity.  For  those  still  in  busi- 
ness, prices  soared.  The  price  of 
plywood  shot  up  an  average  187  na- 
tionwide. Western  framing  lumber 
rose  127,  which  offset  price  declines 
in  Southern  lumber. 

  H  Congress  passed  legislation  in  Sep- 

I  tember  to  free  more  federal  timber 

this  year.  Still,  some  207  less  proba- 
bly will  be  sold  than  in  recent  years, 
keeping  pressure  on  prices.  And  de- 
mand could  add  to  the  pressure, 
buoyed  by  rebuilding  after  Hurricane 
Hugo  and  the  San  Francisco  earthquake.  Housing  starts, 
which  dropped  37  in  1989,  to  about  1.4  million,  may 
hold  at  that  low  level  this  year.  But  growth  in  home 
repair  and  remodeling,  which  was  halved  last  year  by  soggy 
East  Coast  weather,  may  be  up  67.  Analyst  Evadna  S.  Lynn 
of  Merrill  Lynch  Capital  Markets  Inc.  thinks  that  operating 
profits  from  19  wood-products  manufacturers  may  be  up  107, 


to  $1.96  billion,  after  soaring  2 


PAPER  PRICES 
TURN  DOWN 

WEIGHTED  COMPOSITE  PRICE 
FOR  17  GRADES  OF  PAPER 


DATA:  MERRIIL  LYNCH  UPlTAt  MARKfTS,  BW  EST. 


7  last  year. 

Still,  there's  more  uncer- 
tainty now.  If  demand  fal- 
ters, producers  that  have 
locked  up  high-cost  public 
timber  could  get  squeezed, 
especially  since  prices  will  be 
more  volatile  with  the  chang- 
ing supply  situation.  In  1990, 
"you  can  make  a  lot  of  mon- 
ey— or  go  broke— real  fast,'" 
says  Lee  C.  Simpson,  execu- 
tive vice-president  <>•'  Louisi- 
ana-Pacific Corp.  Tiiiit  pros- 
pect should  test  even  the 
industry's  best  iiianagers. 

By  .Joriitiian  B.  Levine  in 
San  Frdi.icl.sco 
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Now  what? 


%en  the  best  managed  com- 
pahie&  may  find  themselves  in 
this  s%Tiingly  unteniable  position. 
With  mmet  forces  changing  so 
rapidly,  the  very  same  pr^ptices 


that  built  a  business  may  now  be 
blocking  its  path  to  the  future. 

Andersen  Consulting  can  help 
show  you  the  way  out. 

We'll  work  with  you  to  examine 


and  rethink  your  basic  business 
practices.  If  they're  sound,  we'll  I 
suggest  you  keep  them.  Ifthe/rj 
getting  in  your  way,  we'll  help 
you  revise  them.  And  if  the  newj 


61990  Artitersen  Gon>u!li(|g,"AA  k  eo/S/C' 


icesses  can  be  enhanced  by 
jrmation  technology,  we'll 
p  you  automate  them, 
n  industry  after  industry, 
sinesses  have  employed  our 


techniques  to  get  back  on  track. 

Because  with  competition  in- 
creasing every  second,  no  com- 
pany can  afford  to  stay  cornered 
for  long. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S  C. 

Where  we  go  from  herei: 


BANKING 


BANKS  WIIL  LEARN 
TO  SALT  IT  AWAY 


They'll  cut  spending  to  boost  margins 


^  anks  spent  much  of  the  past  decade  getting  bigger. 
I  Now,  they  want  to  get  leaner.  And  the  threat  of  a  flat 
*or  limping  economy  this  year  makes  that  imperative.  A 
'icant  economic  slowdown  or  recession  could  put  a  big 
in  demand  for  new  loans.  Corporate  borrowers  will 
Ion  expansion  plans.  And  retail  customers  may  put  off 
g  new  cars  and  houses.  "It's  going  to  be  a  hard  environ- 
"  says  John  F.  Kooken,  chief  financial  officer  at  Security 
ic  Corp.  in  Los  Angeles. 

ill  adds  up  to  more  belt-tightening — on  top  of  relatively 
utbacks  in  the  U.  S.  banking 
ess  in  recent  years.  Budget-cut- 
ire  going  beyond  just  trimming 
tive  expense  accounts.  Many 
end  up  closing  down  marginal- 
)fitable  branches  or  getting  out 
es  of  business  that  offer  little 
th.  Bank  margins  already  are 
■thin,  and  for  many  lenders, 
^d  cost-cutting  in  1990  could 
the  difference  between  a  good 
and  a  bad  one.  Analyst  George 
ilem  of  Prudential-Bache  Secu- 
Inc.  reckons  that  profits  at  re- 
1  banks,  which  have  had  the 
returns  in  recent  years,  will 
up  by  an  average  of  only  5% 
■ear.  That  is  half  of  1989's  esti- 
i  advance. 

i  disappointing  third  quarter  of 
iiad  a  lot  to  do  with  making  the 
try  more  cost-conscious.  Commercial  banks  chalked  up 
million  in  combined  losses  after  the  biggest  ones  boosted 
^es  against  bad  Third  World  loans.  The  red  ink  was 
ng  when  compared  with  record  first-quarter  profits  of 
)illion.  And  the  damage  hit  just  as  bankers  were  starting 
90  budgets.  "Everyone  wants  to  replenish  capital,"  says 
,as  D.  Steiner,  a  consultant  with  McKinsey  &  Co.  "The 
to  use  is  operating  expenses." 

;  BANG  FOR  THE  BUCK.  In  recent  years,  banks  have  scored 
successes  in  battling  costs.  In  1988,  the  12  big  money- 
r  banks  spent  $1  to  fetch  $1.59  in  revenues,  according 
CA  Inc.,  a  bank-rating  agency.  But  in  1989,  every 
•  in  costs  produced  about  $1.65  in  revenue,  thanks 
ly  to  consolidations  of  back-office  operations  and  reduc- 
in  staff. 

^ionals  also  have  been  chopping  costs.  Over  the  past  two 
,  Fleet/Norstar  Financial  Group  Inc.,  with  $31.4  billion  in 
3,  has  cut  $100  million  of  its  overhead  and  1,000  employ- 
er 6%  of  its  work  force.  This  regional,  based  in  Provi- 
!,  isn't  letting  up.  Chairman  J.  Terrence  Murray  says  he 
to  close  or  sell  as  many  as  60  of  his  600  branches  in  New 
and  New  England  in  1990,  a  move  that  could  save  up  to 
million  annually.  Fleet/Norstar  may  lose  some  depositors, 
vith  "earnings  tougher  to  come  by,"  Murray  feels  that 
inal  outlets  have  to  go. 

squeeze  on  profits  also  will  force  some  banks  to  take  a 


harder  look  at  their  business  mix.  Smaller  banks  are  finding  it 
hard  to  maintain  an  ever-expanding  menu  of  retail  services. 
Take  credit  cards.  Although  banks  made  good  money  on  them 
through  most  of  the  1980s,  the  public  now  is  awash  in  plastic, 
and  new  customers  are  scarce.  As  a  result,  there's  a  big  push 
for  economies  of  scale,  meaning  fewer  card  issuers.  Already, 
10  banks  control  more  than  half  the  Visa  and  MasterCard 
business  in  the  U.  S.,  vs.  the  37%  share  they  had  in  1987. 

If  shrinking  services  don't  cut  banking's  operating  costs, 
takeovers  will.  And  observers  are  betting  on  more  mergers 
and  acquisitions.  After  acquiring  Irving  Bank  Corp.,  the  Bank 
of  New  York  saved  some  $100  million  in  1989  by  combining 
operations,  closing  offices,  and  eliminating  3,000  jobs.  Analysts 
think  some  $200  million  more  will  be  saved  in  1990. 
RED  ALERT.  A  tide  of  bad  loans,  however,  could  offset  the  cost- 
cutting.  Banks  have  gone  a  long  way  toward  putting  Third 
World  debt  behind  them.  But  they  haven't  done  much  about 
the  slew  of  risky  commercial  real  estate  loans  that  many  of 
them  carry.  Commercial  real  estate  loans  now  total  about  $350 
billion,  compared  with  just  $60  billion  in  Third  World  loans. 

Although  banks  are  putting  the  brakes  on  additional  real 
estate  lending,  they  may  not  have  done  so  soon  enough  to 
avoid  rising  delinquencies.  So  far,  problems  have  been  most 
dramatic  in  the  Southwest  and 
Northeast.  Indeed,  several  banks, 
most  notably  the  Bank  of  New  En- 
gland, have  reported  fourth-quarter 
losses  after  boosting  reserves 
against  troubled  real  estate  loans. 
But  experts  believe  problems  will  be- 
come obvious  elsewhere  as  the  year 
progresses.  Office-building  vacancy 
rates  in  many  cities  are  high:  137<'  in 
New  York,  17%  in  Atlanta,  and  21% 
in  Kansas  City.  And  a  weakening 
economy  could  raise  those  figures. 

A  deteriorating  real  estate  market 
also  could  confound  Washington's 
attempts  to  sort  out  the  fiasco  in  the 
savings-and-loan  industry.  Officials 
already  complain  that  the  $166  billion 
bailout  package  passed  last  August 
won't  be  enough  to  do  the  job.  And 
the  price  will  grow  significantly  if 
the  real  estate  market,  the  biggest  source  of  income  for 
thrifts,  softens  much  more.  Even  healthy  thrifts  are  finding 
the  going  tough.  Great  Western  Financial  Corp.  of  Beverly 
Hills,  Calif.,  was  one  of  the  more  profitable  thrifts.  But  it 
announced  in  November  that  it  expected  a  fourth-quarter  loss 
of  $75  million,  citing  $200  million  in  write-downs  and  provisions 
for  bad  real  estate  loans. 

Concerns  over  the  credit  soundness  of  banks  don't  end 
there.  Ever  since  the  botched  buyout  of  U.A.L  Corp.,  they've 

been  on  the  defensive  when  it 
comes  to  leveraged-buyout 
lending.  Last  November, 
Comptroller  of  the  Currency 
Robert  L.  Clarke  warned  that 
loan  quality  was  deteriorat- 
ing, as  competition  for  LBO 
lending  intensified.  The  pace 
of  LBO  deals  has  slowed.  And 
bankers  say  they're  being 
more  cautious  in  such  opera- 
tions. Still,  if  the  volume  of 
bad  loans  mounts,  even  the 
best  cost-cutters  will  have 
trouble  producing  good  prof- 
its this  year. 

By  John  Meehan  in  New  York 


BANKS  SCALE  BACK 
ON  COSTS 

NONINTEREST  OPERATING  EXPENSES 
AS  A  SHARE  OF  AVERAGE  ASSETS 
AT  THE  TOP  25  U.S.  BANKS 
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Welcome  to  The       ^    ^^^^^  the  center,  not  the  edgf  p[ 

Califomias.  ^IftEBk  to  be  in 

One  of  ihe  most  ^^^MmMS^  middle  of  thing; 

durable  myths  about  CALIFORNIA  republic   you  have  to  be  here 

this  part  of  1    svorld  ^^g^gmmmmmjmmagmm^m^  California.' 
is  that  its  on  l  ae       ^^^^^^^^^^^^^^^  are  the  wealthiest, 
edge-the  edge  '  the  continent,  the      fastest-growing  market.  Six  hundred 
edge  of  the  Pac   ;  the  edge  of  change,  billion  dollars  last  year  And  growing 

That's  very .  niantic  and  very  The  Gross  State  Product  has 

very  misleading,    le  Califomias  are     increased  steadiIy-65%  over  the  pas 


years. 

Since  1983,  over  2000  compan 
have  located  or  expanded  their 
rations  here.  Fully  one-third  of 
ted  States'  high-tech  companies 
here. 

U.S.  trade  with  Asia  now  sur- 
ses  trade  with  Europe.  One  hun- 
d  billion  dollars  of  foreign  trade 
ses  through  The  Califomias  each 


year. 

Remember  that  saying  about 
the  right  place  at  the  right  time?  For- 
get it. 

If  you^e  in  the  right  place,  if; 
doesn't  matter  what  time  it  is. 

The  Califco  iias^ 

California  Department    •  i ;  .  :  ■.  e 
1121  L  StreeU  Suite  600,  Sacramer         '  ^14,  (916)  322-1394. 


FINANCE 


Insurance 


A  CEASEFIRE  MAY  HELP 
INSURERS  RECOVER 

As  the  price  war  ends,  revenues  should  rise 


A hurricane,  a  major  industrial  mishap,  or  an  earth- 
quake is  never  good  news  for  U.  S.  property  and  casu- 
alty insurers.  In  1989,  they  had  to  pay  big  for  all 
three — $1.9  billion  for  Hurricane  Hugo,  $1.3  billion  for  the 
Phillips  Petroleum  Co.  plant  explosion  in  Pasadena,  Tex.,  and 
$1.1  billion  for  the  San  Francisco  quake.  But  the  disasters  may 
set  the  stage  for  rate  hikes  in  1990  that  will  beef  up  sagging 
premium  income.  The  insurers,  whose 
counterparts  in  life  insurance  also  are 
limping,  expect  an  87'  revenue  upturn — 
ending  the  property/casualty  price  war 
that  has  lasted  for  three  years. 

If  property/casualty  premiums  do 
move  up  in  1990,  policyholders  may  feel  a 
sense  of  deja  vu.  In  the  early  1980s,  the 
insurers  slashed  their  premiums  to  gain 
market  share.  When  losses  mounted, 
they  reversed  course  by  negotiating  high- 
er prices  and  eliminating  coverage  for 
everything  from  day-care  centers  to 
county  jails.  That  touched  off  a  public 
outcry  and  led  to  the  defection  of  many 
customers,  from  corporations  and  munici- 
palities to  merchants'  associations.  The 
defectors  switched  to  self-insurance,  pay- 
ing all  but  the  largest  claims  out  of  their 
own  pockets — in  the  process  siphoning 
off  one-third  of  all  property/casualty  pre- 
miums. In  a  desperate  attempt  to  recoup, 
insurers  slashed  rates  again  in  1988, 
though  this  failed  to  woo  back  many  customers.  "Insurers  are 
like  lemmings  running  together  in  a  pack,"  says  H.  Felix 
Kloman  of  the  Tillinghast  Div.  of  Towers  Perrin  Forster  & 
Crosby,  a  New  York-based  consultant. 

A  PLAGUE?  So  property/casualty  insurers  are  hurting  again. 
Last  year's  trio  of  catastrophes  is  expected  to  use  up  only  a 
small  fraction  of  their  $125  billion  in  reserves.  But  that  tab, 
combined  with  low  premiums,  cut  profits  in  the  $143  billion 
industry  to  al)out  $5  billion  in  1989,  down  from 
$15.6  billion  a  year  earlier.  As  1989  drew  to  a 
close,  David  A.  Kocher,  president  of  commer- 
cial insurance  for  Aetna  Life  &  Casualty,  was 
still  wondering  if  there  was  "time  for  a 
plague  to  hit  us"  before  yearend.  Aetna's  $130 
million  expense  for  catastrophes  in  1989  was 
three  times  its  1988  payout. 

Large  hits  like  this  may  force  insurers  to 
rethink  their  strategies.  But  no  one  expects 
them  to  react  as  violently  as  they  did  in  the 
mid-1980s.  Instead,  most  are  telling  their 
branch  offices  to  try  to  nudge  up  rates  when 
client  contracts  expire.  Hartford  Fire  Insur- 
ance Co.'s  goal,  for  exanij'le,  is  to  raise  prices 
in  1990  by  15/i.  Whether  if  will  get  that  much 
is  iffy,  however,  because  of  competitive  pres- 
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sures.  Ladenburg,  Thalmann  &  Co.,  a  Wall  Street  investmfit 
house,  looks  for  a  slower  rebound.  It  sees  the  return  on  eqi 
in  the  property/casualty  insurance  field  edging  down  to  4l 
in  1990,  from  5.37'  in  1989,  because  premium  boosts  taki 
while  to  turn  around  weak  balance  sheets.  Then,  the  firm  ss 
premiums  will  climb  back  to  a  healthier  16.57^  in  1993. 

Lacking  more  pricing  power,  insurance  companies  also  i* 
look  for  better  ways  to  shield  themselves  from  disasters.  ]  i 
instance,  they  may  assign  more  risk  to  reinsurance  pro' 
ers — syndicates  that  share  insurers'  liabilities.  That's  a  re\r- 
sal  of  the  industry's  recent  tendency  to  contain  costs  by  sh(  i- 
dering  more  risk  itself.  Insurers  also  are  asking  states  i- 
large  rate  increases  for  workers'  compensation — policies  t  it 
pay  employees  for  on-the-job  injuries.  Insurers'  losses  n 
workers'  comp  coverage  reached  $7  billion  in  1989  and  e 
headed  even  higher  in  1990.  The  primary  battleground:  Tex  ;. 
where  damage  awards  by  juries  led  to  $1  billion  in  losses  tt 
workers'  comp  coverage  last  year. 

The  Texas  legislature  did  vote  recently  to  limit  claimaiS' 
rights  to  a  jury  trial,  a  victory  for  insurers.  But  that  har  y 
counters  the  bad  news  in  California,  pe 
site  of  1988's  Proposition  103.  Its  aim  \4 
to  lower  auto  insurance  rates  by  at  leit 
207.  The  law  has  been  blunted  somewlt 
by  the  California  Supreme  Court,  wlir 
has  ruled  that  insurers  are  entitled  t4 
"fair  and  reasonable  rate  of  return."  t 
California  Insurance  Commissioner  R  i- 
ani  M.  Gillespie  interprets  that  to  m(  j 
that  rate  increases  should  be  limited  ) 
the  rise  in  inflation — a  cap  insurers  (  1 
too  low. 

LOOPHOLE.  They  continue  to  blame  h;  i  J 
rates  on  increased  medical  and  vehi  'J\ 
repair  costs.  But  while  most  are  los:  ; 
money  on  auto  insurance,  they're  stay: 
in  the  state.  The  reason:  The  Califor 
market  for  lines  of  business  such  as 
nuities  and  life  insurance  is  too  valua 
to  surrender.  "We'd  consider  pullinj.,  . 
but  so  far,  the  downside  is  worse  tlii 
the  upside,"  says  Donald  R.  Frahm,  clij 
executive  of  Hartford  Insurance. 
Insurers  also  are  wary  of  New  Jersey,  whose  new  gover 
Democrat  James  J.  Florio,  has  pledged  to  bring  down  str; 
spheric  auto  rates.  New  Jersey's  no-fault  law,  under  wh 
insurers  pay  most  accident  claims  no  matter  who  is  respoi 
ble,  was  weakened  by  a  loophole  that  lets  drivers  sue  for  p 
and  suffering  if  their  medical  costs  exceed  $200.  Trying 
contain  an  explosion  of  suits,  the  state  now  has  drivers  choc 
between  an  unlimited  right  to  sue — which  means  a  higl 
premium — or  agreeing  to  sue  only  for  fatal 
disabling  accidents. 

Life  insurers  face  big  challenges,  t( 
Spreads  between  the  insurers'  premium 
come  and  the  return  they're  getting  on  th 
investments  are  painfully  thin.  Thus,  ma 
life  insurers  lack  the  capital  to  invest  in  ni 
ventures.  Experiments  with  selling  polic 
through  banks,  stockbrokers,  and  by  din 
mail  are  fizzling.  So  insurers  are  using  an  < 
tactic:  trying  to  improve  their  agents'  selli 
skills.  "It's  back  to  basics,"  says  Michael  Tii 
senior  vice-president  at  Travelers  Insurar 
Co.  For  the  industry  in  general,  that  may 
the  tone  for  1990. 

By  Larry  Light  in  New  York,  with  L 
DriscoH  in  Hartford 
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1  one  of  the  country's  largest  makers  of  lawn- 
;  and  bicycles  needed  to  cut  inventory  costs, 
ned  to  Bull. 

3lped  them  take  advantage  of  the  rewards  of  Just- 
manufacturing  techniques  with  a  variety  of  Bull 
5,  including  our  Manufacturing  Resource  Planning 
package.  It  helped  Murray  coordinate  its  produc- 
ledules  with  those  of  their  suppliers.  Our  Master 
tion  Scheduling  module  matched  Murray's  pro- 
to  their  sales  requirements.  And  our  Capacity 


Requirements  Planning  module  helped  Murray  ensure 
that  they  didn't  make  promises  they  couldn't  keep. 

The  result?  Inventory  cost  reductions  of  $10,000,000. 

If  you're  looking  for  computer-based  real-life  business 
solutions  that  will  help  cut  costs,  talk  to  Bull.  Murray  did. 
And  if  anybody  can  recognize  a  good  cut,  they  can. 

Know  Bull. 

For  more  information  about  Bull's  manufacturing 
solutions,  call  1-800-233-BULL  ext.  150.  In  Canada 
1-800-268-4144 


Worldwide 
Information 
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Securities 


SEEKING  A  PAYOFF 
IN  MORE  LAYOFFS 


Securities  fimis  will  get  leaner  and  meaner 


For  the  beleaguered  securities  industry,  1989  was  the  year 
111'  living  dangerously.  The  shocking  190-point  plunge  in 
the  Dow  Jones  industrial  average  on  Oct.  13  was  a  devas- 
tating financial  and  psychological  blow.  Triggered  by  the  11th- 
hour  collapse  that  afternoon  of  the  $6.9  billion  leveraged 
buyout  of  UAL  Corp.,  the  minicrash  again  focused  attention  on 
Wall  Street's  excessive  use  of  debt  to  finance  megadeals. 
Arbitrageurs  lost  $600  million  on  the  UAL  deal  alone. 

This  year  may  be  a  little  less  trau- 
matic— but  no  less  risky.  Lawrence 
Eckenf elder,  an  analyst  with  Pru- 
dential-Bache  Securities  Inc.,  pre- 
dicts that  the  industry's  revenues, 
which  have  been  about  $51  million  in 
each  of  the  past  three  years,  will 
probably  be  flat  again  in  1990.  But 
the  profits  generated  by  many  key 
businesses  in  recent  years  are  likely 
to  suffer — especially  merchant  bank- 
ing-related activities.  The  takeover 
mania  that  sustained  many  securities 
firms  in  the  past  decade  is  slowing, 
thanks  in  large  part  to  the  fading  of 
once-feared  corporate  raiders.  Now, 
the  industry  is  looking  for  other 
profit  opportunities. 

Securities  firms  are  trying  to  im- 
prove the  profitability  of  their  retail- 
brokerage  business,  and  there  are 

signs  of  progress.  The  amount  of  money  that  brokers  bring  in 
may  increase  by  5%  to  107'  in  1990,  say  industry  analysts.  But 
such  gains  may  be  won  only  with  some  very  hard  selling.  "It 
will  be  a  year  in  which  the  scars  of  the  crash  of  1987,  and  the 
'crashette'  of  last  October,  won't  fade  completely,"  says 
George  L.  Ball,  chairman  of  Prudential-Bache  Securities.  To 
increase  their  earnings  in  the  retail  business,  securities  firms 
are  scrambling  every  which  way.  On  Dec.  5,  Pru-Bache,  citing 
rising  costs,  said  it  will  raise  commission  charges  for  most 
individual  investors  by  about  3'a.  Shearson 
Lehman  Hulton  Inc.  is  taking  the  opposite 
tack  and  will  chop  commissions  for  its  i0,500 
brokers  on  most  retail  sales  by  17^  to  27'  at 
first — with  other  possible  cuts  to  come — in 
hopes  of  raising  revenues. 
GUN-SHY.  Either  way,  brokerage  houses  prob- 
ably won't  attract  a  lot  more  investors  in  1990 
unless  one  of  two  things  happens:  First,  a 
sudden  takeoff  in  the  stock  market,  similar  to 
August,  1982,  when  the  bull  appeared  out  of 
nowhere  and  breaUied  fire  for  nearlv  seven 


years.  In  1990,  sucii 
thinking.  Much  mo*' 
will  try  to  come  up 
ucts  for  brokers  to  j 
with  this  strategy  is 
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new  investment  prod- 
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try  is  on  the  defensive — gun-shy  after  the  failure  of  Shea- 
son's  attempt  at  marketing  the  so-called  Unbundled  StoC; 
Unit,  which  attempted  to  divide  a  share  of  common  stock  inti 
a  bond,  a  share  of  preferred  stock,  and  a  warrant.  This  braiw 
storm  blew  up  last  March,  when  the  Securities  &  Exchangl 
Commission  wouldn't  support  it.  i 
Thus,  most  firms  may  turn  first  to  layoffs  in  search  cf 
higher  profits.  Shearson  said  in  November  that  it  would  elimii 
nate  800  of  its  approximately  40,000  jobs,  and  experts  believ| 
that  it  eventually  may  cast  off  a  few  thousand.  Merrill  Lync- 
&  Co.  has  acknowledged  that  it,  too,  is  pruning.  On  Dec.  19,  i 
sliced  about  300  jobs  with  the  sale  of  some  of  the  firm 
Broadcort  Capital  Corp.  subsidiary  to  Donaldson,  Lufkin  < 
Jenrette  Securities  Corp.  The  Street  laid  off  about  17,()(; 
workers  after  the  1987  crash.  This  time,  it  would  be  no  su 
prise  if  an  additional  5,000  were  cut  from  Street  firms. 

There  will  be  no  shortage  of  controversies  in  the  industry- 
particularly  if  program  trading  makes  a  comeback  in  199( 
Culprit  or  scapegoat,  the  Street's  computer-driven  trading  pre 
grams  have  been  blamed  since  Bloody  Monday  for  causin 
much  of  the  market's  volatility.  After  last  October,  one  fin 
after  another  said  it  was  leaving  prr 
gram  trading.  But  on  Dec.  12,  Beaj 
Stearns  &  Co.  unexpectedly  changei 
its  mind  and  said  it  will  once  agai 
do  index  arbitrage  for  customers 
their  request. 

The  negative  publicity  over  pn 
gram  trading  pales,  however,  in  con 
parison  with  the  cases  of  securitit 
fraud  that  sullied  the  Street's  imag 
in  the  1980s.  And  the  insider-tradin 
issue  is  guaranteed  to  erupt  again 
1990,  as  the  government  prepares  if 
niuch-ballyhooed  case  against  M 
chael  R.  Milken,  the  former  Drexi 
Burnham  Lambert  Inc.  executiv 
and  the  main  force  behind  the  junl 
bond  business. 

KICKBACKS?  Milken  may  not  be  tl 
Street's  only  embarrassment.  TI 
government  is  investigating  th 
Street's  stock-loan  business,  in  which  firms  lend  stock  to  the 
institutional  customers  and  to  each  other.  Critics  charge  thi 
such  activities  are  rife  with  corruption  and  kickbacks.  The  SE 
and  federal  prosecutors  are  mum.  But  few  in  the  industi 
would  be  surprised  to  see  a  scandal  surface  this  year.  I 
connection  with  the  probe,  investigators  have  questioned  De 
nis  T.  Palmeri,  who  resigned  last  spring  as  head  of  Shearson 
stock-loan  department.  Shearson  cooperated  with  the  gover 
ment  probe  and  denies  any  wrongdoing.  Palmeri  declines  i 
comment. 

As  if  this  weren't  enough.  Wall  Street  w 
have  to  contend  with  intense  competition  froi 
commercial  banks  this  year.  The  securities  i 
dustry  is  no  longer  fighting  to  preserve  tl 
Glass-Steagall  Act  of  1933,  which  preventf 
banks  from  underwritings.  After  years 
Congressional  prodding,  the  Securities  Indu 
try  Assn.  will  accept  revisions  to  let  ban! 
enter  some  businesses,  such  as  selling  corp 
rate  stocks  and  bonds  to  individuals. 

That  could  hurt  brokerage  profits,  too,  ar 
sort  of  sums  up  the  outlook  for  1990.  Busine.' 
won't  be  as  bad  as  it  could  be.  But  the  days 
big  volume  and  huge  profits  in  the  securitit 
business  are  now  a  distant  memory. 
DATE: 5ECURITIE5  INDUSTRY AS5N  By  Jon  Friedman  in  New  Yo) 


WALL  STREET'S 
PRODUCTIVITY  PUSH 

AVERAGE  RETAIL  REVENUES 
GENERATED  PER  STOCKBROKER 
AT  49  KEY  FIRMS 


▲  THOUSANDS  OF  DOLURS  EST 


How  To  Avoid  A  Takeover  By  Hostile  Elements. 


Cherokee  Limited 

177  Horsepower,  Shift-on-the-Fly 
Full-Time  Four- Wheel  Drive, 
and  the  Available  4-Wheel 
Anti-Lock  Brake  System. 


There's  Only  One  Jeep:..  ^ 


C~7£Z~7''Z^  Protects  engine  and  powertrain  for  7  years  or  70,000  miles  and  against  outerbody  rust-through  for  7  years  or  100,000  miles.  See 
V*V  ZyV-V  hmited  warranty  at  dealer  Deductibles  and  restrictions  apply  CHEROKEE  RESALE  VALUE:  Cherokee  has  a  higher  resale 
value  than  Ford  Bronco  11  and  Chevy  S-10  Blazer  Source;  Kelley  Blue  Book,  Nov./Dec,  1989.  analyzing  resale  values  for  1986.  '87.  '88  model  year 
vehicles.  For  hirther  information,  call  1-800-IEEP-EAGLE.  Jesp  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safety 

Ask  your  local  dealer  about  availability  of  Special  Buyer  Incentives. 


FIN  A  N  C  E 


assessing  $60  per  sign  and  requiring  them  to  be  smaller  thj 
the  usual  size.  Officials  fear  that  too  many  placards  make 
look  as  though  people  are  fleeing  the  community. 

Despite  the  market's  softness,  prices  aren't  plunging, 
tionally,  the  NAR  predicts  a  5%  increase  in  1990,  presuming  t 
economy  doesn't  fall  into  a  recession.  That  would  nearly  co 
pensate  for  lower  mortgage  rates,  now  9.87^  and  likely  head 
down  some  more  by  midyear.  Longer-term,  however,  den 
graphics  are  working  against  the  industry.  The  baby-boc 
generation  helped  fuel  a  residential  surge  in  the  early  198 
but  the  next  age  group  is  far  smaller.  New  households  for; 
in  1980  totaled  1.7  million — now,  they're  1.4  million  a  year,  a| 
they  may  fall  to  1.1  million  by  1995.  A  survey  by  Laventhol 
Horwath,  a  consulting  firm,  finds  that  85%  of  real  esti 
agencies  think  business  is  tougher  today  than  two  years  aj 
539^  believe  it  will  be  tougher  still  two  years  hence. 
DEEP  POCKETS.  The  outlook  in  retail  space  is  also  bad  she 
term.  Torpid  sales  and  shakeouts  among  department-store 
ants  (page  85)  hurt  this  year's  shopping-center  rental  retur: 
But  Douglas  A.  Tibbetts,  president  of  Equitable  Real  Estt 
Investment  Management  Inc.,  sees  a  perverse  benefit  from  t 
financial  troubles  of  Campeau  Co: 
(Bloomingdale's)  and  Hooker  Co: 
(Bonwit  Teller):  Neither  can  affc 
to  build  new,  unneeded  stores.  T 
good  news  for  retailers  is  that  th 
vacancy  rate  is  still  in  the  single  d 
its.  The  same  goes  for  indust: 
space,  where  manufacturers'  dov 
sizing  several  years  ago  is  preve 
ing  overcapacity  now. 

Would  that  the  office  market  wt 
as  lucky.  The  oversupply  of  off 
space  has  kept  rents  down — and 
pectations  low  for  a  rebound  so<| 
Demand  is  still  badly  outpaced 
some  areas  by  newly  complet 
space.  While  8.9  million  square  fi 
came  on  line  in  Manhattan  last  ye 
total  rented  office  space  grew 
only  2.5  million  square  feet. 
Oddly  enough,  fresh  money  con 
ues  to  pour  into  new  office  ventures  from  foreign  investi 
with  deep  pockets,  plus  U.  S.  pension  funds  and  insurers, 
they're  more  selective  now,  choosing  projects  where  tena 
already  are  signed  up.  Or  they  buy  into  existing  buildings 
proven  appeal.  That's  why  Mitsubishi  Estate  Co.,  part  of 
pan's  potent  industrial  group,  spent  $846  million  for  a  major 
stake  in  Rockefeller  Center  in  New  York  City.  The  19-build; 
complex  is  only  2%  vacant,  far  below  the  city's  13%  rs 
Mitsubishi  Estate  thinks  offices  going  up  just  west  of  Roc 

feller  Center  won't  be  able 
compete  for  tenants. 

There's  wisdom  in  such 
approach,  says  Stephen 
Tinsley,  president  of  Bal 
Corporate  Development  S 
vices  Inc.,  a  real  estate  inv( 
ment  banking  firm.  "I  w; 
to  make  a  profit,  but  no' 
killing,"  he  says.  "I  cone 
trate  on  sales  volume  and 
peat  business."  Tinsley,  1 
many  other  investors,  has  (  I' 
carded  the  speculative  sp 
of  the  1980s — in  preparat 
for  a  lean  new  decade.  i 
By  Larry  Light  in  New  YWi^^- 


REAL  ESTATE 


A  SLUMP  THAT'S 
BUILT  TO  LAST 


There's  little  relief  for  housing  or  office  space 


The  real  estate  market  is  shuffling  forlornly  into  1990,  in 
need  of  a  tonic  that  only  a  surge  in  home  sales  and  office 
rentals  can  provide.  But  don't  expect  any  cheery  news 
soon.  The  situation  may  be  even  worse  than  you  think. 

Signs  of  a  deepening  down  cycle  abound.  Sales  of  existing 
single-family  homes  are  expected  to  slump  8%,  to  3.3  million,  in 
1990,  from  1989's  3.6  million,  according  to  the  National  Associ- 
ation of  Realtors  (NAR).  And  there  won't  be  any  relief  in  the 
new-home  sector:  The  National  Asso- 
ciation of  Home  Builders  reports 
that  housing  starts  will  hold  steady 
at  1989's  anemic  level  of  1.4  million. 

Nationwide  office  vacancies, 
meanwhile,  are  facing  a  fifth  year  at 
the  18%  level.  "That's  the  equivalent 
of  two  Manhattans,  and  that's  as- 
tounding," says  James  W.  Montan- 
ari,  senior  vice-president  at  Cushman 
&  Wakefield  Inc.,  a  commercial  real 
estate  brokerage.  Every  major  U.  S. 
city  is  suffering  double-digit  vacancy 
rates.  As  a  result,  says  F.  W.  Dodge 
Group,  a  unit  of  McGraw-Hill  Inc., 
new  office  construction  will  slip  87' 
in  1990,  to  $19  billion.  Dodge  also 
expects  an  8'a  drop  in  contracts  for 
retail  space,  to  $22  billion,  and  a  27 
dip  for  factories,  to  $8.4  billion. 

The  glum  outlook  is  based  partly 
on  a  slowing  economy:  Fewer  people  will  have  money  to  buy 
houses  or  the  things  that  go  in  them.  Beyond  that,  ebbing 
inflation  has  removed  a  psychological  stimulus  for  robust 
building.  Says  Peter  C.  Haeffner  Jr.,  president  of  Sonnenblick- 
Goldman  Corp.,  a  mortgage  banking  company:  "There  was  a 
push  in  the  early  '80s  to  build  right  away  before  it  got  more 
expensive." 

SIGNS  OF  THE  TIMES.  The  situation  remains  most  acute  in  the 

Southwest,  where  billions  in  busted  loans  sank  hundreds  of 
thrift  institutions  in  the  late  '80s.  An  estimated  $300  billion  of 
real  estate  assets  will  be  sold  by  Resolution  Trust  Corp.,  the 
new  federal  agency  created  for  the  savings-and-loan  bailout. 
The  RTC  has  plei;ij:ed  not  to  dump  property  too  fast,  which 
would  further  di.'^ni{)t  local  markets.  But  the  fact  that  every- 
one knows  it's  Ki'ii'K  to  happen  adds  to  the  local  real  estate 
jitters.  In  Housum,  home  prices  slid  28%  from  1983  to  1988, 
though  recently  ilK'v've  staged  a  modest  comeback.  In  Denver 
and  Phoenix,  the  inarket  has  yet  to  bottom  out. 

Elsewhere,  anoi  !,.■•■  problem  will  persist  into  1990:  overpric- 
ing. Furious  homo  buying  in  the  early  and  mid-1980s  bid  prices 
,  especially  in  California  and  the  North- 
■■'0  of  a  home  in  California  more  than 
1  1989,  to  $200,000.  Then  came  sticker 
■Hold  houses  now  sits  on  brokers'  lists. 
New  York  suburb  on  Long  Island,  a 
i;rage  a  plethora  of  for-sale  signs  by 
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Vhy  more  hotds  are  playing  ball  with  ITI. 

Simple.  Teamwork.  ITI  is  aggressive,  scrappy,  always  looking  for  ^  , 

ys  to  improve  your  game  plan.  In  short,  they  listen.  x\K.<_xX^ 
ITI  offers  your  hotel  the  operator  services  AT&T  does,  plus  some 


lovative  new  ones,  like  message  foru'arding,  weatlier  information, 
^conferencing,  even  multilingual  operators  for  over  20  languages.  ITI 
vice  will  make  your  guests  more  comfortable  than  a  center  fielder  on 
0  game  hitting  streak. 

So  call  ITI  at  1-800-888-3456.  Ask  them  how  more  services  can 
an  more  profits  from  your  phones.  Then  take  it  from  an  old  ball 
yer.  Once  you  give  them  a  tiy  out,  tliey'll  become  a  permanent  part 
;ourteam. 


M  ^  M  Welisten. 
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with  their  compliments.  For  type  of  information,  see 
categories  below.  To  obtain  information,  see  adjoining  page. 
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30.  Schott  Corporation 
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32.  Sharp 

33.  Subaru  of  America 

34.  3M  Data  Storage  Products 
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35.  Varco-Pruden  Metal  Buildings 

36.  Varig  Airlines 

AREA  DEVELOPMENT 

37.  Iowa  Department  of  Economic 
Development 
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Economic  Development  | ' 

39.  State  of  California  Department  - 
of  Economic  Development 

40.  State  of  Mississippi 
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51.  Brooklyn  Economic 
Development  Corporation 

52.  Brooklyn  Navy  Yard 
Development  Corporation 

53.  Brooklyn  Union  Gas 

54.  Brooklyn's  Renaissance  Plaza  - 
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55.  New  York  State  Department  of 
Economic  Development 

56.  Polytechnic  University 

57.  Red  Hook  Promotion 
Committee 
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^  Success.  Its  basic  elements  never 
change.  Take  a  bit  of  scientific  invention, 
add  some  intelligent  design,  and  toss  in  a 
few  path-breaking  dreams.  As  the  pages 
that  follow  show,  the  resulting  success 
can  come  in  many  forms.  A  chip  produced 
in  America  before  Japan  did  it.  A  Star 
Trekkie  portable  cellular  phone.  An  out- 
pouring of  corporate  help  in  the  after- 
math of  an  earthquake.  A  CEO  brave 
enough  to  sell  his  lifelong  endeavor.  A 
witty  commercial  that  breaks  the  rules.  A 
corporate  space  that  encourages  creativ- 
ity. These  are  just  some  of  the  outstand- 
ing achievements  for  1989.  To  pick  the 
best,  BUSINESS  WEEK  asked  its  bureaus 
to  nominate  the  year's  stellar  performers, 
sp.*        While  the  basic  elements  of  success  may  W 
never  change,  there  is  a  constant  renewal  ' 
of  the  process. 
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NOVATION 


The  Gene  Game 

Ever  since  the  discovery  of 
DNA,  scientists  have  hoped  to 
find  the  faulty  genes  that  cause 
many  diseases — and  devise 
ways  to  correct  genetic  flaws. 
A  team  of  scientists  at  the 


National  Institutes  of  Health 
successfully  inserted  a  marker 
gene  into  cancer  patients,  a  first 
step  tow/ard  gene  therapy. 
Researchers  also  found  the 
gene  that  causes  cystic  fibrosis, 
thus  improving  diagnostic  tests. 


Mass  And  Matter 

In  one  of  the  most  hotly 
contested  scientific  races  in 
years,  physicists  in  the  U.  S. 
and  Europe  labored  around 
the  clock  at  giant  underground 
particle  accelerators.  They 
were  vying  to  be  the  first  to 
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Amgen's  Epogen 

Amgen  joined  the  big  leagues 
last  summer,  winning  FDA 
approval  for  its  brand  of 
erythropoietin.  Only  the  second 
major  genetically  engineered 
drug,  Epogen  boosts  the  growth 
of  red  blood  cells.  Athletes 
could  abuse  it,  but  it  fights 
anemia  related  to  cancer, 
kidney  failure,  and  AIDS. 


Jolting  Japan 

The  world's  first  4  million-bit 
memory  chip  was  made  in  the 
U.S. — not  Japan — by  IBM. 
With  circuit  lines  just  0.8 
microns  wide,  IBM's  4-megabit 
chip  can  hold  more  than  100 
pages  of  typewritten, 
single-spaced  text.  Big  Blue  is 
licensing  its  design  to  other  U.S. 
chipmakers. 


University  and  at 
tside  Chicago 
0  calculate  the 
lass.  Within 
iford  produced 
to  show  that  the 
irse  has  only  three 
of  matter. 


VOYAGER'S  Neptune 

Beaming  back  signals  across 
2.7  billion  miles  of  space. 
Voyager  2  brought  us  stunning 
views  of  Neptune — and  reaped 
a  bounty  of  information  about 
the  planet's  three  major  rings 
and  its  unexpectedly  violent 
storms.  Also  unveiled:  Six  new 
moons  and  the  spectacular  ice 
volcanoes  on  Triton. 
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RiscY  Business 

RISC — reduced  instruction  set 
computing — surged  into 
commercial  markets  in  1989, 
as  American  computer  makers 
followed  the  trail  blazed  by  Sun 
Microsystems.  RISC  chips  offer 
lightning-fast  speeds  because 
they  hove  to  deal  with  fewer 
variables — it's  like  dialing  four- 
digit  phone  numbers.  When 
microprocessor  king  Intel 
unveiled  its  own  RISC  design, 
the  i960,  it  proved  to  be  so  fast 
that  industry  mavens  quickly 
dubbed  it  the  supercomputer- 
on-a-chip. 


Walking  On  Air  i 

A  $170  basketball  shoe? 
Reebok  has  scored,  and  it's 
burning  up  the  asphalt.  Who 
makes  the  shoe  so  hot — 
besides  its  inflammatory  pri( 
tag?  It  has  an  inflatable  inne 
bladder  that  the  athlete  pum 
up  until  he  has  the  exact  fit  ( 
support  for  his  foot.  The  Bos 
Celtics  liked  them  so  much  th 
wouldn't  give  the  prototypes 
back  to  Design  Continuum, 
which  designed  them  for 
Reebok. 
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SOUPER  DUPER 
Soup  'n'  sandwich,  1990s 
style.  The  whizzes  at  Campbell 
Soup  cooked  up  Souper- 
Combos,  which  pair  cups  of 
soup  and  sandwiches  for 
microwave  users.  How  about 
vegetable  soup  and  a  burger  or 
chicken  noodle  and  a  hot  dog? 
M'm  M'm  convenient. 


Full  Steam  Ahead 

Black  &  Decker  has  done  it 
ogain.  Steamworks,  a 
wallpaper-stripping  machine,  is 
a  smash  at  major  hardware 
chains.  With  a  little  retooling, 
B&D  produces  the  3.5-pound 
Steamworks  in  the  same 
factories  that  make  its  irons. 


Road  To  Glory 

Making  a  virtue  out  of 
necessity,  Toyota  is  using  the 
recent  recall  of  the  Lexus  LS400 
to  enhance  the  reputation  of  its 
luxury  car.  By  swiftly  fixing  the 
problems,  it  has  showed  the 
attention  to  detail  that  has 
helped  make  the  $35,000 
Lexus  a  serious  BMW  rival. 


Hardly  A  Handful 

Captain  James  T.  Kirk  would 
surely  love  it.  The  ultraslim 
MicroTac,  Motorola's  Star 
Trekkie  portable  cellular  phone, 
is  tiny  enough  to  slip  into  a  shirt 
pocket.  It  flips  open  to  make 
calls.  At  a  wispy  12.3  ounces, 
including  battery,  the  MicroTac 
is  by  far  the  lightest  portable  on 
the  market.  If  carries  a  hefty 
price  tag,  however,  selling  for 
$2,995  vs.  as 
little  as  $999  for 
bulkier  cellular 
models. 
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Laptop  of  Luxury 

We're  almost  there — the 
perfect  laptop.  Compaq's  new 
LTE  fits  into  a  briefcase,  has  a 
crisp  bock-lif  screen,  a  three- 
hour  battery,  and  a  3.5-inch 
floppy-disk  drive  so  you  can 
cart  your  office  floppies  around. 
If  you  need  more  memory,  get  a 
hard  disk.  Drawbach.?  A  flat, 
packed  keyboard.  And  at  six 
pounds  it's  still  a  little  h:tivy. 


Micro  Cam 

At  28  ounces,  Sony's  TR5 
Handycam  is  the  world's 
smallest  camcorder.  It  packs 
the  features  of  the  largest 
models  into  a  box  small  enough 
to  hold  in  one  hand.  Don't 
worry  about  the  8mm  footage. 
Just  plug  the  Handycam  into  the 
back  of  your  VHS  or  Beta  VCR. 
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The  Big  Sleep 

Forget  groping  for  that  alarm 
clock  in  the  morning.  The 
fumble-free  Thumper  by  Zeico 
provides  a  wide  pad  for  you  to 
smash.  You  can  shut  down  the 
noise  with  your  eyes  closed. 


zooms  from  0  to  60 
seconds  and  hits  a 
•f  172  mph.  The 
1e"  has  a  32-valve 
/-8  engine 
by  Britain's  Lotus, 
gazines  lavished  so 


many  pages  of  praise  on  the 
"King  of  the  Hill"  Corvette  that 
Chevy  decided  it  didn't  need  to 
advertise  the  car.  Just  try  to  get 
your  hands  on  one:  The  ZR-1  is 
trading  at  a  steep  premium  over 
its  lofty  $59,000  base  price. 


Stacking  Up 

it  is  such  an  obvious  idea  that 
it's  hard  to  believe  no  one  has 
thought  of  it  until  now.  The 
Piggyback  Silhouette  4  by 
Samsonite  is  a  typical  hard- 
sided  suitcase  with  a 
difference — it  can  carry  a 


couple  more  bags.  A  handle 
pulls  up  that  allows  the  suitcase 
to  be  pulled  along  horizontally. 
A  belt  extends  from  this  handle 
to  strap  on  several  other  bags 
so  the  Piggyback  does  duty  as  a 
luggage  cart.  Wide  tires  hold 
the  street  and  conquer  curbs. 
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Warehouse  B 

Moving  heavy  crates  ano 
pallets  is  hard  and  dange  ' 
But  the  13,000-pound  Tur 
Stockpicker  is  built  with  sg(^ 


in  mind.  And  its  instruments 
are  so  self-explanatory  that 
any  user  can  figure  them  out. 
Designed  for  Crown  Controls 
by  Fiich  RichardsonSmith. 


Easy  Driver 

It  may  be  the  most  lusted- 
after  car  in  America. 
Designed  in  California,  the 
two-seater  Mazda  Miata 


convertible  has  soft,  rounded 
lines  that  hark  back  to  a 
simpler  time:  the  Fifties.  Some 
folks  would  pay  twice  its 
$13,800  sticker  price. 


Fancy  Footwork 

Eye  surgery  is  delicate 
work — and  the  Surgical 
Footswitch  helps  free  a 
surgeon's  hands.  It  controls  a 


handpiece  that  cuts,  irrigates, 
and  cauterizes.  The  design  is 
by  S.  G.  Hauser  for  a 
CooperVision  unit  that's  now 
part  of  Alcon  Surgical. 

Streaks  Away 

The  Cleret  is  a  major  redesign 
of  the  traditional  squeegee. 
Made  to  fit  comfortably  into  a 
window  washer's  hand,  the 
functional  Cleret  is  simple- 
looking  in  a  whimsical  way. 
Ziba  Design  conceived  the 
vision  for  Hanco. 
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.EASING 


Playing  the  advantage 
for  all  it's  worth 

Business  Week's  Special 
Advertising  Section 
"Leasing:  Preparing  for 
the  Next  Decade" 
will  identify  today's  top 
players  and  examine 
where  the  industry 
is  headed  in  the  90s. 


ISSUE  DATE 
March  19,  1990 


CLOSING  DATE 
February  5,  1990 


Reserve  Your  Place  Now! 

ill:  Peter  J.  Callahan,  Market  Manager,  Financial  Services  at  212-512-3579 
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Managers 


American  Samurai 

George  M.  C.  Fisher,  CEO  of 
Motorola,  is  giving  the 
Japanese  a  run  for  their  money. 
By  dwelling  on  quality  and 
service  and  by  embracing  such 
Japanese  tactics  as  driving  for 
market  share,  he  has  helped 


moke  his  company  a  global 
powerhouse  in  the  hotly 
competitive  semiconductor  ai 
cellular-phone  markets.  And 
keeps  the  hot  products  comir 
Among  this  year's  were  the 
lightest  portable  cellular  phoi  „ 
and  the  first  wristwotch  pag( 


ICOl 


jeir 


Major  Thrust 

Robert  F.  Daniell  has  recast 
United  Technologies  into  a 
market-oriented  high-tech 
giant.  Orders  for  Pratt  & 
Whitney's  commercial  jet 
engines  have  soared  more  than 
eightfold  since  1987. 


Child's  Play 

The  smiling  baby  on  Gerber 
Products'  labels  is  about  the 
only  thing  that  hasn't  changed 
since  David  W.  Johnson  took 
over  as  CEO  two  years  ago.  He 


has  put  the  focus  back  on  baby 
food — and  away  from  trucking, 
toys,  and  other  distractions.  The 
payoff:  Record  profits,  growing 
market  share,  and  increasing 
dividends. 


RGET 

iple  of  years  ago,  Wall 
i  little  regard  for  the 
lent  prowess  of 
udson's  chairman, 
L  Macke.  His 
was  floundering,  hurt 
'  by  a  poorly  managed 
I.  But  suddenly 
0,  has  a  big  fan  club. 
I  the  troubled 
i  chain  around,  by 
ig  stores,  revamping 
ig  off  marginal  assets, 
g  high-tech  systems, 
zed  more  earnings 
ton  Hudson  and  Target 
a  year  when  some 
ctically  drowned  in 
ton  Hudson's  earnings 
ins  fattened,  and  its 
ibed  nearly  40%. 


vlEDiciNE  Man 

After  turning  Squibb  into  a  drug 
powerhouse  over  the  past  two 
decades,  Richard  M.  Furlaud 
(below)was  able  to  perform 
one  of  a  manager's  toughest 
feats:  Putting  his  ego  aside.  He 


voluntarily  merged  his  company 
into  Bristol-Myers,  even  giving 
up  the  top  job.  Why?  It  became 
clear  that  in  pharmaceuticals, 
size  and  spending  power  will 
moke  all  the  difference  in  the  10 
years  to  come. 


biviou  iH  Operator 

Robert  E.  Allen  showed 
Gorbachevian  mettle,  shaking 
up  bureaucratic  AT&T.  He 
slowed  the  erosion  of  its  lead  in 
long  distance,  cut  its  computer 
losses,  and  won  a  lucrative  deal 
with  Italy's  telephone  company. 
Result:  AT&T's  stock  is  hot. 
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NTREPRENEURS 

Sock  It  To  'Em 

Thanks  to  grease-absorbing 
socks  that  clean  factory  floors 
and  electrostatic  dust  cloths 
for  circuit  boards,  sales  are 
booming  at  New  Pig  Corp.  The 
industrial  cleaning  business 
has  put  founder  Don  Beaver 
Jr.  in  hog  heaven. 


IT'S  In  The  Mail 

As  deputy  assistant  Treasury 
secretary,  George  A.  Auble 
spent  a  lot  of  time  studying 
how  to  reduce  the  float 
on  checks.  So  he  founded 
National  Remittance  Centers 
Express  Payment  Network  in 
1985  to  do  something  about 
it.  NRC's  network  of  30 
processing  centers  speeds 
payments  to  mortgage  banks 
and  other  creditors.  Revenues 
should  hit  $5  million  this  year. 


Food  Fit  For  Kids 

Four  years  ago,  Mary  Anne 
Jackson  spent  weekends 
cooking  because  she  couldn't 
find  healthy  children's  food. 
Betting  that  she  wasn't  alone, 
the  Beatrice  Co.  veteran 
founded  My  Own  Meals, 
which  sells  additive-free 


meals  for  tykes  in  some 
1,000  supermarkets  and  87 
Toys  'R'  Us  stores.  With  sales 
under  $1  million  and  no  profits 
yet,  the  Deerfield  (III.) 
company  has  some  growing 
up  to  do.  But  health-conscious 
moms  don't  have  to  leave  the 
grocery  store  empty-handed. 
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Solid  Support 

Hometown  companies  really 
pitched  in  to  help  after  the  Son 
Francisco  earthquake. 
Safeway  trucked  food  and 


water  to  stricken  areas. 
Bechtel  volunteered 
engineers.  Bank  of  America, 
Pacific  Telesis,  and  five  others 
each  gave  $1  million  or  more. 


Hershey  U. 

Buy  a  candy  bar,  help  a  kid. 
Help  a  kid,  help  a  company. 
Hershey  Foods'  founder, 
Milton  S.  Hershey,  knew 
what  he  was  doing.  In  1909, 
he  set  up  a  school  for  orphans 
and  children  from  broken 
homes.  This  year,  1,150  kids 
are  being  clothed,  fed,  and 
given  medical  care  from 
kindergarten  through  grade 
12.  Graduates  of  the  Hershey 
(Pa.)  school  have  made  their 
marks  in  business,  medicine, 
and  the  law.  Several  have 
become  successful  managers 
at  the  company.  The  school  is 
supported  by  o  trust  that 
benefits  Hershey  Foods,  too. 
With  77%  of  the  voting 
power  in  the  company's  stock 
through  a  two-class  system, 
the  trust  keeps  suitors  at  bay. 
A  sweet  deal  all  around. 


OF  1989 
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/Design 


bL,.,...  CONTEXT 
Teamwork,  flexibility,  and 
interaction  are  the  hallmarks 
of  modern  office  life. 
Steelcase  has  designed  a  line 
of  office  furniture  to  capture 
the  essence  of  this  new  work 
style.  The  Context  system's 
curvaceous,  organic  lines  and 
innovative  modularity  helped 


Steelcase  win  top  honors  from 
the  Industrial  Designers 
Society  of  America  in  1989. 
The  furniture  can  be  arranged 
to  form  a  multitude  of 
configurations.  To  help  choose 
the  right  one,  Steelcase  offers 
customers  a  design-software 
package  that  runs  on  Apple 
Macintosh  II  computers. 


Steelcase  also  takes  its  own 
advice.  The  company's  new 
R&D  center,  built  with  the 
help  of  three  environmental 
psychologists,  fosters 
teamwork  and  innovation. 
Open  floors  and 
"neighborhood"  office 
clusters  encourage  the  free 
flow  of  ideas. 


The  Next  Office 

Steve  Jobs's  Next  offices  are 
high-tech  and  high-style: 
Lights  by  Porsche,  couches  by 
Le  Corbusier,  tables  by 
sculptor  Isamu  Noguchi. 
Offices  are  glass-walled. 
Stainless  steel  faucets  are  by 
Frogdesign,  as  is  the  sleek, 
black  Next  computer. 


Stuality  is  Job  I. 


ofile  inequality  #14: 
iveability. 

?  sophisticated  engineering  of  today's 
d  Motor  Company  cars  and  trucks  is  truly 
larkable.  For  instance,  today's  Mercury 
igar  XR7  and  Ford  Thunderbird  Super  Coupe 
;e  a  speed  sensitive  electronic  rack  and  pinion 
iring  system  that  provides  optimum  driving 
itrol.  Their  new  adjustable  suspension  system 
nitors  driving  conditions,  automatically 
king  adjustments  to  optimize  ride  and 
idling.  And  both  cars  are  equipped  with 
r-wheel  disc  anti-lock  brakes, 
our  goal  is  to  build  the  highest  quality  cars  and 
cks  in  the  world— you  don't  do  it  any  other  way. 


Ford,  Mercury,  Lincoln,  Ford  llrucks. 
Our  goal  is  to  build  the  highest  quality  cars 
and  trucks  in  the  wdrldr  (^^^^^^ 


kle  up— together  we  can  save  live 


FORD  MOTOR  COMPANY 


Advertising 


With  a  Twist 

Agency  TBWA  keeps 
Absolut's  ads  fresh  with  a 
stream  of  visual  puns.  The 
latest  bottles  up  Central  Park. 


Know-It-All 

Bo  knows  football.  Bo  knows 
baseball.  But  one  thing  Bo 
Jackson  doesn't  know  diddley 
about  is  blues  guitar — a 
deficiency  aptly  noted  by  Bo 
Diddley  in  Wieden  & 
Kennedy's  Nike  ad. 


Funny  Bunny 

It  looks  like  just  another  soap 
commercial.  But  then  a 
battery-powered  pink  bunny 
marches  through  the  shower. 
An  escapee  from  an  earlier 
Eveready  ad,  he  pops  up  in 
ersatz  spots  created  by  Chiot/ 
Day/Mojo.  Now,  Eveready's 
parent,  Rolston-Purina,  is 
putting  the  bunny  into  ads  for 
its  Cot  Chow. 


:0,Bl 


AI)  iNFlNlTUM 
No  cars  in  these  ads.  Just 
haystacks  and  rain-dappk 
lakes.  Infiniti's  print  ads 
convey  a  Zen-like  messag 
The  TV  versions,  with  thei 
voice-overs,  don't  work  c 
well.  Agency:  Hill,  Hollidc 
Connors,  Cosmopulos. 


FOR  AD  RATES 
sID  INFORMATION 

PHONE: 

(312)  337-3090 
OR  WRITE: 


mmBUSINESSnwtEK 

mARKETrLna 


BUSINESS  WEEK 
MARKET-PLACE 
ICQ  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 


Inventories  Purchased 


excess  inventories 
ing  up  your  cash? 

ir  a  FREE  copy  of  this  guidebook 
g  your  company's  cash  recovery 
from  excess  or  obsolete  electronic 
o-mechanical  inventories. 

39  slep-by-step  guidebook  outlines  a  wide  range 
options,  including  private  sale,  auction,  consignment 
;xplalns  the  advantages  &  disadvantages  of  each  option 
cash  return,  timing,  overhead  expenses  &  tax  consequences,  & 
lecide  v»hlch  method  Is  best  suited  to  maximize  the  benefits  lor  your  company, 
r,  mail  to: 

AMERICAN  DESIGN  CORP.  .... 

.  Box  220,  Dept.  BW,  815  Fairview  Ave.,  Fairview,  NJ  07022 
or  CALL  TOLL  FREE  1  (800)  776-3800 
Or,  in  New  Jersey  (201)941-5000 


iness  Opportunities 


RPORATE  IN  DELAWARE 

for  Complete 
poration 

TINGTON&AULGUR,  Law 

IS.  For  free  information 
P.O.  Box 5550. 
.,DE  19808  or  Call 
)-441-9459  


1990  FRANCHISE 
(irectory. 

scribes  5,200  Franctiisors.  In- 
landbook  section  concerning 
I  sliould  know  before  entering 
e  agreement.  (Our  21st  Year) 
5s  $34.95  +  $5.00  postage  & 
Money  back  guarantee. 
RANCHISE  NEWS.  728  B 
treet,  Lewlstown.  NY  14092. 


usiness  Software 


A  L  M  A  K  E  R 


A'are  Power-Tool  for  apprai.s- 
;<)tiaiing  the  purchase,  sale,  or 
f  ,inv  liu.sines.'..  Generates  50+ 
.tonii/ahle  report.  Call  today 
'•'A'/:7:'catalog  on  our  entire  line 
naking.  Lending,  M&A,  and 
Planning  .sofrware 


-8763   x21  ValuSoiirc 


iication/lnstruction 


\l  TO  SPEAK  FRENCH  BY 
.  NATURAL  IMMERSION 

h  Frencli  participants  for  7 
isive  days  in  tlie  DORDOGNE 

R1814  Chateau  LAVALOUZE 

LA  ROCHE  CHALAIS  (France) 
tel.  53 9144  28 


Corporate  Gifts 


EMBROIDERED 
CAP  SALE 

FROM 
S425 


The 

Corporate 
Choicd^  «^ 

Amenca's  top  companies  can't  afford 
to  look  second-rate  That's  why  they 
choose  our  distinctive  corporate  image 
products  Amencan  made  caps,  shirts, 
lackets  and  more  and  now  finely 
crafted  gift  items,  too  each  with  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


YOUR 
HERE 


CALL  FOR  FREE  CATALOG 
800-792-2277 
IN  CA  800-826-8585 


3952  POINT  EDEN  WAY 
'  HAYWARD,  CA  94545 
FAX  (415)  786-1111 


BUSINESS  WEEK  MARKET-PLACE 

For  rates  and  information  write  or 
call  Margaret  McNamara  at; 

BUSINESS  WEEK  MARKET-PLACE 

too  East  Otiio  St.,  Suite  632 
Cfiicago.lL  60611 
(312)  337-3090 


Wine  Cellars 


WiNECELLARS-  USA 

IS  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Cost 


Visa/MC/AmEx/Discover 


29b  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models 

Not  Hiiniliniuic 

40  Bottle  Glass  Door 

$  599 

$  499 

60  Bottle  Glass  Door 

749 

659 

FurVault  holds  about  8  Furs  $3495       $  1895 


Only 
$2.85 
per 

.\U>Jcl 
700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


Business  Services 


Franchise 

your  business! 


■•pe'i  help  you 


Francorp' 

Chicago  (708)  481-2900 

.^0200  Governors  Drive  Olympia  FieWs  IL  60461 


Business  Opportunities 


OWN  YOUR  OWN 
PAY 
PHONE 

FROM 
AS  LOW  AS 

CALL  FOR 
FREE  BROCHURE 

1-800-777-2481 

American  Communication  Technology 

1741  W  Rosecrans.  Gardena.  CA  90249 


Financial  Services 


HARD  TO  BORROW? 

No  Credit  Ctieck 
Guarantees  Provided 


We  do  not  make  loans 
Minimum  $100,000 
5-20  years 
The  Funding  Assistance  Corp. 
505  Park  Ave.  NYC 
U.S.A.  (212)  755-9400 
 Fax  (212)  755-7339   


Steel  Buildings 


WHOLESALE 

Steel  Buildings,  Inc. 
1-800-462-9992 


40  X  60    $7,495* 

50  X  80   $11,500- 

80  X  125   $23,395  • 

100  X  200   $39,995- 

Now  you  can  purchase  your  Steel  Building  at 
Wtiolesale  Prices  and  Save  Ttiousands 
ot  Dollars.  Complete  Building  includes 
steel  frsmes.  purlins,  girts,  sheeting  & 
hardware.  (No  Wood  Required).  Engr 
Approved.  Any  Style,  Size  or  Color.  l_atK>r 
Available.  Call  toll-free  or  FAX  716-632-2323 
•FOB  i  Cost  based  on  LL/WL 


Business  Software 


Four  billion  new  ways 
to  manage  your  business 

Your  contacts  are  your  business.  When  you  manage  Ihem  efficiently  with 
regular  correspondence,  tight  follow-up  and  fast  response  time,  your  busi- 
ness will  profit  and  grow  rapidly. 

The  Maximizer  is  InfoWorld's  "Best-In-Class"  contact  management 
software.  Using  the  blazing  speed  of  Novell's  B-Trieve'",  it  controls  your  phone 
calls,  appointments,  mailouts  and  personal  records.  With  over  four  billion 
definable  categones.  The  Maximizer  allows  you  to  classify  and  sort  unlimited 
contacts.  At  the  touch  of  a  key,  it  automatically  enters  each  category  for  you. 
Available  for  LANs.  il  jt?^  mj-«  ■-■r.  rr 

See  your  local  dealer  today.  Or  order      iVIdjC I  m IZGl 
directly  for  only  $195.00  from  Richmond       Contact  Management  Software 
Technologies  &  Software,  420-6400  Tel:  (604)  299-2121 

Roberts  St..  Bumaby,  BC,  V5G  4C9.  Fax:  (604)  299-6743 


Did  you  knowother;( 

can  waste  vol  n 


On  average,  MCI'- and  US  Sprint*'  take  over 
50%  longer  than  AT&T  to  set  up  a  long  distance 
call*  (That's  the  length  of  time  between  pressing 
the  final  digit  of  a  phone  number  and  hearing 
the  first  ring.) 

When  you  multiply  that  50%  difference  by 
the  number  of  calls  a  large  company  makes  a  year, 
it  comes  out  to  hundreds  of  wasted  work  hours  if 
you  use  MCI  or  US  Sprint** 

And  that's  like  paying  someone  to  sit  there 


doing  absolutely  nothing  for  over  a  month,  i  .d h 
Remember  that  when  our  competitors  claim  h^^j^^ 
save  you  money 

In  fact,  according  to  a  recent  Bell  Labs  sfebe 
MCI  and  US  Sprint  can  take  up  to  9  seconds  c  '^k 
more  to  set  up  a  cdll  9  seconds. 

What's  more,  other  studies  show  the  lor  fost 
your  employees  have  to  wait  for  a  call  to  be  s 
the  more  likely  it  is  they'll  hang  up.  Either  th( 
dial  again  (wasting  even  more  time)  or  they'i  >^ 


distance  comp 
le?  Literally 


3  trying  to  get  through  altogether. 

3  next  time  other  long  distance  companies 
)u  some  fast  talk  about  their  quality 
iber  they  connect  calls  on  average  50% 
than  AT&T  And  that  costs  you  money 

•eed.  Another  AT&T  Advantage. 

J  start  saving  time  and  saving  money  call 
low:  1800  222-0400. 

'On  average,  based  on  switched  access 
e  locations  or  more.  4.800  calls  per  location  per  month 
5mark  of  MCI  Communications  Corporation 

3  a  trademark  of  US  Sprint  Communications  Company  Limited  Partnership 


AT&T 

The  right  choice. 


1^ 


ersonal  Business 


EDITED  BY  PETER  FINCH 


AFTER  HUGO, 
PARADISE  REGAINED 


lei 


In  Puerto  Rico,  they're  still 
talking  about  the  old  "ban- 
yan tree"  at  the  El  San 
Juan  Hotel  &  Casino.  In  mid- 
September,  Hurricane  Hugo's 
deadly  winds  ripped  the  174- 
year-old,  150-foot  ficus  from 
the  ground  and  sent  it  top- 
pling into  a  swimming  pool. 
Anxious  not  to  lose  the  popu- 
lar landmark,  the  hotel  called 
in  a  Fort  Lauderdale  (Fla.) 
tree  doctor  to  supervise  its  re- 
planting. Today,  the  tree  is 
once  again  standing  tall — a 
symbol,  locals  say,  of  the  is- 
land's rebirth  after  the  terri- 
ble storm. 

Indeed,  at  most  of  the  Ca- 
ribbean resorts  pummeled  by 
Hugo  and  its  150-mph  winds, 
the  great  hurricane  hasn't 
gotten  in  the  way  of  a  good 
vacation.  On  islands  such  as 
St.  Thomas,  St.  John,  and 
Puerto  Rico,  trees  are  lush, 


flowers  are  blooming,  beaches 
are  in  full  swing,  and  most 
shops,  restaurants,  and  hotels 
are  open. 

St.  Croix,  and  to  a  lesser 
extent  Montserrat  and  Guada- 
lupe, weren't  as  lucky  as 
some  of  their  neighbors.  Sub- 
stantial rebuilding  continues 
on  these  hard-hit  islands,  and 
the  few  hotel  rooms  back  in 
service  are  filled  mostly  by 
construction  workers  and  in- 
surance adjusters.  "If  the 
tourist  doesn't  have  high  ex- 
pectations for  what's  avail- 
able on  the  island,  we'rt 
ready,"  says  Bill  Watkins,  op- 
erations manager  at  St. 
Croix's  Buccaneer  Hotel  (809 
773-2100).  "But  if  they're  look- 
ing for  a  lot  of  entertainment 
and  different  dining  experi- 
ences, then  we're  not  all 
ready  yet." 

Visitors  to  other  Hugo- 


bashed  islands  may  be  pleas- 
antly surprised.  Many  hotels 
used  the  post-hurricane  slow- 
down, and  their  insurance 
money,  to  do  complete  over- 
hauls of  furnishings,  carpets, 
pool  areas,  and  gardens,  as 
well  as  to  retrain  personnel. 


"In  my  view,  we  look  be 
than  before,"  says  And) 
Meinhold,  vice-president 
managing  director  of  tht 
San  Juan  (809  791-1000) 
392-room  hotel,  which  chai  ^ 
$270  to  $330  per  night  f(  * 
double  room,  spent  rouj 
$7.5  million  on  ref urbishB" ' 
Courtesy  of  Hugo,  it  got 
free  improvement:  10  e: 
feet  of  beach. 

FEW  BARGAINS.  Most  Ot| 
major  Puerto  Rican  tot 
and  business  hotels  are| 
similarly  good  shape.  Of 
17  government-sponsd 
country  inns,  called  pel 
(lores,  only  two  are  out] 
commission.  Informa 
about  the  paradores,  wl] 
double  rooms  can  be  had 
an  average  of  $40  a  nighji 
available  from  Puerto 
Tourism  Co.  (800  443-0266, 
Although  some  airlines 


51  a 


offered  bargain  rates 
ice  relief  workers  and 
s  in  the  few  weeks  af- 
e  storm,  don't  expect 
I  many  desperation  dis- 
.  With  the  exception 
le  retailers  whose  goods 
iamaged  by  Hugo,  the 
f  the  winter  tourist  sea- 
Dec.  15  put  an  end  to 
lurricane  distress  sales, 
e's  the  rundown  on 
)ther  resorts: 
Frenchman's  Reef 
Resort  (809  776-8500) 
Thomas,  the  hordes  of 
ency  personnel  are  giv- 
ay  to  the  traditional 
crowd.  All  520  rooms, 
estaurants,  and  two 
lubs  are  open.  Rates 
Iding  steady  at  $260  to 
night,  double  occupan- 
t  advance  bookings  for 
throughout  St.  Thomas 


SHOPPERS'  WINDFALL:  A  DISTRESS  SALE  ON  ST.  THOMAS 


and  St.  John  are  down  15%  to 
20%,  says  Managing  Director 
Nick  Pourzal. 

■  At  Point  Pleasant  (809  775- 
7200)  on  St.  Thomas,  about 
the  only  noticeable  change 
is  the  absence  of  the  tradition- 
al Christmas  "tree,"  actually 
a  dressed-up  century  plant. 
Hugo  damaged  the  plant,  so 
this  year  the  resort  is  making 


wreaths  out  of  it  instead. 
All  80  units  are  operating. 
A  one-bedroom  suite  with  a 
full  kitchen  runs  $220.  Studios 
and  two  bedrooms  are  also 
available. 

■  Caneel  Bay  (809  776-6111) 
on  St.  John  resumed  full  oper- 
ations on  Dec.  22,  with  171 
rooms  and  all  three  dining  fa- 
cilities open.  St.  John  was 


spart'd  much  of  the  devasta- 
tion wrought  in  other  areas 
because  the  full  brunt  of  the 
hurricane  struck  40  miles 
away.  Caneel  Bay's  rooms 
suffered  water  damage  and 
trees  were  shorn  of  foliage, 
but  the  hotel  has  fixed  most 
of  the  problems.  A  double 
room  and  full  meal  plan 
ranges  from  $430  to  $620. 
■  Montserrat's  Vue  Pointe 
Hotel  (809  491-5211)  has  re- 
opened eight  rooms  and  eight 
cottages  out  of  its  total  of  40 
units.  It  is  one  of  the  few  Ca- 
ribbean hotels  still  offering 
lower  rates.  With  a  10%-  dis- 
count, cottages  run  $145  a 
night  double  occupancy  and 
rooms  go  for  $110.  But  much 
of  the  golf  course  is  open,  as 
are  the  tennis  courts,  pool, 
and  beaches. 

Amy  Dunkin,  Gail  DeGeorge 


Autos 


I  FLIPPED  A 
RARI— AND 
I'RE  GLAD? 


laying  the  futures  mar- 
ket usually  means  buy- 
ing and  selling  con- 
on  T-bills  or  pork 
.  But  for  some  specula- 
he  best  action  is  a  long 
'om  the  pits.  Their  com- 

of  choice:  cars, 
omobile-futures  mar- 
pring  up  at  times  like 
/hen  demand  for  jazzy 
irs  forces  dealers  to  put 
lers  on  waiting  lists. 

how  to  play:  You  give 
er  a  deposit  on  a  new 
peeing  to  pay  the  bai- 
rn delivery.  In  return, 
3t  a  place  in  line  and  a 
■y  date.  This,  in  effect, 
'  futures  contract.  Then 
ind  someone  else  who 

the  car,  and  you  sell 
pot  in  line. 

pping"  a  new  car  this 
an  yield  hefty  profits, 
ummer,  Newport  (R.  I.) 
estate  investor  Brian 

put  $1,000  down  on  a 
$86,000  Mercedes-Benz 

convertible.  As  the  de- 
date  looms.  Blank  says 
s  been  entertaining  of- 


fers of  $100,000,  and  he  thinks 
the  final  sale  price  may  break 
$130,000.  After  expenses— a 
classified  ad  and  a  few  long- 
distance phone  calls  to  pro- 
spective buyers — he  stands  to 
gain  at  least  $13,000  on  his 
$1,000  stake. 

TIMING.  The  comparatively 
modest  Mazda  Miata,  with  a 
list  price  of  $13,000,  is  now 
being  flipped  for  $20,000  or 
more.  In  the  ultimate  flip, 
contracts  for  the  $280,000, 
478-horsepower  Ferrari  F40 
have  been  selling  on  the  open 
market  at  $1.5  million,  says 


Bill  Gillette,  editor  of  Car 
Collecting  &  Investing  news- 
letter— and  the  first  model 
probably  won't  be  shipped  to 
the  U.  S.  until  summer.  Mar- 
ket watchers  agree  that  the 
next  likely  flipping  candidates 
are  the  Ferrari  348,  for  which 
many  dealers  have  two-  to 
three-year  waiting  lists,  the 
Lamborghini  Diablo,  the 
Dodge  Viper,  and  the  Acura 

NS-X. 

Timing,  while  crucial,  is 
only  part  of  the  equation. 
Flippers  not  only  have  to  spot 
cars  that  will  generate  heavy 


demand,  they  also  must  find 
dealers  willing  to  add  names 
to  their  waiting  lists.  This  is 
often  dicey:  Many  auto  mak- 
ers and  dealers  discourage 
flipping,  because  it  means 
someone  else  walks  away 
with  a  premium  they  might 
have  pocketed.  Once  a  dealer 
learns  that  someone  else  is 
taking  title  to  the  car  you 
bought,  it  may  be  the  last 
time  you  do  business  in  that 
showroom. 

As  with  any  investment,  a 
little  market  research  can  go 
a  long  way.  Here,  that  means 
attending  car  shows  and  pe- 
rusing enthusiast  publications 
such  as  AutoWeek.  Prices  on 
exotic  cars  turn  up  in  special- 
ty publications  such  as  Hem- 
mings  Motor  News,  The  du 
Pont  Registry,  The  Tower  Re- 
port, and  The  Ferrari  Mar- 
ket Letter.  Flippers  pay  spe- 
cial attention  to  limited- 
production  sports  cars  with 
big  engines,  swoopy  body- 
work, and  convertible  tops. 

If  a  new  model  catches 
your  eye  and  you  decide  to 
make  the  downpayment,  be 
sure  to  nail  down  all  the  par- 
ticulars. An  ironclad  purchase 
agreement  not  only  includes 
the  purchase  price,  options, 
color,  and  a  projected  delivery 
date  but  also  specifies  your 
place  in  the  waiting  line.  Then 
you're  ready  to  advertise  the 
car  for  sale.     David  Freeman 
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Health 


HOSPITALS 
YOU  MAY  HATE 
TO  LEAVE 


When  the  visitor  entered  his 
room,  a  fruit  basket  was 
there  to  greet  him.  The 
room,  which  boasted  a  river 
view,  was  decorated  mth  oak 
furniture  and  Oriental  rugs. 
At  dusk,  room  service 
brought  his  order  of  lobster 
and  white  vnne.  He  watched 
a  movie  from  the  in-house 
library  and  then  went  to 
bed.  He  had  to  be  up  early — 
his  surgery  was  scheduled 
for  7  a.m. 

0,  this  is  not  a  fanta- 
sy. It's  part  of  a  grow- 
ing trend  in  iiealth 
care:  luxury  hospital  rooms. 
Offered  by  at  least  200  facili- 
ties around  the  U.  S.,  they're 
geared  to  patients  who  "want 
to  be  as  comfortable  in  the 
hospital  as  they  are  at  home," 


says  Peter  Kelly,  executive 
vice-president  of  Beth  Israel 
Medical  Center  in  New  York. 

Or  even  more  comfortable. 
Free  newspapers,  private 
bathrooms,  and  refrigerators 
are  common  amenities.  To 
serve  the  business  patient, 
phones  come  equipped  with 
teleconferencing  features.  In 
Chicago,  Michael  Reese  Hos- 
pital provides  a  concierge  who 
will  photocopy  documents  or 


supply  a  bedside  secretary. 

Then  there's  the  food.  Dal- 
las' Baylor  University  Medical 
Center  serves  a  high  tea  fea- 
turing cheesecake  and  chicken 
sandwiches.  The  staff  also 
makes  special  trips  to  gratify 
a  particular  culinary  craving. 
TOO  PLUSH?  Of  course,  pam- 
pering has  its  price.  Deluxe 
rooms  often  cost  50%  to  100% 
more  than  a  standard  room  at 
the  same  hospital.  And  the 


difference  comes  ouoi 
the  patient's  poc:^ 
since  most  insuraa 
covers  only  the  cost  !  i 
semiprivate  room. 

Is  there  any  rac 
nale — other  than  inoi 
gence — for   a  delK< 
room?  Possibly.  At  fj 
chael  Reese,  premjl 
patients  enjoy  nun 
attention  that  is 
above"   the  norm 
spokesman  says, 
most  hospitals  say 
luxe"  means  only  pe'j 
Even  perks  have  t 
place,  though.  "W 
j'ou  go  into  a  hosp, 
you  lose  control  of  y 
life,"    says  Patr 
York,  who  just  spent 
days  at  Reese.  "It's  nice 
have  surroundings  that  { 
you  your  dignity  back." 

Yet  when  it  comes  to 
ting  back  on  your  feet, 
luxury  concept  may  back! 
At  Doctors  Hospital  in  > 
York,  says  President  Rol 
Newman,  premium  patie 
keep  asking,  "Can't  I  stay 
other  two  days?" 

Troy  Segal,  with  hurt 


ention  juicy  yields  to 
Imost  bond  investors 
and  their  eyes  light  up.  But 
if  your  broker  is  trying  to 
tempt  you  with  what  seems 
to  be  the  best  of  two 
worlds — a  tax-exempt  munic- 
ipal bond  bearing  an  uncom- 
monly high  interest  rate — 
proceed  with  caution. 

Among  corporate  bonds, 
junk  debt  has  taxable  yields 
that  are  an  impressive  seven 
percentage  points  above 
Treasury  bonds.  But  with 
tax-exempt  munis,  typically 
only  a  couple  of  points  sepa- 
rate bonds  of  the  biggest, 
most  creditworthy  issuers 
from  the  tiniest,  most  ob- 
scure ones.  To  most  ana- 
lysts, the  meager  premium 
offered  by  low-  or  unrated 
munis  isn't  enough  to  justify 
the  extra  risk  involved.  They 
would  rather  go  with  triple- A 
tax  exempts. 

LOCAL  ACTION.  But  that 
doesn't  mean  you  can't  safe- 
ly reach  for  some  extra  yield 
among  munis.  The  most 
straightforward  way  is  sim- 


Smart  Money 

GETTING  THE  HIGHEST  MUNI— 
WITH  THE  LEAST  VERTIGO 


ply  buying  local  bonds,  espe- 
cially in  high-tax  states.  A 
good  example  now  is  New 
York  City,  whose  A-minus 
bonds  yield  more  than  half  a 
point  above  triple-A  general 
obligations  (table). 

For  an  investor  in 
the  33%  federal  tax 
bracket,  the  7. 5%' 
tax-exempt  yield  is 
equivalent  to  an 
11.2%  taxable  bond. 
But  since  the  New 
York  bonds  are  also 
exempt  from  state 
and  city  taxes,  the 
taxable  equivalent  for  city 
residents  rises  to  12.6%-. 

New  York's  bonds  are 
yielding  more  than  average 
because  of  concerns  over  its 
financial  condition,  so  inves- 
tors in  the  city's  debt  natu- 


rally must  have  faith  in  its 
long-term  ability  and  willing- 
ness to  meet  its  obligations. 
You  should  be  prepared  to 
be  stuck  with  the  bonds,  at 
least  during  periods  when 


SOME  MUNIS  WITH  MORE  YIELD 


Bond 

Tem 

Yield 

Percent 

NEW  YORK  CITY 

30-year 

7.50% 

N.C.  EASTERN  MUNI  POWER  AGENa 

30-year 

7.30 

PEORIA  SALES  TAX  REVENUE 

20-year 

7.15 

TRIPLE-A  GENERAL  OBLIGATIONS 

20-year 

6.70 

DATA;  KIDDER,  PEABODY  8,  CO.;  SMITH  BARNEY,  HARRIS  UPHAM  &  CO 


bad  news  about  the  city  is  in 
the  headlines.  If  you  must 
sell  during  those  rough 
patches,  you  may  have  to 
take  a  fire-sale  price. 

At  the  other  end  of  the 
spectrum  are  issuers  too 


small  for  big  buyers.  \ 
can  pick  up  some  extra  yi 
for  little  added  risk  with  P 
ria  (111.)  Sales  Tax  Rever 
bonds,  notes  George  Fri 
lander,  a  portfolio  strateg 
at  Smith  Barney.  Peoria's 
fering  totaled  $8.6  milli 
Since  most  institutions 
quire  issues  of  $10  milli 
the  bonds  are  priced  to 
attractive  to  retail  invest 
and  are  also  insured. 
Another  way  to  snag  hii 
er  yields  is  to  k 
for  glutted  markt 
Right  now,  ther 
an  excess  supply 
municipal  util 
bonds,  which  rai; 
their  rates. 

Municipal  borl 
with  significan 
higher  yields  usue 
aren't  rated,  a 
they're  often  pushed 
salesmen  with  fancy  tales 
can't-miss  returns.  Cautic 
Friedlander:  "If  you  are 
ing  to  go  into  'story'  bon 
you'd  better  really  know  i 
story."  David  Z\ 
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PERSONAL  BUS 


Where  Do  You  Sit? 
hina  Airlines  Has  Solved  The  Problem  Of  Space  Travel ! 


jr  new  fleet  of  Boeing  747-400's  will  offer  you 
3re  seating  space  then  you  have  ever  experienced 
fore.  With  up  to  140  percent  more  carry-on 
Jgage  space,  there  is  a  lot  more  room  for  you  to 
ttle  back  and  enjoy  the  flight. 

le  747-400  is  now  the  most  advanced  airliner  in 
I  air  today  It  can  fly  longer,  farther  and  carry  more 
ssengers  in  greater  comfort  than  any  other  airliner. 


With  our  new  fleet  of  "space-ships"  China  Airlines 
conquers  space  and  transports  you  into  a  new  world 
of  air  travel  comfort  and  luxury. 

A  Passion  For  Detail 
CHINA  AIRLINES 

TAIPEI,  TAIWAN,  ROC 


terclam»Anchorage«Bongkok»Dhahran»Fukuoka*Hong  Kong«Honolulu»Jakarta*Kaohsiung»Kuala  Lumpur*lDS  Ange!es*Manila*Nago/ci»New  York«Okinawa»San  Franclsco»Seoul«Singapore«Talpel*Tokvo 
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And  our  readers  are  leaders,  in  Europe,  Asia,  Latin  America. 
In  fact,  Business  Week  International  leads  all  other 
international  business  magazines  in  cost-efficiency  in  reaching 
senior  and  chief  executives  in  Europe  and  Asia. 
And  as  an  advertiser,  you  reach  them  when  and  where 

they're  thinking  business  and  talking  business. 
Business  Week  International.  The  world's  only  international 
newsweekly  of  business. 

■^1  NTERNATION  AL  a  B  a  ■ 

BusinessWeek^;3 

The  world's  only  international  newsweekly  of  business. 

Frankfurt:  Percy  Fohrbach  (69)72-01-81   Hong  Kong:  Stephen  Marcopoto  (5)8682010   Lousanne:  Irmgard  Fischer  (21)27-44-11 
London:  Keith  Montle  (1)493-1451   Milan:  Roberto  Laurerl  (2)89010103   New  York:  Hal  Berry  (212)  512-3867 
Paris:  Bruno  Hermann  (1)42-89-03-81   Stockholm:  Andrew  Karnig  (8)4400-05   Tokyo:  Paul  Ishii  (3)581-9811 

■-M987,  McGRAW-HILL  INC 


[ost  Companies  Have  An  Alternative  To  Offering  A 
Complete  Selection  Of  Phone  Systems. 

Some  people  will  do  almost  anything  to  drive  home  a  sale. They  have  to.  Because 
what  they  have  to  sell  isn't  always  what  you  need  to  buy 
At  GTEL,  we  have  another  solution.  Selection. 

We  sell  NEC,  Northern  Telecom,  Fujitsu/GTE  and  other  top  manufacturers.  With 
applications  ranging  from  call  management  to  computer  integration. 

In  addition,  we  ofler  a  variety  of  purchase,  lease  and  rental  options.  And  a  choice  of 
five  different  maintenance  plans  to  help  keep  everything  running  smoothly 

Talk  to  us  and  tell  us  what  your  needs  are.  We'll  evaluate  your  situation,  and  seven 
days  later  we'll  deliver  our  customized  written  proposal. 

So  in  a  way,  although  we  offer  a  lot  of  different  phone  systems,  we  really  only  sell  one. 

The  one  that  fits  perfectly  1-800-637-5323 


GTELQB 

THE  POWER  IS  ON 
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Never  give  an 

addict  a 
second  chance. 

( ^(  )nf  runt  someone  in  your 
(ompcUiv  who's  using  dmgs. 
This  is  what  you're  Hkely  to 
hear:  "T'll  tiever  use  drugs  agai , 
I  promise." 

But  drugs  he. 

The  people  don't  he.  The^ 
(hoigs  do. 

Dmgs  own  the  person 
who  uses  them.  That's  the 
danger  of  addiction. 
The  addict  promises,  and  the 
(h-ugs  break  the  promise. 

You  have  to  say,  "Get  wel 
or  get  out."  You  can't  aflford 
to  give  an  addict  a  second 
chance.  The  addict  can  aflford 
it  even  less. 

An  addict's  only  chance 
is  treatment.  If  you  don't  have 
a  treatment  progiam  in  your 
company;  please  call 
1.800-84'3-4971.  That's  the 
National  Institute  on  Dmg 
Abuse  hot  line  for  managers 
and  CEOs.  It's  manned  by 
trained  emplovee  Assistance 
Program  Planners  and 
designers,  from  Monday 
through  Friday.  9:00  a.m.  to 
m:00  p.m.  Eastern  Time. 
I'hev  won't  tell  you  what  to 
do.  but  they  can  outline  the 
options.  Call  now :  please  don 
pass  up  this  chance. 


Partnership  for  a  Dmg-Free  Americ^ 


For  just  $100  they  can. 

:e  1961,  ACCION  Internationcil  has  been  helping  the 
ir  and  hungry  feed  themselves  in  poor  urban  and 
il  communities  throughout  Latin  America  and  the 
ibbean.  In  these  desperately  poor  communities, 
v'e  been  providing  hard-working  men  and  women 
1  otherwise  unattainable  fair-rate  small  business  loans, 
hout  these  fair-rate  loans,  thousands  of  shoemakers, 
ers,  artisans  and  street  vendors  would  be  unable  to 


make  a  living.  But  thanks  to  ACCION,  people  who  only 

one  year  ago  were  barely  able  to  keep  their  families  alive, 

today  have  paid  their  loans  back  in  full  and  have  been 

given  a  chance  to  better  their  lives. 

More  importantly,  they've  been  given  back  their  dignity. 

All  it  takes  is  for  you  to  believe  in  them. 

For  more  information  or  to  send  a  contribution,  write  to 

ACCION  International,  138.5  Cambridge  St.,  Cambridge, 

MA  02139  617-492-4930. 


ACCION  International 
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You  can  stay  in  the  air  longer  than  you  thought  possible 


FASTEST  ARRIVAL  IN  KUALA  LUMPUR  WITH  NON-STOP 
TRAVEL  FROM  HONOLULU.  TWICE  WEEKLY. 

From  5th  lanuary,  1990.  Malaysia  Airlines  introduces  the  fastest  way  to  Malaysia  on  the  747-400,  flying 
you  from  Los  Angeles  to  Honolulu  and  then  non-stop  to  Kuala  Lumpur,  arriving  hours  earlier.  The  2  new  Malaysia 
Airlines  747-400  services  depart  Los  Angeles  every  Friday  and  Sunday.  Add  these  to  the  current  3  services 
via  Tokyo  and  you  have  a  total  of  5  flights  a  week  to  Malaysia,  when  you're  bound  for  the  Orient  and 
beyond.  Whichever  flight  you  choose,  you'll  discover  a  world  of  enchantment  in  the  air  where  you  will  enjoy 
the  internationally  renowned  inflight  service  of  genuine        warmth  and  charm  that  only  Malaysians  can  offer...  on 


Malaysia  Airlines. 


^ma/ffusja  747-400 

OKMitmtm  wHiKvcK  mum 

AMM\N-AMSrEI/DAM-AUCKLAND'BANDAR  Stff/  BEGAWAN'BANCKOK-BCIIINO  IPEklNUI'BRIiBANE'BRUSSELS'COLOMBO'DELH/'DENPASAR-DU8AI-fRANt:FUKT'rUKUOKA'GUANCZHOU  ICANTONI'HAT  YAI 
•HO  I.HI  MINH  CirY-HONG  KONC-HONOLUW'ISIANBUL-IAKARTA^IEDDAH-KARACHI'KUALA  LUMPUR'LONDON'LOS  ANOELES'MADRAS^MANILA'MAURITIUS'MEDAN-MELBOURHE'PARIS'PERTH'PHUKET 

•PONTIANAK'SEOUL'SINCAPORE-SYDNEY-TAIPEI-TOKYO'ZURICH  &  )J  DESTINATIONS  WITHIN  MALAYSIA 
FOR  RESERVATIONS  CONTACT  YOUR  FAVOURITE  TRA  'EL  AGENT  OR  CALL  MALAYSIA  AIRLINES  LOS  ANGELES  TEL  I2IH  642-0S4<)  OR  CALL  OUR  TOLL-FREE  NO  l-SOO-4}  I -86-1 1  SAN  FRANCISCO  TEL  II I '^1  7S8-0^i'i 

CHICAGO  TEL  I1I2I  941-0925  NEV,  YORK  TEL  12121  6«7-SOM 


2x  to  Companies 

K  gives  the  starting  page  for  a  story  or  fea- 
a  significant  reference  to  a  company.  Most 
es  are  incjexed  under  their  own  names. 
es  listed  only  in  tables  are  not  included. 
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K  mart  85 
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Ralston  Purina  80 
Recruit  55 
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Resolution  Trust  122 
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Rockwell  International  70 
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Schering-Plough  102 
Scott  Paper  109 
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Hutton  120 
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Stone  Container  109 
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Wal-Mart  62,85 
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Sound 
Investment 


What  makes  a  Steinway®  piano 
the  most  extraordinary  musical 
instrument  in  the  world  today- 
and  an  endunng  investment?  What 
should  you  know,  look  for,  before 
choosine  any  piano'  Call  now 
or  send  For  our  elegant,  full-color 
brochure,  and  put  the  $5.00  cost  on 
your  MasterCard,  Visa  or  Amencan 
Express  lor  include  a  check  made 
payable  to  Steinway  &  Sons.i 


Call  1800  345-5086 

STEINWAY    6  SONS 

Caihedral  Slalion.  PC  Box«ll7,  [>pt  29.  Bosion.  MA02I18-W72 
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KIDNEY 
DISEASE 


Support 
the  American 
.Diabetes 
Associatm. 


Diabetes  is  a  major  contributor 
to  heart  disease,  kidney  disease 
and  blindness.  So  when  you 
support  the  American  Diabet^ 
Association,  you  fight  some  < 
of  the  worst  diseases  of 
our  time. 


)me  A 
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Invest  in  France 


Allied-Signal  believes  in  it. 


"France  is  the  heart  of  our  European 
operations.  Alhed-Signal  has  been 


doing  business  successfully  in  France 
for  decades,  and  we  continue  to  invest 
regularly  in  France.  Why?  Simply 
because  France  is  one  of  Europe's 
acknowledged  technology  leaders  in 
the  industries  we  serve:  aerospace, 
automotive  products  and  engineered 
materials. 

"Today,  our  largest  European  operations 
are  in  France.  We  have  more  than 
6,000  employees  at  16  major  facilities 
who  build,  sell  and  service  our 
products  under  brand  names  like 
Allied,  Bendix,  Garrett,  Jurid, 
Norplex/Oak  and  UOP.  Our  sales  in 
France  exceeded  half  a  billion  dollars 
last  year. 

"Clearly,  investing  in  France  is  good 
business  for  Allied-Signal.  We  believe 
you'll  find  it's  the  right  place  for  your 
business,  too." 

Edward  L.  Hennessy,  Jr., 
Chairman  and 
Chief  Executive  Officer, 
Allied-Signal  Inc. 


Come  and  join  us  before  the  creation  of  the  Single  European  Market 

For  information  and  assistance,  contact: 

THE  FRENCH  INDUSTRIAL  DEVELOPMENT  AGENCY 

For  All  Offices:  Telex  235026  FIDA-UR 

610  Fifth  Avenue  401  North  Michigan  Avenue  '^^Im  '801  Avenue  of  the  Stars  2727  Allen  Parkway 

Suite  301  Suite  3045  j Suite  410  Suite  960 

New  York,  NY  10020  Chicago,  IL  6061 1  \m\       \\\\  Los  Angeles,  CA  90067  Houston,  TX  77019 

(212)  757-9340  (312)661-1640  (213)  879-0352  (713)  526-1565 

Fax:(212)  245-1568  Fax:(312)  661-0623  ,,SS  ^^kH        Fax:(213)  785-9213  Fax:(713)  526-3802 
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arket  edged  up  in 
Yuletide  trading.  The 
Mas  in  the  bond  and 
;  markets.  Unusually 
T  helped  prices  of  oil 
juice  futures.  But  the 
modifies  hurl  bond 
h  slumped  on  Dec.  26 
?st  levels  in  two 
Id  prices  tanked  to 
levels  since  the  gold 
I  in  November,  despite 
tendency  to  gain  when 
ie.  Yearend  selling 
prices  lower. 


52-week  change 
+  25.9% 


Dec.  21-27 


1  -week  change 
+  1.7% 


BONDS 

Dec.  June 


Shearson  Lehman 
Treasury  Index 


52-week  change 

+  9.2% 


THE  DOLLAR 

Dec.  21-27  Dec.       June       Dec.     Dec.  21-27 

  1410  1101 


1  -week  change 

-1.5% 


1290  70 


J.  P.  Morgan 
Index 


52-week  change  1-week  change 

+  1.4%  -1.3% 


IT  ANAIYSIS 


.KS 

latest 

%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

i  INDUSTRIALS 
NIES  (Russell  1000) 
IPANIES  (Russell  2000) 
NIES  (Russell  3000) 

2724.4 
182.8 
166.0 
194.8 

1.4 
1.9 
1.8 
1.9 

26.7 
24.7 
14.6 
23.9 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

8.0% 
8.0% 
3.1% 
14.4 

7.8% 
7.8% 
3.2% 
14.2 

8.5% 
9.0% 
3.7% 
12.0 

%  change  (local  currency) 

tkchniuil  indicators 

latest 

Week  ago 

Reading 

STOCKS 

Latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

343.2 
36.0% 
0.32 
0.94 

342.4 
34.9% 
0.42 
0.94 

Positive 
Neutral 
Neutral 
Positive 

NANCIAL  TIMES  100) 
(KEI  INDEX) 
TSE  COMPOSITE) 

2395.8 
38,801.6 
3932.2 

1.5 
0.8 
0.3 

34.0 
28.7 
17.0 

TRY  GROUPS 

J- 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

K  LEADERS 

% 

4-week 

change 

52 -week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

GAS  DRILLING 

23.0 

77.1 

ROWAN 

26.0 

95.7 

11 '72 

NG  AND  CONSTRUCTION 

10.4 

54.3 

FLUOR 

15.0 

63.1 

36y2 

GAS  DISTRIBUTION 

8.9 

38.8 

ARKLA 

19.1 

35.4 

27y4 

8.4 

41.6 

EASTERN  ENTERPRISES 

10.0 

46  3 

34% 

TELEPHONE  COMPANIES 

7.9 

46.9 

SOUTHWESTERN  BELL 

15.1 

53.0 

62% 

K  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

LDING 

-14.3 

2.2 

PHM 

-23.6 

-3.4 

IOV2 

-10.5 

64.0 

WALT  DISNEY 

-13.1 

74.7 

1 13% 

NEGUS  FINANCE 

-9.6 

28.1 

FEDERAL  NATIONAL  MORTGAGE 

-19.6 

103.0 

341/4 

.  LOANS 

-9.3 

-6.5 

HOUSEHOLD  INTERNATIONAL 

-9.5 

-13.2 

50  Vs 

AND  LOANS 

-8.7 

27.1 

GREAT  WESTERN  FINANCIAL 

-1 1.7 

14.3 

17 

AL  FUNDS 


>lal  return 

% 

LAGGARDS 
Four-week  total  return 

% 

TRATEGIES 

12.9 

STRATEGIC  GOLD/MINERALS 

-12.3 

SELECT  ENERGY  SERVICE 

12.4 

VOYAGEUR  GRANIT  GROWTH  STOCK 

-12.2 

OPE  GROWTH 

8.2 

SHERMAN  DEAN 

-12.0 

lol  return 

% 

52-week  total  return 

% 

ERVICES  GOLD  SHARES 
C  INVESTMENTS 

\AALL  CAPITALIZATION  PORTFOLIO 

66.1 
63.4 
58.3 

STRATEGIC  GOLD/MINERALS 

NATIONAL  REAL  ESTATE  INCOME 

DFA  UNITED  KINGDOM  SMALL  COMPANY 

-16.8 
-8.6 
-5.5 

S&P  500 
4-week  totol  return 


MORNINGSTAR  INC. 


Average  fund 
52-week  totol  return 


IVE  PORTIOLIOS 


unts 

he  present 
10,000 
ne  year 
h  portfolio 

indicate 
al  returns 


U.  S.  stocks 
$12,848 

+  0.91  % 


Foreign  stocks 
$12,023 

+  1.16% 


Treasury  bonds 
$11,994 

-1.91  % 


nil 


Money  market  fund 
$10,739 

+  0.16% 


DATA  RESOURCES  INC. 


Gold 

+  1.10% 


is  page  are  as  of  market  close  Wednesday,  Dec.  27,  1989,  unless  otherwise  indicated, 
s  include  S&P  500  companies  only;  performance  and  share  prices  ore  as  of  market  close 


Dec.  26.  Mutual  fund  returns  ore  as  of  Dec.  22.  Relative  portfolios  ore  valued  as  of  Dec.  26.  A  more 
detoiled  explonotion  of  this  page  is  available  on  request. 
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SERVICES  AREN'T  ON 
EASY  STREET  ANY  MORE 


Since  the  end  of  the  1981-82  recession,  service  compa- 
nies have  created  16  million  new  jobs,  generating 
more  than  half  of  all  output.  That  robust  growth  kept 
many  people  from  worrying  about  the  sector's  vulnerability. 
Managers  didn't  need  to  rein  in  wage  costs  or  boost  produc- 
tivity because  ever-increasing  demand  would  cover  all  ex- 
penses. Well,  guess  what?  That  fairy  tale  has  ended:  In 
1989,  the  bottom  fell  out  of  the  real  estate,  securities,  and 
retail  industries.  Everyone  in  service  companies  is  not  going 
to  live  happily  in  1990,  much  less  ever  after  (page  62). 

The  service  sector  is  going  to  have  to  wake  up  to  the 
reality  of  competing  in  a  slow-growth  economy.  Controlling 
costs,  cutting  away  corporate  fat,  and  increasing  worker 
efficiency  will  be  key  managerial  objectives  for  ser\'ice  exec- 
utives this  year.  If  that  sounds  familiar,  it's  because  manu- 
facturers had  to  face  those  same  hard  tasks  during  the 
1980s.  To  that  end,  service  managers  will  have  to  shell  out 
more  funds  on  capital  equipment,  such  as  computers  and 
telecommunications  machinery,  in  order  to  raise  the  output 
of  their  workers.  Services  have  lagged  behind  the  factory 
sector  in  the  growth  of  their  capital  budgets.  And  that's  a 
big  reason  why  productivity  in  services — admittedly  tough 
to  measure — seems  to  have  hardly  budged  during  the  1980s, 
while  that  in  manufacturing  skyrocketed. 

But  machinery  won't  do  it  all.  It's  about  time  service 
companies  realize  that  "service"  is  their  first  name.  For  too 
long,  many  retailers,  hotels,  and  fast-food  chains  were  lax  in 
catering  to  customer  needs.  But  now,  with  increased  compe- 
tition in  the  service  sector,  consumers  can  simply  walk  out 
the  door  if  they  feel  an  establishment's  level  of  .service  isn't 
up  to  snuff.  In  addition,  the  inroads  that  the  Japanese  have 
made  into  commercial  banking  and  entertainment  have 
proved  that  service  companies  aren't  as  insulated  from  for- 
eign rivals  as  was  once  thought. 

During  the  1980s,  America  consolidated  the  trend  away 
from  a  mainly  goods-producing  economy  to  one  that  is  ori- 
ented heavily  toward  services.  Whether  or  not  that  transfor- 
mation will  enable  this  economy  to  escape  a  recession  this 
year  will  depend  on  managers  in  the  service  sector  making 
some  tough  business  decisions  in  the  months  ahead. 


DEPOSIT  INSURANCE: 
ALARM  BELLS  ARE  RINGING 


R 


leal  estate  is  threatening  to  cause  another  banking 
debacle.  Most  experts  agree  that  real  estate  problems 
Lin  the  Northeast,  the  new  locus  of  worry,  won't  put 
banks  there  in  the  Texas  league  or  force  a  huge  bailout  such 
as  the  thrift  cataclysm.  The  Northeast  has  a  far  more  diver- 
sified economy,  for  one  thing,  so  most  bank  portfolios  are 
much  better  diversified.  Lots  of  developers  and  other  com- 
mercial real  estate  players  will  go  broke  in  another  cyclical 


shakeup  of  that  market.  Residential  owners  will  lear 
cope  with  anemic  gains  at  best  in  illiquid  markets,  and 
buyers  will  face  tougher  lending  standards. 

Still,  the  banking  industr>''s  real  estate  problem  a 
highlights  the  chronic  flaw  in  the  U.  S.  banking/thrift 
tem:  In  a  business  with  too  many  competitors  sellir 
commodity,  federal  deposit  insurance  increases  the  li 
hood  that  management  will  bet  the  family  silver  in  a  se 
for  profits.  If  they  win  the  bet,  they  profit;  if  they  fail 
government  picks  up  the  losses. 

What  to  do?  Letting  banks  fail  like  any  other  comme 
enterprise  would  mean  getting  rid  of  the  deposit-insur  [ 
financial  safety  net.  Congress  can't  take  that  risk.  Dei 
the  1,037  bank  and  813  savings-and-loan  failures  during 
1980s,  there  have  only  been  a  handful  of  Depression-  \ 
runs  on  federally  insured  banks  and  thrifts.  Instead,  •  n 
gress  needs  to  limit  deposit  insurance  to  $100,000  per  far  r 
Regulators  must  have  the  funds  they  need  to  unmask  t  s 
ble  before  it  erupts  into  disaster.  And  they  need  to  recog  i 
that  an  active  market  for  corporate  control  can  discij  i 
lazy  managers  and  ensure  that  the  incompetent  do  not  s 
regulators  as  a  shield.  Finally,  government,  through  ca; 
ratios  and  tough  market-based  accounting  standards,  sh< 
winnow  out  weak  and  marginal  banks  while  encouraging 
strong  to  survive. 


NOW,  IT'S  TIME  TO 
LEAVE  PANAMA  TO  ITSELF 


Judged  by  its  results,  the  toppling  of  Panamanian  d 
tor  Manuel  Noriega  by  U.  S.  armed  forces  has  t( 
termed  a  success.  Panamanian  citizens  celebrated  wi 
joy  that  leaves  little  doubt  that  the  ordinary  man  in  the  c 
welcomed  Noriega's  overthrow.  And  despite  ritual  c 
plaints  from  intervention-shy  Latin  American  leaders,  tl 
is  reason  to  suspect  that  privately  they  are  glad  to  be  ri 
a  major  embarrassment:  a  gun-toting  throwback  to  the  c 
of  military  dictatorships  and  a  drug  runner  to  boot. 

The  task  now  is  to  withdraw  the  intervention  force 
apart  from  the  10,000  troops  that  the  U.  S.  keeps  perman 
ly  in  Panama  to  protect  the  canal — as  soon  as  possible.  1 
will  depend  in  part  on  the  ability  of  the  new  governmen 
President  Guillermo  Endara  to  stand  on  its  own  legs,  y 
is  of  the  utmost  importance  that  Washington  acknowk 
by  its  actions  that  it  will  leave  Panama's  concerns  to 
Panamanians  from  now  on.  In  this  way,  and  only  this, 
the  U.  S.  preserve  the  ouster  of  Noriega  as  a  major  succ 
Still,  we  confess  to  some  uneasiness  about  the  w' 
episode.  Targeting  foreign  officials  in  another  country 
punishment,  however  detestable  the  officials  may  be, 
game  we  should  generally  avoid,  since  others  can  pla; 
well.  And  given  Uncle  Sam's  history  of  oft-unjust  inter 
tion  in  Latin  America,  Washington  needs  to  make  spt| 
diplomatic  efforts  to  assure  Latin  countries  that  Norie, 
behavior  created  a  very  special  case. 

Luckily,  the  adventure  seems  to  have  succeeded.  Now, 
job  is  to  make  sure  that  it  does  not  set  a  precedent  that 
come  back  to  haunt  us. 


I 


There's  only  one  PBX  system 
that  won't  be  blown  away  by  the  future. 

When  the  future  comes  knockins,  only  one  PBX  has  both  tlie  flexil)le  architecture 
and  power  to  answer  the  challenge. The  Rijitsu  F9600."  Unlike  others  who\'e  retro- 
fitted older  PBXs.  the  F9*i00  was  desio^ied  fi'om  the  start  to  take  ad\'anta,u;e  of 
emero:inK  telecommunication  services  — like  ISDN  and  broadband.  For  starters,  its 
distrilaited  jFocessor  architecture  lets  you  add  capacity  and  functionality  simply 
by  adding:  processor  modules.  Its  single  sta,ge  switchin,^'  matrix  iirovides  smooth 
j^m1;h  and  fast  processin,u'  of  voice,  data  and.  when  you  need  it,  1  n'oadl  )and  ser\'ices  such  as  \'ideo. 
And  thanks  to  its  high-lex'el  applications-oriented  software,  new  applications  can  be  added  as 
quickly  as  youi*  needs  change-Today,  the  system  is  {performing' 
vorldwide  in  over  1,300  installations. \\1iich  shouldn't  come  as  a  surprise,  consid- 
ering Fujitsu  Ltd.  is  a  pioneer  in  ISDN  technologv'  and  an  $18  billion  global  leader 
n  computers  and  telecommunications. To  see  just  how  much  better  the  F9(i00 
■eally  is,  call  Fujitsu  Business  Communication  Systems  at  l-800-(i54-0715.  You'll 
ind  that  with  the  F9600,  the  futiu'e's  nothing  to  l)e  afi'aid  of. 


FUlflSU 


FUJITSU  BUSINESS 
COMMUNICATION  SYSTEMS 


1989,  Fujitsu  Business  Communication  Systems.  F9ti(i()  is  a  tniHemurk  (tf  Fujitsu  Business  Cnmmunicatinn  Systems, 


The  Performer  1 


The  Eagle  Premier  ES  Limited. 

A  highly  sophisticated  four-door 
luxury  se(£n  that  is,  quite  frankly  a 
hard  act  to  follow.  The  reason  — a 
powerful  3.0  litre  overhead  cam  V6 
engine  with  electronic  multi-port  fuel 
injection.  No  wonder  it  handles  the  de- 
mands of  the  road  very  comfortably 

Premier  provides  more  interior  room 
than  any  car  in  its  class*  But  it  is  more 


than  spacious.  Its  comfortable.  Preni 
ergonomically  advanced  bucket  setsi 
generously  fitted  with  rich  leather,  w(  ik 
credit  to  a  fine  sports  car.  Even  the  ir  ti 
ments  are  laid  out  with  jet  plane  effic  r 
All  this  is  the  reason  you  immedia:!; 
know  you're  in  control  of  a  true  drive  si 
Equipped  with  a  four-whee!  i 
dependent  Touring  Suspension  Sy 
four-wheel  disc  brakes,  and  rack-aj 


^i*.  'Based  on  EPA  Interior  Volume  and  Ward's  Intermediate  Standard  Class. 


Buckle  up  for  safctyr 


n  steering,  Premier  inspires  an  inval- 

intangible  —  confidence. 

So  does  the  protection  of  Premier  s 
^d  warranty  —  Chrysler  s  exclusive 
Protection  Plan** 

Test-drive  a  Premier       '  . 
mited  at  your 

dealer. 


A  must  for  anyone  who  enjoys  a  great 
performance.  For  more  information, 
call  1-800-JEEP-EAGLE. 

,  Eagle.  Chrysler  Motors'  - 
.    Newest  Division  (^) 


"Protects  engine  and  powertraiti  for  7  years  or  70,000  miles  and  against  outerbody  rust-through  for  7  years  or  100,000  mifes.  See  limited 
warranty  at  dealer.  Restrictions  apply. 


Ready  to  say  Uncle? 


Frustrated  by  the  failure  to  hold  the  line  on  soaring  health  care 
costs,  many  business  leaders  are  calling  for  some  type  of  national 
health  plan.  Who  can  blame  them? 

As  it  stands,  we  now  spend  131%  more  per  citizen  on  health  care 
than  Japan.  For  every  $2  of  operating  profits,  U.S.  corporations  pay 

close  to  $1  for  health 
benefits.  | 

At  the  CIGNA 
companies,  we  believe  e 
national  health  plan  is 
not  the  answer.  But  we 
do  agree  a  fundamental 
change  is  needed.  And 
we've  responded  with 
Integrated  Managed 
Care. 

Unlike  earlier  cost- 
containment  measures, 
which  were  effective 
but  too  narrow  in  focus, 
it  targets  a  company's 
entire  medical  expense. 
Through  a  long-term 
partnership  with  each  of  our  clients  and  local  providers  of  medical 
services,  it  helps  to  both  check  skyrocketing  medical  costs  and 
deliver  quality  care.  One  of  our  clients,  for  example,  projects  a 
savings  of  $200  million  over  three  years. 

For  information  write  the  CIGNA  Companies,  Dept.  RC,  1600  Arch 
Street,  Philadelphia,  PA  19103.  You'll  find  we  have  many  interesting 
things  to  say.  Uncle  isn't  one  of  them. 


We  get  paid  for  results? 


January  / i3 
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The  words  arc  those  of  Jonathan 
Seybold,  perhaps  the  most  respected 
\oice  in  desktop  puhhshini^.  I  Us  new  s- 
letter,The  Seybold  Report,  reaches 
some  200,000  pubhshers-of  w  horn  v\e 
estimate  199,990  ha\  e  ne\er  c\  en  tried 
a  NeXT™  Computer. 

Certainly,  then,  Mr.  Seybokfs  words 
weren't  calculated  to  gain  favor  among 
his  readers. We  suspect  a  far  simpler 
motive:  honesty. 

The  NeXTmachine  has  caused 
manv  to  belie\  e  that  it  was  designed 


graphics-along  with  expansive  libraries 
of  fonts  and  art. 

The  NcX  T  ( :om(niter  streamlines 
the  entire  publishing  [process.  iTame- 
Maker"  softv\are  combines  v\  riting, 
graphics  and  layout  tools  in  one  publish- 
ing package.  Which  brings  an  end  to  the 
tradition  of  forexer  bouncing  between 
programs,  "importing^and  "exporting" 
as  you  go. 

And,  thanks  to  true  multitasking, you 
can  instantly  access  other  applications. 

The  NcX'r  Digital  Library,™  for 


THE  BESTCOMPUnR  FOR 
PUBUSHING  EVER  MADEr 


exclusixely  for  publishing.  Not  a  bad 
theory,  considering  the  e\  idence. 

To  begin  with,  the  NeXT  Computer 
is  the  first  pure  PostScript '  machine. 
You  can  work  on-screen  w  ith  the  hun- 
dreds of  fonts  in  Adobes  type  library. 
You  can  output  to  any  PostScript  de\  ice, 
be  it  laser  printer,  slide  maker  or  the 
highest  quality  professional  typesetter. 
And  what  you  see  on  the  display  is  pre- 
cisely what  will  print. 

As  the  rest  of  the  industry  explores 
ways  to  accomplish  this  feat,  in  a  year 
at  best,  only  the  NeXT  (Computer  can 
do  it  today. 

In  addition,  the  quality  of  the  image 
itself  is  raised  dramatically. 

The  NeXT  MegaPixel  Display  pro- 
vides a  huge  workspace,  with  sharp- 
ness and  detail  you  ha\  en  t  seen  on  a 
computer  before.Hie  NeXT  Laser 
Printer,  at  400  dots  per  inch,  offers 
over  759^  greater  resolution  than  the 
current  300  dpi  standard. 

Ours  is  also  the  only  system  to  offer 
optical  storage  as  a  standard  feature. 
A  single  optical  disk  (25b  megabytes) 
lets  you  store  and  transport  multiple 
versions  of  long  documents,  rich  in 


example,  is  always  at  hand,  it  includes 
entire  books,  such  as  Webster's  Ninth 
New  Cx)llegiate  Dictionary "  and  Colle- 
giate" Thesaurus.  Or  archiv  es  of  your 
past  work,  in  w  hich  you  can  pinpoint 
text  or  graphics  in  seconds,  to  copy  into 
new  documents. 

NeXT  Mail  makes  publishing  a  truly 
collaborative  process.  Lnlike  ordinary 
e-mail,  it  lets  you  send  and  receiv  e 
messages  that  include  text,  graphics, 
voice,  even  entire  documents.  Never 
has  there  been  a  more  effective  way  to 
locate  information,  receive  comments 
and  get  approv  als. 

And,  as  Publish!  magazine  recently 
reported,  the  NeXT  (Computer  "offers  a 
staggering  price  advantage"  w  hen  com- 
pared to  personal  computers  configured 
for  desktop  publishing. 

lb  receive  our  publishing  brochure, 
call  80()-,S4S-NeXT  While  you're  on  the 
line,  ask  for  the  location  of  your  nearest 
Businessland  Center.  There, you  can  get 
some  hands-on  experience  w  ith 
the  world's  most  sophisticated 
desktop  publishing  system. 

And  get  a  (|uote  on  a  sys- 
tem all  your  ow  n. 


©1990  NeXT.  Inc  NeXT  the  NeXT  logo  and  Digilal  Library  arc  trademarks  of  NeXT.  he.  PostScript  is  a  registered  trademark  of  Adobe  Systems,  hit  KranieMakcr  is  a  registered 
itadenijrk  nf  Franie'Iei  tinnlot;\  Corp  Wchsrcr's  Ntiirli  \c"  ( !iilU  i;ijrt  DKtionarv  and  ( iollcgijtc  arc  registered  trademarks  of  Mcrriam-Webstcr,  lot 
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The  production  index  increased  for  the  week  ended  Dec.  23.  On  o  seosonolly 
adjusted  bosis,  declines  in  the  production  of  coal,  rail-freight  trafiRc,  lumber,  steel, 
autos,  trucks,  paperboard,  and  paper  offset  a  gain  in  electric  power  output. 
Production  from  crude-oil  refiners  wos  unchanged  from  the  previous  week.  Prior  to 
calculation  of  the  four-week  moving  average,  the  index  dropped  to  175.2  from 
176.5  for  the  previous  week. 

BW  production  inde;.  copyright  1990  by  McGrow-Hill  Inc. 


Dec  Aor  A^c  Dec'f 

1988  1939  1989 

The  leading  index  slipped  for  the  week  ended  Dec.  23.  The  index  is  now  at  itj^ 
lowest  level  in  17  weeks.  The  change  in  materials  prices  was  the  only  positivJ 
indicator  for  the  latest  week.  On  the  negative  side  were  lower  stock  prices  an 
slower  growth  rotes  for  real  estate  loans  and  M2.  Bond  yields  were  unchanged,  antj 
data  on  business  failures  were  unavailable.  Before  calculotion  of  the  four-we 
moving  average,  the  index  fell  to  218.8  from  220.2. 

Leading  index  copyright  1990  by  Center  for  international  Business  Cycle  Research 


PRODIKTION  INDKATORS 


Lotest 
week 

Week 
090 

^  Change 
year  aga 

STEEL  (12/30)  thous.  of  net  tons 

1,454 

1,527 

=  -15.5 

AUTOS  (12/30)  units 

0 

135,680 

=  0.0 

TRUCKS  (12/30)  units 

0 

75,544 

=  0.0 

ELEQRIC  POWER  ( 1 2/30)  millions  of  kilowott-hours 

57,295 

64,620 

=  12.8 

CRUDE-OIL  REFINING  (12/30)  thous.  of  bbl./day 

12,231 

13,822 

=  -8.5 

COAL  ( 1  2/23)  thous.  of  net  tons 

15,475  = 

19,004 

-21.7 

PAPERBOARD  (12/23)  thous.  of  tons 

710.3  = 

731. Or 

-2.3 

PAPER  (12/23)  thous.  of  tons 

747.0  = 

752. Or 

1.6 

LUMBER  (12/23)  millions  of  ft. 

496.1  = 

547.5 

4.5 

RAIL  FREIGHT  ( 1 2/23)  billions  of  ton-miles 

16.7  = 

19.1 

-10.7 

Sources;  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports.  Edison  Electric  Inst.,  Amer 
icon  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA*,  Association  of 
American  Railroads. 

Latest 
week 

Week 
□go 

Yeor 
ago 

JAPANESE  YEN  (1/3) 

145 

142 

126 

GERMAN  MARK  M/31 

1.72 

1.69 

1.80 

BRITISH  POUND  (1/3) 

1.61 

1.62 

1.80 

FRENCH  FRANC  (1/3) 

5.88 

5.77 

6.13 

CANADIAN  DOLLAR  (1/3) 

1.16 

1.16 

1.19 

SWISS  FRANC  i  '/3i 

1.58 

1.53 

1.53 

MEXICAN  PESO  (1/3)- 

2,689 

2,675 

2,307 

Sources:  v,a[or  New  York  bonks.  Currencies  expressed 
British  pound  expresseci  in  dollars. 

in  units  per  U.  S.  dollar 

except  for 

latest 
week 

Week 
090 

%  Change 
year  ago 

GOLD  (1/3)  $/troy  oz. 

395.000 

406.000 

-3.5 

STEEL  SCRAP  (1/2)  =  l  heovy,  S/ton 

96.50 

96.50 

-14.6 

FOODSTUFFS  (12/29)  index,  1 967  =  1 00 

212.1 

213.8 

-10.3 

COPPER  (12/30)  c/lb. 

1 10.2 

108.2 

-31.5 

ALUMINUM  (12/30)  c/lb. 

73.5 

73.2 

-34.7 

WHEAT  (12/30)  =2hord,  $/bu. 

4.38 

4.37 

1-9 

COTTON  (12/30)  strict  low  middling  1-1/16  in.,  c/lb. 

64.92 

61.58 

19.3 

■U-!.]i:[jrh]fV:W.]:;-i 


Latest 
week 

Week 
ago 

Chant 
year  a 

STOCK  PRICES  (12/29)  S&P500 

349.92 

344.24 

2i 

CORPORATE  BOND  YIELD,  Aaa  (12/29) 

8.88  °o 

8.85% 

INDUSTRIAL  MATERIALS  PRICES  '12/29) 

103.1 

102.5 

1 

BUSINESS  FAILURES  (12/22) 

NA 

NA 

REAL  ESTATE  LOANS  (12/20)  billions 

S353.0 

$353.0r 

14 

MONEY  SUPPLY,  M2  (12/18)  billions 

S3,201.6 

S3,201.2r 

4 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/16)  thous 

349 

333 

13 

Sources:  Sianaora  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun 
Brodstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seo: 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 

■.',M'U!IVI^yo:[.].'1[<l!|.]ffW.]:;i 


Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


Latest 
month 

Month 
ago 

■~c  Chan 
year  a 

NEW  HOME  SALES  (Nov.)  annual  rate,  thous. 

710 

648 

9 

12  LEADING  INDICATORS  COMPOSITE  (Nov.)  index 

144.7 

144.5 

0 

CONSTR.  SPENDING  (Nov  )  annual  rote,  billions 

$421.7 

S415.6 

1 

PURCHASING  MANAGERS'  INDEX  (Dec.) 

48.0% 

46.6% 

-16 

Sources:  Commerce  Dept.,  Census  Bureau,  Notional  Associotion  of  Purchasing  Monogeme 

Latest 
week 

Week 
ago 

Chan; 
year  a< 

MONEY  SUPPLY,  Ml  (12/iS) 

S795.7 

S793.2r 

1 

BANKS' BUSINESS  LOANS  (12/20) 

318.6 

318.1 

4 

FREE  RESERVES  (12/27) 

690 

636r 

-1 

NONFINANCIAL  COMMERCIAL  PAPER  (i  2/20) 

131.5 

130.2 

29 

Sources:  Federal  Reserve  Board  (in  billions,  except  for ) 

a  '■wo-weet  period  m  millions}. 

ree  reserves. 

which  are  e* 

pressed  f 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ogo 

FEDERAL  FUNDS  (i/2) 

8.54% 

8.43% 

9.22° 

PRIME  (1/3) 

10.50 

10.50 

10.50 

COMMERCIAL  PAPER  3-MONTH  (i/2) 

8.13 

8.27 

9.03 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (i/3) 

7.81 

7.86 

9.17 

EURODOLLAR  3-MONTH  ( 1 2/27) 

8.33 

8.44 

9.31 

Sources:  Federal  Reserve  Board,  First  Boston 


=  Row  dote  in  the  production  indicators  are  seasonally  odjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipmen 
1  =:Western  Wood  Products  Assn.         2  =  Southern  Forest  PrcxJucts  Assn.         3  =  Free  market  value         NA=  Not  available         r=revised         NM  =  Not  meoningful 
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We  fit  the  world's 
most  reliable 

communications 
network  into  a 

^AT&T 


3ii  555  HIHR  iiii  ^ 

JERRY  NINES  /'^-y'Xy/ 

ernafona,     1M      311      555     4742      6  ^  ""^^ 


And  we  put  it  all  in  your  hands. 

If  you're  travelling,  anything  that  makes  life  easier  and  more  convenient 
is  something  you  want  to  have  along.  And  that's  why  you  carry  the  AT&T 
Card.  It's  the  most  reliable  way  to  keep  in  touch. 

With  the  AT&T Card,you  can  make  long  distance  and  international  calls 
to  over  250  countries  and  areas— all  through  the  AT&T  W'orUlwide 
Intelligent  Net  work.^ou  can  make  local  calls,  too.  So  whether  you're 
calling  across  the  country  or  across  the  world,  it's  the  one  card  that 
makes  it  all  easy 

Most  public  phones  automatically  give  you  AT&T  If  you  happen  to  use  a 
phone  that  doesn't,  it's  still  easy  to  reach  AT(ST  in  most  cases. Just  dial 
our  easy  access  code,  10+ATT+O  before  the  area  code  and  number  you're 
calling.*  Then  enjoy  the  quality  of  your  AT&Tcall. 

The  AT&T  Card  sets  the  standard.  And  when  you're  on  the  road,  the  AT&T 
network  is  the  most  reliable  way  to  make  all  your  long  distance  calls. 
The  AT&T  Card.  It's  easv  to  use  and  it's  free.  For  an  additional  card  ( )r  a 
new  one,  call  1 800  222-0300,  Ext.  500. You'll  also  receive  the  latest 
information  on  how  best  to  use  your  AT&T  Card. 

*For  1  rnern.it ion.ik. ills,  plf.isf  di.il  10+ATT+OI+lhf  country  tude  +  the  tity  code  +  tlie  locil  nuniher 
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MAYBE  JAPAN  DESERVES 

SOME  BASHING  

The  cynical  and  somewhat  contemptu- 
ous attitude  of  a  great  many  Japa- 
nese toward  the  U.  S.,  as  revealed  by 
your  recent  BUSINESS  WEEK/Harris  Poll 
("Japan's  hardening  view  of  America," 
International  Business,  Dec.  18),  is  a 
strong  riposte  to  those  who  automatical- 
ly cry  "Japan-bashing"  whenever  some- 
one objects  to  that  country's  economic 
depredations  of  the  U.  S.  Getting  Ameri- 
ca to  take  responsibility  for  Japan's  de- 
fense for  40  years  and  then  using  the 
U.  S.  marketplace  as  a  vast  dumping 
ground  for  Japanese  goods  while  thor- 
oughly isolating  and  protecting  their 
own  home  markets  probably  justifies 
American  resentment. 

But  in  considering  the  future  course 
of  our  relations  with  Japan  and  the  seri- 
ous economic  threat  that  Japan  may  or 
may  not  represent,  we  should  probably 
take  stock  of  Tokyo's  relations  with  its 
Pacific  neighbors,  each  of  which  main- 
tains an  unremitting  hostility  and  very 
deep  suspicions  of  the  Japanese  and 
their  actions.  In  fact,  Japan  has  no  real 
ally  other  than  the  U.  S.  Shouldn't  that 
be  telling  us  something? 

Drage  Vukcevich 
Columbia,  Md. 

America  cannot  be  stripped  of  200 
years  of  economic,  political,  and 
ideological  richness,  as  well  as  diversity, 
solely  because  of  the  opinion  of  an 
emerging  nation — however  technologi- 
cally advanced.  We  can  only  try  to  edu- 
cate the  Japanese  on  the  relevance  of 
our  experience  and  our  differences.  The 
poll  revealed  that  427f  of  the  Japanese 
respondents  view  "too  many  minorities" 
as  a  reason  for  America's  economic 
problems.  To  think  that  the  globe  would 
be  better  off  with  people  of  one  type  is 
narrow-minded  and  ignores  reality. 

World  leadership  requires  consensus- 
building.  Consensus  requires  mutual  re- 
spect, tolerance,  and  acknowledgment. 
America  has  made  a  career  of  opening 
its  heart  and  its  arms  to  others.  How 
about  Japan?  If  America  is  guilty  of 
anything,  it's  guilty  of  forgetting  the 
concepts  on  which  it  was  built — and,  yes. 


it's  getting  lazy.  Still,  I  put  my  mone^ 
on  America,  because  on  any  given  day,! 
determine  my  own  destiny.  ,\  |> 

Stephen  Peel  ||Fiii 
Cincinnai}  :r.: 
;ci(i( 
rasi 


HOW  WALL  STREET  IS  EARNING 
FROM  ITS  MISTAKES 

 (*•: 

Amazing!  Investment  houses  make 
killing  by  rushing  in  with  high-i: 
terest  junk  to  finance  unwise  leveragi 
buyouts,  and  management  enthusiasll 
cally  dives  into  a  sea  of  debt.  When  th 
deal  goes  south,  do  these  same  playeij 
square  their  jaws  and  accept  any  blame 
Hardly  ("Yesterday's  bad  deals  are  t4 
day's  new  business,"  Finance,  Dec.  11) 
The  investment  firms  remount,  reloa( 
and  charge  to  the  rescue  with  purs 
strings  flapping,  ready  to  refinance  th  [(j, 
deal  and  profit  from  previous  errors  i  ^ 
judgment.    Naturally,  managemer 
throws  open  the  company  coffers  agaii 

And  we  wonder  why  the  JapanesKiji 
scratch  their  heads  at  the  wacky  worl 
of  long-term  strategic  planning  by  som 
of  Corporate  America's  finest. 

Thomas  G.  Pric 
Dalla 


WHY  PUNISH  DEPOSITORS 
FOR  THE  S&Ls'  CRIMES? 
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Insure  depositors,  not  deposits"  (Ed 
Itorials,  Dec.  11)  is  analogous  to  jai 
ing  the  victim  instead  of  the  criminal. 

You  ignore  the  cause  of  the  savingf 
and-loan  ripoff.  It  wasn't  depositors  wh 
caused  it.  Crooked  bankers,  lax  reguk 
tors,  and  corrupt  politicians  are  the  cu 
prits.  Convict  the  bankers,  hire  mor 
regulators,  and  allow  them  freedom 
enforce  the  rules.  Strengthen  the  ethic 
and  election  laws,  too.  That  will  fi 
many  things. 

Depositors  accept  lower  rates  of  n 
turn  from  bank  deposits  in  exchange  fo 
safety.  Limit  safety  per  depositor,  an 
savings  rates  will  go  up  as  depositor 
turn  instead  to  uninsured  investment 
that  offer  higher  returns. 

We  complain  that  Americans  don' 
save  enough.  Your  remedy  will  sure! 
not  encourage  more  saving. 

Felton  P.  Davis  Ji 
Tamp; 


.  Maidenhe.id.  Berk 
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'T  BLAME  CREDIT  UNIONS 
BANKING'S  MALAISE  

redit  unions  may  be  tempting  fate" 
(Finance,  Dec.  18)  would  appear  to 
rt  the  facts.  By  highlighting  isolat- 
cidents,  you  failed  to  mention  that 
,'ast  majority  of  credit  unions  are 
ited  in  a  prudent  and  competent 
ler. 

ur  research  is  inaccurate  when  you 
that  "credit  unions  may  count  as 
al  the  1%  of  deposits  they  contrib- 
,0  the  industry's  federal  insurance 
"  This  is  simply  not  true. 
;o,  credit  unions  have  and  continue 
nd  their  own  deposit-insurance  pro- 
1 — which  does  not  cost  the  taxpayer 
;ingle  dime — and  their  equity  ratios 
■ar  superior  to  either  the  FDIC  or 
;  policies. 

r  do  you  mention  that  by  federal 
credit  unions  have  to  account  for 
osses  or  gains  within  each  quarter 
hat  they're  prohibited  from  specula- 
nvestment  and  lending. 

David  F.  Bartone 
President 

Corning  Federal  Credit  Union 
Corning,  N.  Y. 

mswer  to  the  question  posed  in  the 
ler  overline,  "Are  credit  unions  ex- 
ing  too  far?,"  the  answer  is,  they're 
xpanding  fast  enough, 
sdit  unions  have  been  around  for  a 
time,  but  recently,  the  American 
ers  Assn.  decided  that  they  were 
[iding  too  fast  because  they  have 
oped  a  niche  that's  squeezing  the 
ing  system. 

nkers  didn't  give  a  damn  about  my 
t  union  or  my  members  as  little  as 
years  ago,  but  now  they're  con- 
!d  about  our  ability  to  conduct  busi- 
How  interesting.  Could  it  possibly 
lat  Third  World  loans  and  specula- 
levelopment  loans  have  lost  their 
our? 

Mark  L.  Wilbur 
General  Manager 
Great  Basin  Federal  Credit  Union 
Reno,  Nev. 

tE'S  MORE  TO  FLOPPY-DISK 
THAN  GLITZ  

Ithough  it  was  gratifying  to  see 
BUSINESS  WEEK  giving  the  nod  to 
active  electronic  media,  your  report- 
fgely  misses  the  boat  regarding  any 
;he  most  novel  uses  for  this  adver- 
j  and  marketing  medium  ("The  fol- 
ig  floppy  is  brought  to  you  by  ...  " 
:eting,  Dec.  4). 

re,  when  Ford  Motor  Co.  sends  out 
0  diskettes  to  consumers,  market- 
nd  marketer-watchers  do  take  note, 
aside  from  the  occasional,  albeit 


-]i<iB  Stiitch  Whisky  Blended  and  buttled  in  Scotland  by  Justerini  &  Brooks,  hue  wine  and  spirit  men  lianls  since  1749 
To  send  a  gilt  ol  J&B  anywhere  in  the  U.S.,  call  1-800-528-6148,  Void  where  prohibited. 

Jib  U'.-i>.Ji.-.J  '»  .  .ii  li  Whr.t',,  .;.f?'p  Alt  t'l  VlI  ,  lrrn»_i'ifd  by  I  he  Poddingtofi  Co'F<-.ruii'...i>,  ft  let,  f  JJ  'i'  I'VHV 


FIDELITY  MAKES  IT  EASY! 


1/ 


Get  the  Most 
for  Your  IRA 

Changing  jobs  or  retiring?  If \ou'iX'  receiving  a  retirement  plan  distribu- 
tion due  to  a  job  chanj^e  or  retirement,  you  ha\e  just  60  days  to  rollover  to  an 
IRA  and  continue  to  defer  taxes  and  avoid  a  possible  10%  penalty.  The  Fidelity 
Rollover  IRA  makes  it  easy. 

Looking  for  a  better  place  for  your  IRA?  If  you  have  IRAs  elsewhere, 
you  can  consolidate  them  at  Fidelity  and  have  access  to:  ^  E.xperienced 
Portfolio  iManagement  ^  Over  50  no-load  and  low-load  funds  ^  Consoli- 
dated statement  ^  Easy  IRA  transfers  ^  Low  IRA  fees. 

Let  our  no-pressure  Retirement  Specialists  show  you  how.  Our 

Retirement  Specialists  will  be  happy  to  answer  \()ur  retirement  questions  and 
help  \ou  set  up  your  Fidelity  IRA. 




Call  24  hours  1-800-544-6666 


Cull  l<i(la\  for  a  Tree  Rollover  IR.A  fact  kit!  l  iileliu  Disli  iliiiKir^  Cor- 
pdialioii  ((iciu'ial  DiMribiilidii  .Vm'iil),  I'O  Box  dWiddi,  Dallas,  T.\ 

Fidelity       Investments  ' 

V   ^  CODE:  BW/GENR/011590 
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THE  PENINSULA 
GROUP 


The  One 


hotel  group  whose 


name  is  synonymous  throughout  the  East 
with  traditional  standards  of  elegance, 
style  and  grace,  now  has  a  sparkling 
string  of  properties  that  stretches  through 


the  Pacific  to  the  Atlantic. 


The  Peninsvila,  Hong  Kong 

The  Kowloon  Hotel,  Kong  Kong 

Tlie  Manila  Peninsula,  Manila 

The  Portman  Shanghai,  Shanghai 

(opening  early  1990) 

The  Peninsula,  New  York 

The  Peninsula,  Beverly  Hills  (opening  1991) 


The 

Peninsula 

GROUP 


flashy,  mass  consumer  mailing,  the  fa(| 
remains  that  the  backbone  of  effectiv' 
diskette-based  advertising  and  markej 
ing  is  a  business-to-business  affair. 

David  Fuhrman,  Presiderl 
CompuDoc  In(| 
Edison,  N. 

TAUBMAN  IS  COMMITTED 
TO  'WOODIES' 


Regarding  "Bloomie's  may  be  o 
JMB's  Christmas  list"  (Top  of  th 
News,  Dec.  25),  it  is  the  Taubman  Ii 
vestment  Co.  that  is  the  majority  shar 
holder  of  Woodward  &  Lothrop.  Als( 
Woodward  &  Lothrop  isn't  for  sal( 
Taubman  Investment  is  far  from  "quie 
ly  seeking  to  bail  out  of  Woodward  i 
Lothrop."  In  February,  1989,  Taubma 
announced  an  aggressive  capital-spenc 
ing  program  for  Woodies  at  the  tim 
new  Chairman  and  Chief  Executive  Off 
cer  Arnold  Aronson  came  on  board. 

Christopher  J.  Tennyso 
Vice-President,  Corporate  Affair 
Taubman  C( 
Bloomfield  Hills,  Micl 

Editor's  note:  BUSINESS  WEEK  shoul 
hare  noted  Taubmoji's  denial  tha 
Woodie's  is  for  sale.  However,  a  nun 
ber  of  real  estate  sources  insist  that 
has  been  shopped  around. 


THE  DISINTERESTED  BROKERS 
AT  EDWARD  JONES 


Your  article  on  tying  bonuses  t 
stock  sales  described  Edward  I 
Jones  &  Co.  as  a  firm  that  compensate 
its  research  analysts  based  on  the  coir 
missions  generated  by  the  stocks  the 
recommend  ("Are  analysts  putting  thei 
mouths  where  the  money  is?"  Financ( 
Dec.  18). 

Our  securities  analysts  do  not  presen 
ly  nor  have  they  ever  had  a  personE 
financial  interest  in  their  respective  re^ 
ommendations.  Further,  bonuses 
though  largely  subjective,  are  detei 
mined  by  the  quality,  performance,  an 
appropriateness  of  the  advice. 

We  regret  any  comments  that  migh 
have  led  your  reporter  to  the  conclusio 
that  our  securities  analysts  have  a  direc 
financial  stake  in  recommendations  tha 
could  put  them  at  odds  with  our  custonr 
ers'  best  interests. 
John  W.  Bachmann,  Managing  Princip£ 
Edward  D.  Jones  &  Cc 
Maryland  Heights,  Mc 


Letters  to  the  Editor  should  be  sent  to  Reader 
Report,  Business  Week,  1221  Avenue  of  the  Amer 
cas,  New  York,  N  Y.  10020.  Fax:  (212)  512-446i 
Telex:  12-7960,  IntI  4998204.  All  letters  must  ir 
elude  an  address  and  daytime  and  evening  tek 
phone  numbers.  We  reserve  the  right  to  edit  letter 
for  clarity  and  space. 
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How  To  Avoid  ATakeover  By  Hostile  Elements. 


Cherokee  Limited 

177  Horsepower,  Shift-on-the-Fly 
FuU-Time  Four-Wlieel  Drive, 
and  the  Available  4-Wheel 
Anti-Lock  Brake  System. 


There's  Only  One  Jeep: 

^~J~lf~i~]r^\  Protects  engine  and  powertrain  for  7  years  or  70,000  miles  and  against  outerbody  rust  through  for  7  years  or  100,000  miles.  See 
vSj  lJ  LJ\^  bmited  warranty  at  dealer  Deductibles  and  restrictions  apply  CHEROKEE  RESALE  VALUE:  Cherokee  has  a  higher  resale 
value  than  Ford  Bronco  II  and  Chevy  S-10  Blazer  Source:  Ke/fey  B/ue  Bonir.  Nov./Dec.  1989,  analyzing  resale  values  for  1986,  '87,  '88  model  year 
vehicles.  For  further  information,  call  1-800-JEEP-EAGLE.  Jeep  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safety. 

Ask  your  local  dealer  about  availability  of  Special  Buyer  Incentives. 
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MOBBED  UP:  JACKIE  PRESSER'S  HIGH-WIRE  LIFE  IN  THE  TEAMSTERS. 
THE  MAFIA.  AND  THE  FBI 

James  Neff 

Atlantic  Monthly  Press  •  498pp  •  $22.95 

TEAMSTER,  MOBSTER, 
POLITICO,  SPY 


If  the  1980s  were  disastrous  for  orga- 
nized labor,  they  were  doubly  so  for 
the  nation's  largest  union,  the  Team- 
sters. Like  most  unions,  it  lost  thou- 
sands of  members  and  granted  big  con- 
cessions. But  those  were  the  least  of  its 
problems.  Federal  investigations  finally 
nailed  down  the  ties  between  top  Team- 
sters and  the  Mafia.  Two  Teamsters 
presidents  were  indicted,  and  one  went 
to  prison.  In  1989,  with  the  Justice  I)e|)t. 
suing  for  control  of  the  union,  its  board 
accepted  reforms  that  court-appointed 
administrators  will  enforce. 

Mobbed  Up  is  the  story  of  Jackie 
Presser,  whose  shenanigans  before  and 
after  he  became  Teamsters  president  in 
1983  helped  bring  the  union  to  account. 
Until  his  death  in  1988  from  cancer, 
Presser  led  five  lives.  He  was  a  self- 
dealing  union  official,  a  crooked  small 
businessman,  a  mob  associate,  an  FBI 
informant,  and  a  political  operator  who 
frequented  the  White  House.  Adroitly 
balancing  those  roles,  he  enriched  him- 
self, toppled  his  enemies,  and  further 
corrupted  the  union.  And  he  did  it  all 
with  impunity,  protected  by  the  FBI.  Not 
bad  for  an  eighth-grade  dropout  whose 
first  profession  was  car  thief. 

The  outlines  of  Presser's  career  aren't 
news.  But  author  James  Neff  is  the  first 
to  fill  out  th<'  story.  Drawing  on  2,000 
pages  of  Jackie's  tattlings  to  the  FBI, 


reams  of  court  records,  and  interviews 
with  Presser  intimates — including  an  ex- 
wife  who  recalls  the  800-pound  Jackie  as 
"cuddly" — Neff  has  written  one  of  the 
most  detailed  and  absorbing  accounts 
yet  of  life  on  the  economy's  underside. 

He  traces  Presser's  career  from  his 
childhood  in  a  mostly  Jewish  Cleveland 
neighborhood.  From  his  mother,  Faye, 
an  inveterate  gambler,  Jackie  got  the 
appetite  for  risk  that  a  Mafia  snitch 
needs.  From  his  dad.  Bill,  who  became  a 
Teamsters  vice-president  and  his  son's 
biggest  promoter,  he  learned  business. 
In  the  1930s  and  '40s,  Bill  formed  a  num- 
ber of  "merchant  associations,"  bringing 
together,  for  example,  small  companies 
that  rented  jukeboxes  to  bars.  The  com- 
panies fixed  prices  and  paid  Bill  a  royal- 
ty. If  a  bar  balked,  the  local  union  of 
jukebox  repairers — which  Bill  happened 
to  head — threw  up  a  picket  line,  despite 
the  lack  of  a  labor  dispute.  Soon,  writes 
Neff,  Jackie  got  "the  twisted  notion  that 
labor  unions  were  a  business,  not  a  call- 
ing, to  be  operated  for  personal  gain." 

In  pursuit  of  such  gain,  Presser  culti- 
vated a  wide  circle  of  friends.  The  pages 
ooze  sleaze  as  Neff  recounts  Presser's 
dealings  with  a  blur  of  bums  called 
Maishe.  the  Weasel,  Babe,  Fat  Tony,  and 
Big  Ange.  Not  to  mention  Allen  Fried- 
man, his  uncle,  who  once  obtained  a  loan 
by  holding  a  pistol  to  a  banker's  head. 


Some  of  the  ooze  rubs  off  on  Rongf  ■ 
Reagan  and  George  Bush,  who  sougt 
Presser's  support  in  two  elections  rf.|i 
spite  his  widely  rumored  mob  ties.  Thr  Ml 
weren't  the  only  ones  tarnished.  An  o|p ,« 
ous  tale  involves  the  Cleveland  Plai\H 
Dealer,  Neffs  former  employer,  whii. 
in  1981  exposed  a  $300,000  kickback  |> 
Presser  from  a  Teamsters  public  re^-^ 
tions  firm,  as  well  as  Jackie's  FBI  connt)* 
tions.  A  year  later,  with  Presser  tryitij 
for  the  Teamsters'  top  spot,  Neff  writ 
New  York  mob  boss  Fat  Tony  Saler 
had  his  lawyer,  Roy  Cohn,  use  his  in 
ence  with  Cohn's  buddy.  Si  Newhou: 
who  owned  the  paper.  The  Plain  Dea 
ran  a  front-page  story  that  appeared 
exonerate  Presser.   Neffs  account 
supported  by  a  lengthy  interview  wi||i 
David  Hopcraft.  the  paper's  executi 
editor  at  the  time,  though  Neff  gives 
evidence  that  he  talked  with  Newhout; 

Jackie's  FBI  involvement  is  even  moll? 
intriguing.  It  began  in  the  early  '7(| 
when  Presser,  a  rabid  anticommuni; 
urged  the  bureau  to  crack  down  on 
nest  of  radicals  in  Ohio.  His  FBI  "ha! 
dier"  shifted  the  focus  to  organize 
crime,  and  in  time  Presser  helped  pi 
away  several  mob  and  union  figures,  ii 
eluding  Teamsters  President  Roy  L.  Wi 
Hams,  whose  job  Jackie  wanted  and  gc. 
Though  used,  the  FBI  stood  by  Press] 
until  evidence  gathered  by  two  medd' 
some  Labor  Dept.  investigators  got  hi| 
indicted  for  embezzlement.  But  soon 
didn't  matter — Presser  was  dying.  - 

Like    many    investigative  boo 
Mobbed  Up  bogs  down  in  minutiae,  es 
cially  of  the  wise-guy  variety.  It  al 
ignores  wider  issues,  such  as  Presse 
impact  on  organized  labor.  How  was 
that  the  AFL-CIO,  which  in  1957  expell 
the  Teamsters  for  its  Mafia  ties,  took 
back  so  easily  in  1987,  mobsters  and  a 
The  book  leaves  other  contradictions  u| 
resolved:   The  mob  supposedly  cho'~ 
Presser  as  president.  Why,  then,  did 
have  to  cut  deals  for  support  on  tl 
mob-influenced  Teamsters  executi 
board?  And  in  too  many  places,  the  a! 
thor's  odd  footnoting  makes  his  sourc 
for  critical  facts  and  judgments  uncles 

On  the  whole,  however.  Mobbed  It 
succeeds  brilliantly  at  a  job  that  tl|: 
press,  having  judged  unions  passe,  hi 
shirked.  Even  now,  Jackie's  old  henci 
men  are  trying  to  undo  the  Justice  Dejii 
agreement  calling  for  rank-and-file  ek*! 
tion  of  top  Teamsters  officers  instead  k 
a  vote  by  convention  delegates,  and  ft 
outside  oversight  of  the  union's  financi 
and  ethics.  With  Mobbed  Up  around,  lift 
judge  or  politician  can  alter  that  deft 
without  inviting  suspicion  himself. 

BY  BOB  ARNOl 
Bob  Arnold  covered  labor  for  BUSINE\ 
WEEK  during  the  reign  of  Roy  Williams 
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IT'S  HIGH  TIME 
WE  RETIRED  THE 
OCIAL  SECURITY 
TAX  SURPLUS 

BY  PAUL  CRAIG  ROBERTS 


Now  that  the  peace 
dividend  will  take  care  of 
t  budget  deficit,  there's  no 
point  in  accumulating  a 
multitrillion-dollar  fund. 
And  why  saddle  American 
vorkers  with  unnecessary 
payroll  taxes? 


PAUL  CRAIG  ROBERTS  HOLDS  THE 
M  E.  SIMON  CHAIR  OF  POLITICAL  ECONOMY 
AT  THE  CENTER  FOR  STRATEGIC 
&  INTERNATIONAL  STUDIES  IN  WASHINGTON 


Confronted  in  1983  with  a  temporary 
shortfall  in  Social  Security  reve- 
nues, Congress  and  the  Reagan 
Administration  added  increases  to  the 
payroll  tax  on  top  of  those  put  in  place 
by  the  Carter  White  House.  The  annual 
surplus  of  Social  Security  revenues  that 
has  resulted  from  the  1983  bill  is  proving 
to  be  more  curse  than  blessing. 

The  system  recorded  surpluses  even 
before  the  latest  hike,  which  took  place 
on  Jan.  1.  Future  surpluses,  estimated  at 
$75  billion  in  1991  and  $100  billion  in 
1993,  are  supposed  to  accumulate  in  a 
multitrillion-dollar  trust  fund  to  pay  the 
retirement  benefits  of  today's  young 
workers. 

SAVE  OR  SPEND?  The  problem  with  the 
surplus  is  that  there's  nothing  to  do  with 
the  revenues  except  spend  them  or  pay 
down  the  national  debt.  Politicians  have 
started  to  complain  that  this  amounts  to 
robbing  the  trust  fund,  however,  and  to 
stop  that  they  want  to  take  Social  Secu- 
rity off  budget.  At  present,  there  seem 
to  be  enough  votes  in  the  Senate  to  do 
this  in  1990. 

Taking  Social  Security  off  budget 
would  mean  little  if  provisions  were 
made  for  the  Treasury  to  continue  bor- 
rowing the  annua!  surplus  for  general 
budget  purposes  or  for  paying  down  the 
national  debt.  But  preventing  the  Trea- 
sury from  getting  its  hands  on  the  sur- 
plus is  the  reason  many  politicians  give 
for  taking  Social  Security  off  budget. 

Without  such  a  provision,  some  way 
of  investing  the  funds  would  have  to  be 
found,  unless  they  are  to  accumulate  in 
cash  form.  But  the  funds  will  be  so  vast 
that  if  they  were  invested  in  corporate 
stocks  and  bonds,  control  over  whole 
sectors  of  American  business  could 
move  into  the  hands  of  the  trustees  of 
the  Social  Security  fund. 

Considering  the  difficulty  of  investing 
the  surplus  other  than  in  Treasury  secu- 
rities— thus  continuing  the  practice  of 
borrowing  and  spending  the  surplus — 
the  government  would  find  an  off-bud- 
get trust  fund  to  be  a  tempting  source 
of  financing  for  a  variety  of  special  in- 
terests. Among  the  possibilities: 

■  Investment  in  state  and  local  munici- 
pal bonds  (the  proposal  of  Senator  John 
Heinz  (R-Pa.)  to  rebuild  our  infrastruc- 
ture, giving  the  Treasury  Secretary  the 
wherewithal  to  influence  local  elections 
for  the  party  in  power. 

■  Investment  in  securities  issued  in  the 
$200  billion  savings  and  loan  bailout. 

■  Investment  in  securities  issued  to 
bail  out  Third  World  debtors  and  their 
creditors. 

■  Investment  in  securities  issued  to  bail 
out  junk-bond  defaults,  ostensibly  to 
save  jobs  and  prevent  foreigners  from 
buying  up  America. 


Senator  Daniel  P.  Moynihan  (D-N.  Y.) 
wants  to  use  the  Social  Security  surplus 
to  pay  down  the  national  debt.  He  says 
this  is  a  way  of  increasing  national  sav- 
ing that  would  make  it  easier  in  the 
future  for  the  Treasury  to  issue  new 
bonds  to  replenish  the  trust  fund  when 
money  is  needed  to  pay  benefits. 

This  appears  to  be  an  inconsistent  po- 
sition for  Moynihan,  whose  objections  to 
the  current  use  of  the  payroll  tax  "to 
service  a  $2  trillion  to  $3  trillion  debt 
owned  in  vastly  disproportionate 
amounts  by  wealthy  individuals"  are  on 
the  record.  His  scheme  of  using  the  pay- 
roll tax  to  pay  down  the  national  debt 
would  enrich  bondholders  by  driving  up 
bond  prices. 

The  1983  Social  Security  legislation  is 
based  on  the  implausible  concept  that 
the  government  can  accumulate  a  multi- 
trillion-dollar trust  fund.  There  is  simply 
no  place  to  invest  the  money.  The  trust 
fund  concept  in  the  1983  Social  Security 
legislation  is  nothing  but  a  scam  to  fi- 
nance what  former  Budget  Director  Da- 
vid A.  Stockman  called  "$200  billion  bud- 
get deficits  as  far  as  the  eye  can  see" 
with  the  Social  Security  tax.  Now  that 
the  peace  dividend  will  take  care  of  the 
budget  deficit,  there  is  no  longer  a  rea- 
son for  the  surplus  Social  Security  tax. 
MAMMOTH  REFUND.  At  this  point,  there 
seem  to  be  only  two  rational  options. 
One  is  to  cut  the  Social  Security  tax  rate 
and  cease  collecting  the  revenue  surplus. 
The  Jan.  1  rise  in  the  combined  payroll 
tax  rate  from  15.027c  to  15.3%  added  $62 
to  the  competitive  disadvantage  of  goods 
and  services  produced  by  the  average 
American  worker.  It  makes  no  sense  to 
worsen  the  competitive  disadvantage  of 
American  labor  with  unnecessary  pay- 
roll taxes. 

The  other  option  is  to  refund  the  sur- 
plus revenues  and  invest  them  in  individ- 
ual retirement  accounts.  These  privately 
held  trust  funds  could  be  invested  in 
income-producing  assets,  such  as  corpo- 
rate stocks  and  bonds,  without  jeopardiz- 
ing our  free  enterprise  system. 

Moreover,  this  partial  privatization 
of  Social  Security  would  remove  a  por- 
tion of  the  benefits  from  the  backs  of 
future  taxpayers  and  allow  a  corre- 
sponding reduction  in  the  benefits  pay- 
able by  the  government.  This  has  the 
added  advantage  of  not  putting  all  our 
Social  Security  eggs  in  the  government's 
basket. 

Representative  John  E.  Porter  (R-Ill.) 
has  introduced  a  bill  that  would  invest 
the  surplus  revenues  in  iRXs.  Voters 
should  either  get  behind  this  proposal  or 
demand  a  reduction  in  the  Social  Securi- 
ty tax  rate.  Otherwise,  our  hard-earned 
payroll  taxes  may  end  up  in  the  pockets 
of  organized  special  interests.  n 
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Every 500 years  or  s<  Ji 


come* 


Johannes  Gutenberg,  1454. 


Introducing  the  new  IBM  LaserPrinter: 
25%  faster  printings  advanced  features 
and  a  revohitionary  streamlined  design. 

A  printer  that  can  raise  your  productivity  as 
much  as  the  new  IBM  LaserPrinter  doesn't  come 
along  every  day. 

Not  only  does  its  advanced  design  maice  it 
outperform  the  HP  LaserJet  Series  II,  which  up 
till  now  has  heen  the  benchmark  in  laser  printing. 
But  also,  its  advanced  design  gives  the  IBM 
LaserPrinter  a  dramatically  new,  more  space- 
efficient  shape. 

IBM  IS  a  registered  trademark  of  International  Business  Machines  Corporation  HP  LaserJet  Series  II  is  a  product  of  Hewlett-Packard  Corporation  Canon  is  ^  registered  t'-ademark  of  Canon  Inc  ©  1989  IBM  Corp 


Yet  with  all  this,  there's  one  area  in  which 
competition  rises  above  us:  their  price. 

We  just  advanced  the  art  of  Uiser  print 
a  full  25%.  The  new  IBM  LaserPrinter  gives 
you  state-of-the-art  print  quality  a  full  25%  h 
than  its  main  competitor. 

Wliy  other  prin  ters  canH  follo  w  in  our 
footsteps,  rhe  advanced  design  and  engineer 
of  the  IBM  LaserPrinter  give  it  a  footprint  that 
33%  smaller  than  its  main  competitor  s.  And  t 
33%  gives  you  more  usable  worl<space. 


1  exceptional  printer 
bng. 
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The  new  IBM  LaserPrinter,  1989. 


IBM  LaserPri liter 


HP  leaser  Jet  Series  II 


/  uptotOppm 

up  to  8  ppm 

■/               291  sq.  in. 

432  sq.  in. 

dling  options 

/    500  stieets,  75  envelopes 

15  envelopes' 

tiers/envelopes 

/  yes" 

no 

ulation 

standard 

optional 

onts 

/  10 

6 

size"* 

/             credit  card 

"8-track"  cassette 

weight 

/                33  lbs. 

50  lbs. 

/  400 

1000 

ch 

300  X  300 

300  X  300 

ulation 

/        IBM,  HP  compatible 

HP  compatible 

jine 

IBM 

Canon 

/  $2,595 

$2,695 

e  tray  replaces  standard  paper  tray   "With  paper-handling  options  '"Approximate 


ample  storage  capacity. 

See  history  in  the  maldng  hy  having  your 
IBM  Authorized  Dealer  or  IBM  marketing  repre- 
sentative demonstrate  the  exceptional  new  IBM 
LaserPrinter.  Locate  your  nearest  dealer  by  calling 
1  800  IBM-246a  ext.  194. 

The  new  IBM  LaserPrinter. 
Suddenly,  nothing  else  measures  up. 


also  takes  the  lead  in  paper-handling 
5  by  offering  automatic  collating  of  letter- 
second  sheets  and  envelopes!'  Plus  more 


L 


conomic  Trends 


BY  KAREN  PENNAR 

More  than  6,000  economists  gathered 
in  Atlanta  Dec.  28-30  for  the  annual 
American  Economics  Assn.  meetings. 
The  perennial  sessions  on  the  budget 
deficit,  taxes,  a^id  other  ynacroeconom- 
ic  subjects  gave  way  to  panels  on  topics 
from  the  transformation  of  socialist 
economies  to  the  high  cost  of  health 
care.  Here  are  some  highlights: 

ACROSS  THE  GREAT  DIVIDE  

Some  countries,  such  as  Poland,  are 
adopting  a  cold-turkey  approach  to  eco- 
nomic reform.  Others,  including  the  So- 
viet Union,  are  moving  far  more  ginger- 
ly. So  what's  the  best  way  to  cross  the 
divide  from  planned  to  market  systems? 

First,  says  economist  Ronald  I. 
McKinnon  of  Stanford  University,  both 
the  fiscal  and  monetary  sides  of  these 
economies  must  be  stabilized.  Govern- 
ment deficits  are  already  beginning  to 
grow.  The  tax  take,  in  the  past  collected 
by  the  government  as  it  appropriated 
the  surpluses  from  state  enterprises,  is 
falling  since  more  businesses  have  been 
privatized.  So  McKinnon  suggests  a  val- 
ue-added tax  at  each  stage  of  production 
to  help  offset  these  losses. 

On  the  financial  side,  the  money  that 
individuals  have  stashed  away  over  the 
years  is  already  threatening  price  stabil- 
ity in  the  Soviet  Union  and,  to  a  lesser 
degree,  in  Eastern  European  countries. 

While  some  U.  S.  economists  urge  a 
once-and-for-all  price  reform  that  would 
immediately  devalue  these  money  hold- 
ings, others  realize  that  such  a  move 
would  be  politically  unpalatable.  One  in- 
terim solution  that  would  be  "sensible," 
says  Wassily  Leontief  of  New  York  Uni- 
versity, would  be  a  parallel  currency 
program.  In  such  a  scheme,  says  Her- 
bert S.  Levine  of  the  University  of  Penn- 
sylvania, 20%  or  so  of  wages  would  be 
paid  in  a  new  currency,  with  which  cer- 
tain goods  could  be  purchased.  Over 
time,  the  value  of  the  original  monetary 
"overhang"  would  erode. 

But  a  critical  precondition  for  price 
reform,  McKinnon  contends,  is  the  impo- 
sition of  "hard  budget  constraints"  on 
enterprises.  That  means  that  businesses 
will  have  to  show  true  profits  and  losses 
and  forgo  low-interest  credit.  Any  bank 
balances  that  enterprises  have  built  up 
should  be  released  so  that  they  can  be 
self-financing.  Only  later  should  busi- 
nesses be  allowed  to  borrow. 

That  may  sound  tough-minded,  but 
many  economists  agree  that  financial  as- 
sistance to  socialist  economies  in  transi- 
tion should  be  modest.  Indeed,  Roma- 
nian-born Irma  Adelman  of  the  Univer- 
sity of  California  at  Berkeley,  who  ini- 
tially favored  a  kind  of  Marshall  Plan 


for  Eastern  Europe,  now  thinks  it  would 
be  a  bad  idea.  Adelman  says  the  exam- 
ple of  Latin  America  demonstrates  that 
"the  temptation  to  use  capital  inflows  to 
postpone  economic  adjustment  is  great." 

THE  WIDENING  INCOME  GAP 

It's  well  accepted  by  now  that  the  rich 
have  gotten  richer  and  the  poor  poorer 
in  the  1980s.  Studies  presented  at  the 
AEA  meetings  offered  some  troubling 
elaborations  on  this  theme. 

Kevin  M.  Murphy  of  the  University  of 
Chicago  finds  that  wages  have  been  get- 
ting more  unequal  since  the  1970s — not 
only  in  the  decade  just  ended.  What's 
more,  it  seems  that  wage  inequality  has 
been  increasing  within  groups  with  the 
same  level  of  education.  So  educational 
attainment  is  less  of  a  guarantee  of  high 
incomes  than  it  once  was. 

But  while  a  college  degree  may  not 
carry  the  same  earning  cachet  as  before, 
it  makes  more  of  a  difference  in  deter- 
mining whether  or  not  you're  employed. 
Harvard  University's  Richard  B.  Free- 
man found  that  for  male  workers  aged 
25-34,  those  with  less  than  a  high  school 
education  had  a  12.1%  unemployment 
rate  in  1988,  almost  double  the  rate  of 


THE  FALLING  TAX  BURDEN 
FOR  RICH  AND  POOR 


20- 


n  HIGH  INCOME' 
□  LOW  INCOME" 
■  ENTIRE  POPULATION 


'66      7  0      75      '80  '85 

k  PERCENT  •T0P5%0fTHEP0PUUTI0N 

■  -BOnOM  20%  Of  THE  POPUUTION,  EXCLUDING 
WEALTHY  IKOIVIDUALS  WITH  NEGATIVE  INCOME 

DATA:  BROOKINGS  INSTITUTION,  8W 


6.27f  for  the  same  group  in  1974.  For 
those  with  high  school  diplomas,  the  rate 
also  nearly  doubled,  from  3.6%  in  1974  to 
6.79'  in  1988.  But  for  college  graduates, 
there  was  no  change  in  the  unemploy- 
ment rate  of  2.1%  over  the  period. 

Income  inequality  has  been  worsening 
on  an  aftertax  basis,  too.  Using  a  data 
base  he  developed  at  the  Brookings  In- 
stitution, the  late  economist  Joseph  A. 
Pechman  found  that  the  1986  Tax  Re- 
form Act  only  managed  to  slow  the  rate 
at  which  aftertax  income  was  becoming 
less  equally  distributed — but  not  to  re- 
verse the  trend.  In  what  was  to  be  his 
presidential  address  prepared  before  his 


death  last  August  and  delivered  by  l 
colleague,  Henry  J.  Aaron,  Pechmia 
traced  this  shift  to  a  decline  in  te 
progressivity — the  degree  to  which  ti}-  a 
es  rise  in  proportion  to  income — of  tk  M 
federal  tax  system  over  the  past  th 
decades.  While  low-income  individuis 
have  recently  gotten  a  break  on  th^r  *\ 
tax  burden,  high-income  individuals  j 
1988  paid  an  effective  rate  of  27.4%— A  f 
even  as  much  as  in  1980  and  far  belc^  [ci 
the  levels  for  the  1960s  and  1970s.     1  j , 

HEALTH  CARE'S  HIDDEN  COSTS 

Paying  for  health  care  can  involve  co;-; 
to  an  economy  that  far  exceed  the  oi- 
of-pocket  expenses  of  treating  illnea^  sii 
Look  at  AIDS  in  sub-Saharan  Africa.  A\  r; 
cording  to  A.  Mead  Over,  population  ei  |UI 
pert  at  the  World  Bank,  annual  gro}  II 
domestic  product  growth  in  the  regiorii  " 
nations  could  average  2.9%  from  t)» 
year  2000  to  2025  in  a  world  withoj; 
AIDS.  Take  AIDS  into  account,  howev4, 
and  GDP  growth  falls  to  2.1%  annually!: 
a  30%  falloff.  In  some  African  cities,  ^ 
much  as  25%  of  the  population  may  I;  ' 
infected  with  the  virus  that  causes  aii  . 

Direct  costs  of  health  care  still  mei; 
scrutiny,  however.  One  area  of  study  ; 
the  use  of  health  care  by  uninsured  inc-  _ 
viduals  in  the  U.  S.  and  the  costs  ;  , 
bringing  that  use  up  to  par.  Brenda 
Spillman  of  the  Agency  for  Health  Ca^ 
Policy  &  Research  in  Washington  calc 
lates  that  uninsured  men  and  wonu 
had  half  as  many  nonemergency  amb- 
latory  hospital  visits  and  two-thirds  : 
many  emergency  visits  as  their  insun 
counterparts.  The  cost  of  getting  the  u 
insured  to  the  same  levej  of  health  ca- 
as  the  insured,  says  Spillman,  wou 
have  been  about  $18  billion  in  1987. 

With  Chn,stopher  Farrell  in  Athut 

CRACKS  IN  THE  IVORY  TOWER  

Economists  also  engaged  in  some  eolith 
tive  soul-searching.  An  AEA  commissic 
appointed  to  investigate  widespread  di 
satisfaction  with  the  state  of  the  ec 
nomics  profession  came  back  with 
scathing  critique.  The  biggest  complain 
Economists  pay  too  much  attention  i 
theory,  and  not  enough  to  the  re. 
world.  Observes  commission  membt 
and  BUSINESS  WEEK  columnist  Alan  ; 
Blinder  of  Princeton  University:  "W 
train  our  mathematical  artillery  on  imaj 
inary  problems  rather  than  real  ones 
The  commission  found  that  gradual 
students  are  not  taught  how  to  appl 
economic  theory  to  actual  problems,  an 
nonacademic  employers  are  not  happ 
with  the  new  PhDs  they  are  hirinj 
Economists,  it  seems,  are  finally 
knowledging  what  noneconomists  hav 
known  for  years. 

With  Michael  J.  Mandel  in  Atlant 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


IE  ICE  IS  THIN 

-BUT  PROBABLY  NOT  TREACHEROUS 


LIMMER  OF  HOPE 
MAMUFACTURIMG 


§he  expansion  is  still  skating  on  thin  ice — with  re- 
cession lurking  below.  But  the  surface  is  beginning 
to  look  less  fragile.  There  are  hints  that  the  fac- 
sector,  while  still  suffering,  may  be  on  the  mend, 
lower  interest  rates,  the  result  of  policy  easing  by 
Federal  Reserve  Board,  are  firming  up  the  founda- 
5  under  housing  and  other  credit-sensitive  areas. 

The  economy's  biggest  prob- 
lem is  in  Detroit.  Weak  car 
sales  are  depressing  auto  out- 
L  jL  put  as  well  as  production  across 

T  ^  a  broad  network  of  supplier  in- 

dustries.  Carmakers  began  of- 
fering broader  incentives  late  in 
December  in  hopes  of  spurring 
sales  and  cutting  inventories. 
Domestically  made  cars  sold  at 
an  annual  rate  of  only  6.3  mil- 
lion in  mid-December.  That's  up 
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1  the  dismal  5.5  million  rate  early  in  the  month,  but 
;  still  trail  production. 

stroit's  problems  are  responsible  for  much  of  manu- 
aring's  weakness,  but  the  factory  sector's  most  re- 
vital  signs  look  a  little  better  than  they  did  a  few 
ths  ago.  Factory  orders  for  November  jumped 
,dly,  according  to  government  data.  And  for  Decem- 
the  National  Association  of  Purchasing  Manage- 
t  reported  increases  in  both  orders  and  production, 
lose  gains  lifted  the  Purchasing  Managers'  Index,  a 
posite  performance  of  various  indicators  in  the  fac- 
sector,  to  48%  in  December,  from  46.67"  in  Novem- 
The  index  has  been  climbing  since  August  and  now 
ds  at  its  highest  since  June  (chart). 

IRSEAS  But  the  NAPM's  report  also  contained 
!DERS  some  reminders  that  the  factory  sector— 
and  the  economy  as  a  whole — still  faces 
'^^^^  tough  going.  Although  the  index  is  head- 
1  the  right  direction,  a  reading  below  50%  means  that 
ufacturing  activity  is  still  declining. 
.  addition,  delivery  times  sped  up  in  December  for 
eighth  consecutive  month,  a  sign  of  growing  market 
kness.  And  materials  prices  fell  for  the  seventh 
ight  month.  Both  indicators  point  to  weak  demand. 
)reign  demand  has  fallen  off,  too.  The  NAPM's  index 
xport  orders  fell  to  53%  in  December,  from  55.5%  in 
I  October  and  November.  The  yearend  reading  was 
lowest  in  the  index'  two-year  history.  It  means  that 
ign  orders  are  still  growing  but  much  more  slowly, 
ore  tough  going — but  no  recession — is  the  message 


from  the  Commerce  Dept.'s  index  of  leading  indicators. 
This  index,  consisting  of  11  measures  that  tend  to  fore- 
shadow the  economy's  path,  rose  a  scant  0.1%  in  Novem- 
ber, following  a  0.3%  decline  in  October.  The  index  is  no 
higher  than  it  was  in  March. 

In  November,  five  indicators  rose  and  six  declined,  but 
three  of  the  gainers  pointed  to  improvement  in  manufac- 
turing. Factory  orders  for  consumer  goods  rebounded 
after  two  consecutive  declines.  Contracts  and  orders  for 
plants  and  equipment  rose  after  three  straight  losses,  as 
did  durable  goods  manufacturers'  unfilled  orders. 

Other  pluses  were  fewer  initial  unemployment  claims 
and  a  rise  in  the  M2  money  supply.  The  downers  includ- 
ed the  factory  workweek,  delivery  times,  building  per- 
mits, materials  prices,  and  stock  prices.  Consumer  expec- 
tations declined  for  the  second  consecutive  month. 

In  fact,  consumers  seem  increasingly  concerned  about 
the  health  of  the  economy — but  not  enough  to  stop 
spending.  In  December,  the  Conference  Board's  index  of 
consumer  confidence  fell  to  its  lowest  level  in  more  than 
a  year.  However,  the  current  level,  says  the  board,  still 
indicates  "a  reasonably  strong  economy"  as  1990  begins. 

I BUILDERS  Consumers  will  have  to  keep  toeing  the 
WILL  HAVE  hne  if  manufacturing  is  going  to  recover. 
MORE  FREE  That's  because  most  other  sectors  will 
TIME  jjg  providing  much  help,  particularly 

construction.  That  sector's  outlook  for  1990  is  shaping  up 
as  a  mixed  bag:  Weakness  in  nonresidential  building  will 
more  than  offset  the  likely  gains  in  housing. 

In  November,  construction 
spending  rose  a  strong  1.5%-,  to 
an  annual  rate  of  $421.7  billion. 
The  gain  was  concentrated  in 
public  works,  up  7%.  Construc- 
tion in  the  private  sector  was 
less  robust.  Spending  on  nonres- 
idential buildings  was  down 
0.7%'  in  November,  as  outlays 
for  offices,  stores,  and  other 
commercial  projects  fell.  The 
November  decline  continues  a 
downward  trend  in  the  commercial  sector.  Spending  on 
office  buildings,  which  are  in  oversupply  in  many  cities, 
has  dropped  in  seven  of  the  last  eight  months. 

Industrial  building,  including  factories,  remains  sur- 
prisingly healthy.  Spending  on  such  construction  in- 
creased 1.7%  in  November  and  stands  17.4%  above  its 
year-ago  levels.  The  strength  reflects  the  miniboom  in 
capital  investment  by  manufacturers.  But  that  spending 
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spree  is  set  to  end  in  1990.  And  the  latest  data  on  new- 
building  contracts  indicates  that  no  other  category  of 
nonresidential  construction  will  pick  up  the  slack. 

According  to  F.  W.  Dodge/McGraw-Hill  Information 
Services,  new  contracts  for  nonresidential  buildings 
plummeted  15%  in  November,  to  an  annual  rate  of  $84.2 
billion,  the  lowest  since  April,  1988  (chart,  page  17).  The 
drop  was  widespread.  Dodge  reported  that  stores,  of- 
fices, and  factories  all  posted  declines  of  more  than  20%. 

As  a  result,  new  contracts  for  all  types  of  buildings 
fell  6.9%'  in  November,  to  an  annual  rate  of  $250.7  billion. 
The  weakness  in  commercial  and  industrial  construction 
stems  from  the  sluggishness  of  the  economy.  But  build- 
ing activity  this  year  will  also  suffer  because  of  troubles 
in  the  finance  industry. 

The  coming  auction  of  properties  seized  from  failed 
thrifts  by  the  government's  Resolution  Trust  Corp.  will 
make  more  buildings  available  to  buyers.  And  growing 
problems  in  the  real  estate  portfolios  of  commercial 
banks,  especially  in  the  Northeast,  suggest  that  builders 
will  have  a  tougher  time  getting  financing  this  year. 

A  BIT  Of  The  Dodge  survey  also  reported  that  con- 
RELIEF  FOR  tracts  for  residential  buildings  fell  4%-  in 
HOME  November,  with  declines  in  hotels  and 

BUYERS  multifamily  housing.  The  housing  sector 
probably  closed  out  last  year  on  the  downside  as  well. 
Extremely  cold  weather  across  many  parts  of  the  coun- 
try likely  cut  into  construction  in  December. 

But  the  bad  news  of  late  1989  sets  the  stage  for 
modest  improvement  in  1990.  The  slowdown  in  housing 
starts,  combined  with  stronger  home  sales,  has  helped 
shrink  the  inventory  of  unsold  new  homes. 

In  November,  new  single-family  home  sales  jumped 
9.6%,  to  an  annual  rate  of  710,000,  after  rising  0.5%^  in 
October.  Home  buying  was  especially  strong  in  the 
West,  where  sales  increased  by  30% — the  biggest  gain  in 
eight  years.  As  a  result,  the  stock  of  unsold  new  single- 


family  homes  slipped  to  a  6.3-month  supply,  down  fror 
6.9  months  in  October  and  a  recent  high  of  8.1  months 

Buyers  are  reacting  to  the  downtrend  in  mortgage 
rates  since  last  spring.  That  means  home  sales  probabl; 
stayed  at  a  healthy  level  in  December,  when  rates  on  ; 
30-year  fixed  mortgage  averaged  about  10.2%>  nationwid 
(chart).  And  they've  slipped  below  10%  in  some  areas. 

That's  a  good-size  drop  from 
their  recent  high  of  11.63%  in 
April,  1989.  And  it  makes  home 
buying  affordable  for  more 
households.  The  fall  in  interest 
rates  means  that  the  payments 
on  a  $100,000  mortgage  have 
shrunk  by  almost  $100  per 
month.  Further  easing  by  the 
Federal  Reserve  Board  may 
help  mortgage  rates  tick  down 
even   more   in  the   next  few 
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months,  and  that  should  bring  out  still  more  buyers. 

Housing's  recovery  won't  be  a  boom,  though.  Demc 
graphics  argue  against  that.  Only  about  1.2  million  ne\ 
households  will  be  formed  this  year,  down  from  the  1. 
million  annual  rate  of  the  mid-1980s.  And  housing  activ 
ty  will  differ  across  the  regions  of  the  U.  S. 

Last  year's  earthquake  and  Hurricane  Hugo  mea: 
that  rebuilding  in  California  and  South  Carolina  will  ad 
to  homebuilding  in  those  areas.  But  Resolution  Trus 
Corp.  holds  a  large  inventory  of  residential  buildings 
and  as  these  go  up  for  sale,  they'll  crimp  new-hom 
construction,  especially  in  the  Southwest.  Moreover, 
contraction  in  the  New  England  economy  along  wit 
downward  price  pressures  in  some  markets  in  the  NortI 
east  suggest  that  fewer  new  homes  will  be  built  ther€ 
On  balance,  though,  the  expected  rebound  in  housin 
early  this  year  will  provide  additional  support  to  consun 
er  spending  and  factory  output.  And  that  will  help  kee 
the  economy  from  sinking. 


THE  WEEK  AHEAD 


INSTALLMENT  CREDIT 


Tuesday,  Jan.  9 

Consumers  probably  added  about  $3  bil- 
lion to  their  debt  loads  in  November. 
That  large  increase  is  suggested  by 
gains  in  nonauto  retail  sales  and  person- 
al bank  loans.  After  showing  signs  of 
slowing  in  mid-iy89,  installment  debt  has 
begun  to  grow  rapidly  again.  In  October, 
consumer  credit  expanded  by  $3.3  billion, 
led  by  a  $1.1  billion  jump  in  new-car 
financing. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Jan.  11,  8: JO  a.m. 
New  claims  for  state  unemployment  in- 
surance benefits  probably  stood  at  an 
annual  rate  of  310,000  for  the  week  end- 


ed Dec.  30.  Claims  were  initiated  at  a 
349,000  annual  pace  for  the  week  ended 
Dec.  16,  but  the  latest  period  contains 
the  Christmas  holiday,  when  state  of- 
fices were  closed.  Still,  the  expected  1989 
yearend  claims  total  will  be  far  above 
the  285,000  annual  rate  for  the  end  of 
1988,  another  indication  of  the  econo- 
my's growing  sluggishness. 

RETAIL  SALES  

Friday,  Jan.  12,  8:30  a.  m. 
Retail  sales  probably  advanced  0.47'  in 
December,  with  retailers  enjoying  only 
modest  gains  during  the  holiday  shop- 
ping season.  Increases  at  department 
and  food  stores  and  gasoline  stations 
likely  offset  the  weakness  in  car  sales. 
In   November,   sales  receipts  rose  a 


healthy  0.87 ,  with  most  major  retail  ca 
egories  posting  strong  gains. 

PRODUCER  PRICE  INDEX 


Friday,  Jan.  12,  S.JO  a.m. 
Prices  for  finished  goods  at  the  produce 
level  most  likely  rose  0.47  in  Decembe: 
with  increases  expected  in  food  and  ei 
ergy.  Prices  fell  0.17  in  November  b 
cause  of  a  sharp  drop  in  fuel  costs.  Th 
expected  December  increase  wou 
mean  that  wholesale  prices  ended  198 
4.67  above  their  year-ago  levels.  That' 
down  from  their  recent  high  of  6.27'  i 
April,  but  for  all  of  1988,  producer  price 
rose  just  47.  Higher  energy  prices  las 
year — up  at  an  8.77'  annual  rate  for  th' 
first  11  months  of  1989 — caused  most  c; 
the  acceleration. 


In  a  city  where  image  can  be  everything, 


PLAIN  PAPER  FAXES  ARE  TURNING  UP  EVERYWHERE. 


In  Washington,  how  you  look  can  be  just 
as  important  as  what  you  say. 

Which  is  one  reason  plain  paper  faxes  are 
becoming  so  popular  there. 

A  plain  paper  fax  prints  on  paper  that  not 
only  looks  better  than  ordinary  fax  paper,  it 
feels  better  And  it  won't  curl,  smear,  or  fade. 
Even  after  years  of  storage. 

Not  all  plain  paper  faxes  are  alike,  how- 
ever With  Canon's  exclusive  UHQ'"  imaging 
technology,  you  send  images  that  are  far 
more  precise  than  those  sent  on  conven- 
tional plain  paper  faxes.  Every  part  of  your 
document,  from  the  smallest  type  to  photos 
and  complex  graphics,  will  arrive  faithful  to 
the  original  every  time. 

And  with  a  high  volume  FAX-850  control- 
ling a  network  of  FAX-630s,  you  can  have 
the  advantages  of  plain  paper  everywhere. 

Call  1-800-OK  CANON.  See  how  Canon 
Plain  Paper  Faxes  can  make  you  look  better 

1989  "Manufacturer  of  the  Year" 

Awarded  by  National  Office  IVIachine  Dealers  Association 
to  Canon  USA  Inc  for  outstanding  dealer  support 

•  I  hci  nut  11  jnbtfi  pl.iiii  p.ipcr 


Cation 


FAX 


Communicating  Quality 


PLAIN 
PAPER 
FACSIIullLE 


A  NEW  JERSEY  INFINITI  SHOWROOM:  DEALER  STUART  LASSER  (ABOVE)  THINKS  NEW  ADS  SHOWING  THE  CAR'S  ATTRIBUTES  WILL  GET  SALES  IN  GEl 
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NISSAN  AND  TOYOTA  ARE  HITTING  BUMPS  IN  THE  U.S.  LUXURY-CAR  MARKET 


Trees  waving  in  tiie  wind.  Surging 
surf.  Rain-dappled  lakes.  Since 
Aug.  27,  Americans  iiave  been  ab- 
sorbing these  muted  images  in  tiie  ad- 
vertising for  Infiniti,  Nissan  Motor  Co.'s 
new  luxury  line.  Plenty  find  the  cam- 
paign, devised  by  the  Boston-based 
agency  Hill,  Holliday,  Connors,  Cosmo- 
pulos  Inc.,  intriguing.  Many  others  think 
it's  irritating  and  pretentious.  Whatever 
the  reaction,  the  images  have  stuck  with 
consumers:  Video  Storyboard  Tests,  a 
market-research  firm,  says  the  spots 
placed  third  among  the  10  most-remem- 
bered television  ads  last  fall — the  best 
showing  ever  for  a  new-car  campaign. 

But  to  Jeff  Gutting,  the  Zen-and-na- 
ture  bit  is  getting  old.  The  president  of 


Bob  Moore  Infiniti,  an  Oklahoma  City 
dealer.  Gutting  wishes  his  inventory  was 
moving  faster.  He  thinks  he  knows  why 
it  isn't.  "It's  one  of  the  best  cars  on  the 
market,"  he  says,  "but  people  don't 
know  that  from  pictures  of  cows 
scratching  themselves  on  trees."  He  has 
sold  just  42  Infinitis  in  six  weeks. 
UPHILL  DRIVE.  Over  the  past  four 
months,  the  Japanese  have  been  waging 
a  costly  battle  to  expand  into  the  U.  S. 
luxury-auto  market.  Also  making  the 
move  up-market  is  Toyota  Motor  Co., 
which  last  fall  introduced  the  Lexus  lux- 
ury line.  While  Cutting's  is  but  one  re- 
port from  the  front,  his  experience  is  no 
isolated  event.  Overall,  instead  of  a 
smashing  success,  Nissan's  Infiniti  has 


met  with  a  decidedly  tepid  recepti<i. 
Christopher  W.  Cedergren,  an  auto  ai- 
lyst  with  J.  D.  Power  &  A.ssociates,  if- 
ures  Infiniti  sales  are  lagging  25%'  )b 
30%  behind  his  estimates  of  Nissae 
goals.  And  he  predicts  Nissan  will  ill 
159!  short  of  the  35,000  to  40,000  Infiiti 
cars  he  believes  it  wants  to  sell  in  191 

Nissan  would  not  discuss  sales  If- 
ures,  but  William  R.  Bruce,  genejil 
manager  of  the  Infiniti  division,  says  te 
is  happy  with  the  December  results:  "s 
we  predicted,  we'll  start  very  slow/. 
But  as  we  establish  brand  image  gd 
awareness,  sales  will  increase."  : 

As  for  rival  Lexus,  sales  of  the  higy 
praised  LS  400  have  been  brisk.  Not  », 
however,  for  the  less-pricey  ES  2p. 


That's  forced  Lexus  lo 
trim  1990  sales  projections 
to  60,000  from  75,000  (box). 
Says  Cedergren:  "It's  basi- 
cally being  proved  that  the 
Japanese  will  not  be  an  in- 
stant success  in  the  luxu- 
ry-car market." 

Have  the  Japanese,  who 
mastered  the  formula  for 
selling  low-  and  mid-price 
cars,  finally  found  a  mar- 
ket they  can't  crack?  Not 
really.  The  strategy — mar- 
keting high-performance 
cars  equal  in  quality  to 
Mercedes  and  BMW  but 
priced  somewhere  between 
those  makes  and  such  lux- 
U.  S.  models  as  Cadillac — seems 
d.  The  combination  of  price  and 
ity  is  supposed  to  attract  the  loyal 
;rs  of  cheaper  Nissan  and  Toyota 
;ls  who  are  ready  to  trade  up,  as 
as  affluent  buyers  put  off  by  the 
^r  prices  for  Mercedes  and  BMWs 
ght  on  by  the  stronger  mark, 
it  it's  a  strategy  that  will  take  plen- 
F  time  to  pan  out,  especially  in  to- 
;  soft  market.  After  years  of  strong 
sales,  the  ovefall  market  is  down. 
!  to  the  point,  luxury-car  sales,  at 
t  a  million  units  a  year,  are  running 
That  means  Lexus  and  Infiniti  have 
teal  market  share  from  U.  S.  and 
r  foreign  auto  makers,  which  now 
•  Americans  plenty  of  luxury  mod- 
3f  Lexus,  Cadillac  General  Manager 
0.  Grettenberger  notes:  "The  re- 
ion  in  their  sales  forecasts  shows 
ough  in  North  Ameiica  to  compete." 
le  Infiniti  campaign  demonstrates 
her  challenge  for  the  Japanese:  sell- 
Vmericans  on  the  idea  that  they  can 
to  Japan,  not  Germany,  for  a  luxu- 
ir.  "People  aren't  yet  accepting  that 
Japanese  are  building  a  Mercedes," 
Howard  Koeppel,  the  owner  of 
York  City's  largest  Infiniti  dealer- 
"It's  going  to  take  some  exposure." 
ETHING  AMISS?  To  Koeppel  and  other 
liti  dealers,  the  initial  ad  campaign, 
i  a  smashing  success  at  drawing  big 
ds  of  the  curious  to  their  show- 
is,  has  not  been  as  helpful  in  educat- 
ierious  shoppers  about  Infiniti.  Few- 
•ivers  than  expected  are  shelling  out 
)00  for  the  Infiniti  sports  coupe  or 
)00  for  the  sedan.  Fred  Willey,  sales 
ager  of  Troncalli  Infiniti  in  subur- 
Atlanta,  for  example,  has  sold  only 
irs  since  the  Infiniti  launch  on  Nov. 
e  had  hoped  to  sell  50  by  now. 
ven  the  flat  market  for  luxury  cars, 
that  Lexus  got  a  two-month  head 
:  on  Nissan,  Infiniti  dealers  have 
led  for  a  new  ad  approach.  Stuart 
ler,  owner  of  an  Infiniti  dealership  in 
viWe,  N.  J.,  has  been  worried  that  the 
by  not  showing  the  car,  could  make 


customers  suspect  something  was  amiss: 
"I  don't  want  people  thinking  the  Infiniti 
is  like  the  king's  clothes,"  he  says. 

In  the  last  week  of  December,  Nis- 
san's ads  started  to  emphasize  steering 
and  comfort  more  than  trees  and  rocks. 
The  company  took  out  two-page  ads  in 
newspapers  across  the  country  that  dis- 
played Infiniti  from  no  fewer  than  15 
angles.  The  copy  offers  a  plain-vanilla 
list  of  Infiniti's  attributes — such  con- 
crete stuff  as  trunk  capacity.  The  shift 
was  prompted  in  part  by  the  dealers, 
who,  at  a  meeting  of  the  Infiniti  dealer 
council  three  weeks  ago  in  Los  Angeles, 
called  on  Nissan  to  start  showing  the  car 
in  its  advertising. 

Dealers  such  as  Lasser  are  delighted 
with  the  new  ads,  which  they  predict  will 
boost  sales.  But  Nissan  executives  say 
the  image  campaign  will  continue  while 
the  company  shifts  its  emphasis  some- 
what to  product-specific  advertising. 


"We're  proceeding  with  our  advertising, 
which  was  designed  to  introduce  the  In- 
finiti image,"  says  David  Hubbard,  In- 
finiti's national  advertising  manager.  Ac- 
cording to  Chuck  Kushell,  the  general 
manager  of  Hill  Holliday's  Los  Angeles 
office,  which  handles  the  account,  tradi- 
tional product  ads  will  account  for  half 
of  Infiniti's  planned  $60  million  in  adver- 
tising spending  this  year. 

Kushell  figures  patience  will  win  out 
for  Infiniti:  "This  is  an  investment  we 
don't  expect  to  pay  off  in  six  months  or 
even  a  year,  but  in  five  years."  In  fact, 
as  baby  boomers  grow  wealthier,  the 
luxury-car  sector  should  grow  faster 
than  the  overall  market,  giving  Infiniti 
and  Lexus  more  opportunities.  But  in 
the  meantime,  the  Japanese,  like  their 
U.  S.  and  European  up-market  rivals, 
will  have  to  work  hard  for  every  sale. 

Bi/  Mark  Landler  in  New  York,  with 
Wendy  Zellner  in  Detroit 


SURPRISINGLY 
MIXED  RETURNS 
FOR  LEXUS 


It  wasn't  looking  like  a  very  merry 
Christmas  for  Lexus.  The  luxury- 
car  division  of  Toyota  Motor  Corp. 
had  already  recalled  the  first  8,000  LS 
400  sedans  it  had  sold,  just  three 
months  after  their  introduction. 

But  Lexus  minimized  the  pain  of  the 
recall  by  dispatching  service  people  to 
retrieve  the  flawed  sedans  from  cus- 
tomers' driveways.  It  also  increased 
advertising  and  promotion  for  the  less 


LS  400:  A  HIT,  BUT  THE  LOW  END  OF  THE  LINE  NEEDS  HELP 


costly  Lexus  ES  250,  which  customers 
had  been  shunning.  "The  average  con- 
sumer thought  we  were  a  one-car  com- 
pany," confesses  J.  Davis  Illingworth, 
Lexus  vice-president  and  general  man- 
ager. Better  results  for  the  ES  250, 
combined  with  the  kudos  bestowed  on 
the  LS  400,  produced  a  surge  in  De- 
cember sales  that  easily  pushed  the 
fledgling  division  past  its  goal  of  sell- 
ing 16,000  cars  in  1989. 
For  1990,  however,  Toyota  has  al- 


ready scaled  back  its  sales  projections 
from  75,000  to  60,000.  Some  of  that 
reflects  the  souring  U.  S.  market,  but 
mostly  it's  an  acknowledgment  that 
the  $22,000  ES  250  is  still  doing  far  less 
well  than  the  LS  400,  which  with  all  the 
extras  goes  for  $43,000.  Sales  of  the 
smaller  car,  designed  to  compete  in  a 
crowded  market  with  Honda  Motor 
Co.'s  Acura  Legend  and  more  than  a 
dozen  other  lower-price,  "near-luxury" 
models,  are  30%  of  sales,  rather  than 
the  40%'  Lexus  had  hoped  for. 

Toyota  developed  the  ES  250  to  give 
Lexus  dealers  more  than  one  model  to 
sell.  But  unlike  the  LS  400,  which  was 
designed  from  scratch,  the  ES  250  is 
derived  from  the  existing  lower-price 
Camry,  and  its  older  styling  isn't  excit- 
ing and  luxurious  enough  to 
lure  buyers. 

PARTY  TIME.  Beefed-up  adver- 
tising may  help  boost  ES  250 
sales  some.  But  dealers,  anx- 
ious for  faster  returns,  are 
acting  on  their  own.  Many 
hosted  Christmas  receptions 
to  lure  prospects  into  test- 
driving  the  250.  Now,  some 
franchises  are  discounting. 
One,  Vista  Lexus  in  Wood- 
land Hills,  Calif.,  mailed  out 
flyers  for  what  it  called  "The 
First  Lexus  Sale"  and  offered  dis- 
counts of  13%. 

No  discounts  are  available  for  the 
luxury  sedan,  though.  Indeed,  so  many 
buyers  are  opting  for  pricier,  fully 
loaded  versions  of  the  400  that  dealers 
have  waiting  lists  for  cars  with  leather 
upholstery  and  compact-disk  changers. 
Meanwhile,  the  $35,000,  stripped-down, 
cloth-seat  model  is  collecting  dust  in 
dealers'  lots. 

By  Lan-y  Armstrong  in  Los  Angeles 
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EXECUTIVE  SUITE  I 


CAN  CAMPBELL'S  NEW  CHEF 
STAND  THIS  MUCH  HEAT? 


The  family  feud  over  the  soupmaker's  future  undid  his  predecessor 


Talk  about  a  pres- 
sure cooker.  Heat- 
ing up  tepid  re- 
sults at  Campbell  Soup 
Co.  is  only  half  the 
problem  facing  David 
W.  Johnson,  who  was 
named  chief  executive 
of  the  world's  biggest 
soupmaker  on  Jan.  .i. 
The  other  half:  John- 
son's new  job  lands  him 
smack  in  the  middle  of 
a  family  feud. 

Campbell  is  59% 
owned  by  descendants 
of  its  founder,  John  T. 
Dorrance.  A  deep  rift 
has  developed  lately  be- 
tween various  family 
members,  with  a  dissi- 
dent faction  pushing  for 
the  sale  of  the  compa- 
ny. With  just  a  17.4% 
stake — compared  with 
around  33%  for  a  larger 
faction — the  dissidents 
are  unlikely  to  prevail 
anytime  soon.  Family 
holders  of  about  a  9% 
stake  are  considered  un- 
committed. But  Johnson 
must  labor  under  the 
restless  watch  of  a  group  that  helped 
push  out  an  earlier  CEO  and  is  deter- 
mined to  make  itself  felt. 

If  anyone  can  handle  the  pressure, 
Johnson  can,  say  many  who  are  familiar 
with  his  career.  The  outspoken  Austra- 
lian comes  to  Campbell  with  a  golden 
reputation  for  his  turnaround  of  Gerber 
Products  Co.  At  Gerber,  where  he 
served  two  years  as  CEO,  Johnson  qua- 
drupled earnings  in  his  first  year  and 
then  tripled  the  stock's  value  after  res- 
cuing the  company  from  an  ill-fated  di- 
versification. He  also  calmed  family 
shareholders,  who  held  about  10%  of  the 
baby-food  company  and  were  unhappy 
with  its  performance. 
FEW  NEW  RECIPES.  It  will  take  a  turn- 
around master  to  help  Campbell.  Its 
mainstay  condensed-soup  line  has  been 
losing  market  share  for  years,  and  new 
recipes  haven't  come  fast  enough  to 
keep  earnings  hot.  Some  new  products, 
such  as  Souper-Combos  microwavable 
soup-and-sandwich  combinations,  have 


CHAIRMAN  VLASIC  SAYS  HE  CAN  COUNT  ON  45%  OF  THE  SHARES 


been  big  winners.  But  many  costly  inno- 
vations fell  flat  under  R.  Gordon  McGov- 
ern,  the  CEO  who  quit  last  fall  under 
pressure  from  the  dissident  wing. 

Johnson  says  he  won't  attempt  a  ma- 
jor shift  in  direction:  "What  I  want  to  do 
is  refocus  and  say,  'Come  on,  we're  go- 
ing after  earnings  and  returns' "  by 
trimming  costs  and  rolling  out  new  prod- 
ucts. But  many  of  the  obvious  cuts  were 
already  made  last  year  in  a  restructur- 
ing that  left  the  bottom  line  a  paltry 
$13.1  million  on  sales  of  $^.7  billion. 

Johnson's  hiring  is  a  set- 
back to  the  dissidents.  As 
evidence  that  he  and  the 
board  aren't  about  to  sell 
Campbell,  Johnson's  five- 
year  contract  contains  no 
"golden  parachute"  in  the 
event  the  company  is  sold. 
Wall  Street  seems  to  take 
that  seriously.  The  stock 
edged  up  to  58%  in  Decem- 
ber on  takeover  talk,  then 


slid  to  54  after  Johnson's  appointmerj 
But  the  dissidents  will  remain  a  thoi; 
in  Johnson's  side.  The  battle,  insists  la\,j 
yer  Arthur  Liman,  who's  advising  th 
dissidents,  "is  really  just  beginning." 

On  one  side  are  the  children  of  John  ' 
Dorrance  Jr.:  reclusive  Wyoming  ranc 
er  John  T.  "Ipy"  Dorrance  III,  Phoen 
real  estate  investor  Bennett  Dorranc 
and  Pennsylvania  horsebreeder  Mary  A 
ice  Dorrance  Malone,  who  together  co 
trol  about  31%  of  the  stock.  The  othi 
faction  includes  three  of  Dorrance  Jr. 
nieces:  Hope  H.  "Happy"  van  Beuren, 
Rhode  Island  socialite,  Pennsylvanij 
Diana  S.  Norris,  and  Dorrance  "Dod( 
Hamilton,  a  company  director. 

While  John  Dorrance  Jr.  ran  Cam 
bell,  the  dissidents  kept  quiet  about  the 
unhappiness  with  the  company's  perfc 
mance.  That  changed  after  Dorrance 
death  last  April.  By  the  summer,  tl| 
dissidents  managed  to  keep  Dorrance;| 
daughter,  Mary  Alice  Malone,  from  joi'< 
ing  her  brothers  on  the  board.  Accordir: 
to  a  longtime  friend,  the  women  feanl 
that  Ipy  Dorrance — who  became  chai- 
man  of  Campbell's  Vlasic  Food  subsi- 
iary  in  1988— was  laying  the  groum  j.. 
work  to  become  chairman.  The  niec|  n 
declined  comment  for  this  story,  as  d|  _ 
Dorrance's  grandchildren.  |!  || 

BROKEN  TRUST.  In  December,  the  nieco.  _ 
struck  their  blow.  A  lawyer  famili| 
with  the  family  says  they  first  convinci 
Dodo,  61,  that  finding  a  merger  partnli 
for  Campbell  might  ease  inheritance-tij  iks 
problems  in  passing  her  $500  millirt  i  ir 
stake  on  to  her  children.  Then,  the  diss-  A 
dent  stakeholders  managed  to  break  u  im. 
a  trust  that  encouraged  Dorrance's  heii  mi 
to  vote  their  shares  as  a  block.  Chairm;t  nfli 
Robert  J.  Vlasic  and  the  board  of  dire-  t, 
tors  responded  by  naming  Malone  afl  = 
another  relative  believed  to  be  loyal  » 
management,  Charlotte  C.  Weber,  as  (•:■ 
rectors,  giving  the  family  six  of  15  boail  mi 
seats.  The  dissidents  responded  on  Dej  iHI 
28  by  pushing  for  a  sale  or  a  merger  ai 
threatening  a  proxy  fight  to  oust  boa 
opponents. 

But  the  dissidents  seem  stymied  f 
now.  Vlasic  says  he  can  count  on  son 
45%  of  the  stock  in  a  proxy  battle,  ma|, 
ing  it  "damned  near  impossible"  for  tl] 
dissidents  to  prevail. 

The  only  family  stockho 
er  to  speak  out  so  far,  boa 
member  and  2.5%  stakeholi 
er  George  Strawbridge  Jji 
says  Campbell  has  "tremel  ii 
dous  potential,"  but  takingi 
merger  premium  now  woul 
be  "shortsighted."  The  dis- 
dents  don't  agree,  but  th»" 
may  not  be  able  to  force  t  J 
issue. 

By  Joseph  Weber  in  PhiladepH 


NEW  CEO  JOHNSON 


rEGIESI 


il  PLANT:  THE  LABOR  AGREEMENT  COULD  SAVE  PITTSTON  $3  PER  TON,  GIVING  IT  AN  EDGE 

TTSTON  COULD  GO 

!0M  SETTLEMENT  TO  SPINOFF 


1  the  strike  nearly  over,  it  may  divest  Brinks  and  Burlington 


Iot  long  ago,  Pittston  Co.'s  chair- 
man might  have  been  tempted  to 
use  armored  trucks  from  his 
division  to  slip  by  his  striking 
miners.  More  than  1,700  miners 
been  off  the  job  for  nine  months  in 
)ody  feud.  Hundreds  of  protesters 
nbled  outside  Chairman  Paul  W. 
^las'  posh  home  in  Greenwich, 
1.,  and  accused  him  of  impoverishing 


Appalachian  children.  Hundreds  more 
marchers  put  so  much  pressure  on  one 
director  and  his  bank  that  he  quit  his  job 
at  the  financial  institution. 

But  the  United  Mine  Workers  and 
Pittston  came  to  something  of  a  truce  on 
Jan.  1  with  the  announcement  of  a  tenta- 
tive contract  settlement.  Terms  of  the 
agreement  are  sketchy,  and  the  union 
still  must  sell  it  to  angry  union  members 


(box),  liut  the  cease-fire  now  allows 
Douglas  and  his  directors  to  look  at 
Brinks  and  Pittston's  other  subsidiary, 
Burlington  Air  Express,  with  a  different 
eye:  Pittston  may  spin  them  off  as  a 
separate  unit.  The  company  isn't  talking 
officially,  and  any  move  wouldn't  likely 
come  until  yearend.  But  Pittston  director 
Charles  F.  Haywood  anticipates  action: 
"I  would  expect  a  very  interesting  board 
meeting  in  early  February." 

The  pressure  to  divest  the  divisions 
has  been  building  for  some  time.  That 
something  needs  to  be  done  is  obvious 
from  the  price  of  Pittston  stock.  It  sells 
in  the  low  20s,  right  around  where  it 
sold  last  April.  "It's  pretty  much  an  un- 
derloved,  underowned  company,"  says 
Jerry  Peterson,  vice-president  at  Denver 
Investment  Advisers  Inc.,  one  of  Pitt- 
ston's largest  institutional  shareholders. 
BATED  BREATH.  Unless  management 
moves,  it  will  have  some  mighty  disap- 
pointed shareholders,  for  a  breakup 
could  net  them  a  hefty  premium.  They 
believe  prices  for  separate  units  could  go 
as  high  as  $30  a  share.  Says  Anthony  J. 
Galise,  assistant  vice-president  of  Aetna 
Equity  Investors,  another  big  institution- 
al holder:  "We're  looking  for  that.  It 
makes  all  the  sense  in  the  world." 

Until  now,  institutions  have  shown 
Job-like  patience  with  Pittston's  perfor- 
mance. The  company's  losses  have  out- 
stripped earnings  by  nearly  $80  million 
since  1984.  But  over  the  last  couple  of 
years,  financial  results  have  begun  to 
show  some  improvement.  Through  Sep- 
tember, 1989,  Pittston  posted  net  income 
of  $22'.6  million,  or  60(t  a  share,  on  reve- 
nues of  $1.23  billion.  The  coal  strike 
hammered  profits  32%'  below  the  level 
they  reached  in  the  similar  period  in 
1988,  when  Pittston  earned  $33.43  mil- 
lion, or  87$  a  share,  on  revenues  of  $1.17 


IE  PITTSTON  PACT: 

9TH  SIDES 

>0K  THEIR  LUMPS 


rhe  tentative  agreement  between 
Pittston  Co.  and  the  United  Mine 
Workers  still  must  be  ratified  by 
k-and-file  coal  miners.  But  one 
ig's  for  sure:  Neither  side  won  an 
)ut  victory  in  the  nine-month  walk- 
.  It  looks  as  if  the  pact  contains 
'er  compromises  that  could  enable 
)r  and  management  to  build  a  new 
itionship  after  one  of  the  nastiest 
kes  of  the  last  decade, 
'ittston  and  the  UMW  reached  agree- 
it  on  New  Year's  Day  after  weeks 
grueling  sessions.  The  terms 
•en't  disclosed,  but  the  union  appar- 


ently emerged  a  winner  on  the  pivotal 
issue  of  health  coverage  for  Pittston's 
retirees.  By  pulling  out  of  multi-em- 
ployer funds  run  by  the  UMW  and  in- 
dustry trustees,  Pittston  threatened  to 
undercut  the  union's  ability  to  bargain 
industrywide  contracts.  In  a  compro- 
mise, Pittston  is  said  to  have  agreed  to 
give  retirees  lifelong  health  care  cover- 
age through  one  or  more  funds  related 
to  the  industrywide  funds. 
BIG  GAINS.  On  the  major  issue  of  job 
security,  the  UMW  got  a  foot  in  the 
door  by  winning  a  limited  right  for 
laid-off  union  miners  to  transfer  to 
Pittston's  nonunion  mines.  But  Pittston 
is  likely  to  make  big  gains  in  the  work- 
rule  area,  with  the  union  agreeing  to 
ease  restrictions  on  hours  of  work  and 
around-the-clock  mining.  Industry 
sources  estimate  the  company  could 
save  $2  to  $3  a  ton,  down  from  its  goal 
of  $5  a  ton,  for  a  total  annual  savings 


that  analysts  put  at  $10  million  to  $15 
million.  In  the  short  term,  that's  a  low 
return  on  the  $60  million  in  operating 
profits  Pittston  lost  during  the  strike. 

Over  the  longer  run,  however,  these 
changes,  along  with  possible  productiv- 
ity bonuses,  could  make  Pittston's 
mines  highly  profitable.  And,  under  the 
prodding  of  mediator  W.J.  Usery  Jr., 
the  two  sides  made  a  "moral  commit- 
ment" to  find  "a  new  way  of  doing 
business  together,"  as  Usery  puts  it. 

Pittston  and  the  UMW  still  must  get 
the  benefit  plan  changes  approved  by 
the  multi-employer  fund  trustees.  They 
also  must  persuade  the  courts  and  the 
National  Labor  Relations  Board  to  dis- 
miss scoi'es  of  cases.  The  UMW  hopes 
courts  will  reduce  more  than  $65  mil- 
lion in  fines  levied  against  it.  Then  it 
will  be  up  to  the  rank  and  file  to  ratify 
the  pact,  not  likely  before  mid-January. 

Bi/  John  Hoen-  in  New  York 
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billion.  And  Kidder,  Peabody  &  Co.  ana- 
lyst Marc  D.  Cohen  expects  full-year 
1989  results  to  be  off  by  half,  with  earn- 
ings of  $18.7  million,  or  50$  a  share. 

But  a  closer  look  at  the  company  sug- 
gests some  positive  trends.  Losses  in 
coal  operations  account  for  virtually  all 
of  Pittston's  drop  in  1989  income,  and 
coal  should  regain  its  footing  in  the  next 
few  quarters.  Importantly,  Pittston 
should  find  long-term  savings  from  the 
tentative  labor  agreement.  The  contract 
could  cut  Pittston's  mining  costs  by 
close  to  $3  a  ton,  which  would  give  it  a 
$1.80  edge  over  other  bituminous  coal- 
mining companies.  What's  more,  Pitt- 
ston's low-sulfur  coal  deposits  in  the 
Northeast  stand  to  be  in  heavier  demand 
as  the  push  for  cleaner  air  gains 
strength.  Says  Daniel  Roling,  an  analyst 
at  Merrill  Lynch  &  Co.:  "Coal  can  be 
extremely  profitable  for  them." 

Meanwhile,  Brinks  and  Burlington 
now  are  strong  enough  to  stand  on  their 
own.  With  losses  totaling  nearly  $20  mil- 
lion at  Burlington  in  1987,  Douglas  dis- 
patched Chief  Financial  Officer  David  L. 
Marshall  to  California  to  try  turning  the 
ailing  heavy-freight  carrier  around. 
There,  Marshall  changed  Burlington's 
emphasis  from  rapid  sales  growth  to 
managing  costs  and  prices.  The  result: 
$16.3  million  in  earnings  for  the  first 
nine  months  of  1989.  Competition  and 
rising  fuel  prices  mean  Burlington  will 
have  to  fight  to  sustain  the  upward 
trend.  But,  as  one  rival  concedes, 
"they've  turned  things  around." 
MORE  ARMOR.  With  good  name  recogni- 
tion and  the  largest  position  in  its  mar- 
ket, Brinks  posts  strong  returns.  It 
kicked  back  more  than  16.5%  on  assets 
in  1988  and  turned  in  similar  1989  re- 
sults. But  competition  from  courier  ser- 
vices and  hiked  labor  costs  keep  operat- 
ing profit  flat.  The  solution  to  Brinks 
comes  almost  naturally:  fortify  itself. 
It's  trying  to  complete  a  deal  for  one  of 
its  big  rivals,  Loomis  Corp. 

So  things  are  mostly  looking  up  for 
Pittston.  If  Douglas  can  keep  the  re- 
bound going  and  get  miners  back  to 
work  fast,  net  could  surge.  Kidder's  Co- 
hen looks  for  profit  to  nearly  quadruple 
in  1990,  to  $71.3  million,  or  $i.90  a  share, 
and  to  jump  32'X  in  1991,  to  $93.8  million, 
or  $2.50  a  share. 

That's  a  prospect  that  should  assuage 
some  of  the  shareholders'  hurt  from  the 
strike.  But  Paul  Douglas  is  going  to 
have  to  do  more  than  that  if  he's  to  keep 
investors  happy,  given  that  they've  now 
got  their  eyes  on  a  spinoff  of  noncoal 
units.  And  while  investors  might  not  in- 
vade Greenwich  to  make  their  point, 
they  have  other  ways  of  expressing 
their  displeasure. 

By  Todd  Vogel  in  Connecticut 


Commentary/by  Howard  Gleckman 

THIS  PLAN  WON'T  END 
AMERICA'S  SAVINGS  DROUGHT 


At  first  glance,  the  Bush  Admin- 
istration's new  plan  to  spur  na- 
tional savings  seems  like  the 
proverbial  free  lunch.  The  "Family 
Savings  Account,"  due  to  be  unveiled 
in  a  few  weeks,  is  a  middle-class  tax 
cut  that  won't  cost  the  government 
money,  at  least  right  away.  But  on 
closer  inspection,  it's  about  as  appetiz- 
ing as  an  oat-bran  banquet. 

The  proposal  is  certainly  a  boon  to 
savers:  Taxpayers  could  squirrel  away 
up  to  $5,000  a  year.  While  the  savings 
would  come  out  of  aftertax  dollars, 
earnings  could  be  withdrawn  tax-free 
after  10  years.  For  many  taxpayers, 
that's  a  lot  more  generous  than  the 
old-style  individual  retirement  accounts 


FLIP-FLOPS  ON 
SAVINGS  INCENTIVES 

1974  Tightly  limited  IRA  prog:-am  in- 
troduced with  an  annual  $1,500  ceiling 

1981  IRA  limit  raised  to  $2,000;  all 
workers  made  eligible 

1981  $1,000  tax-free  "All-Savers" 
certificates  created 

1 982  All-Savers  program  expires 
1986  Congress  guts  the  IRA  program 

1989  Bush  Administration  backs 
restoring  tax-deductible  IRAs 

1990  Administration  considers  new 
"Family  Savings"  plan 


(IRAS),  which  allow  pretax  contributions 
but  subject  withdrawals  to  tax. 

Savers  aren't  the  only  winners  under 
the  plan.  Stockbrokers  love  it,  too.  Mer- 
rill Lynch  &  Co.,  for  example,  has  been 
peddling  the  idea  for  almost  a  year, 
hoping  it  would  bring  fleeing  retail 
customers  back  in  the  door. 

But  the  purpose  of  the  new  tax  sub- 
sidy is  to  increase  the  pitiful  U.  S.  sav- 
ings rate.  Economists  worry  that 
Americans  consume  so  much  that 
there  isn't  enough  money  left  to  invest 
in  new  businesses  and  equipment.  So 
the  goal  is  to  increase  total  saving  by 
individuals,  business,  and  the  govern- 
ment. The  trick  is  to  generate  enough 
new  private  saving  to  offset  the  future 
revenue  loss. 

That's  where  the  Administration's 


plan  falls  flat.  Instead  of  really  in- 
creasing total  individual  saving 
kind  of  incentive  may  just  encouragi 
people  to  shift  money  from  a  taxabli 
account  to  one  that's  tax-exempt.  "The| 
first  thing  you'll  do  is  give  anybod; 
who  will  save  anyway  a  tax  break," 
says  Joseph  J.  Minarik,  executive  direc 
tor  of  the  congressional  Joint  Econom- 
ic Committee.  "I  find  it  hard  to  believe 
you'll  induce  enough  additional  savings 
to  make  it  pay  off." 
SLOW  RESULTS.  And  while  it  wouldn't 
increase  the  federal  deficit  in  the  short 
run,  the  plan  would  cost  big  bucks  in 
the  future,  v/hen  savers  begin  to  tap 
their  tax-free  earnings.  Eugene  C. 
Steuerle,  a  senior  tax  aide  in  the  Rea- 
gan Administration,  estimates  that 
IRAS  and  similar  savings  incentives 
cost  the  government  up  to  $1  in  lost 
revenue  for  each  40$  of  new  private 
saving.  The  newest  plan  seems  de- 
signed principally  to  hide  that  cost  by 
delaying  it  a  decade  or  more.  Harvard 
University  economist  Lawrence  H. 
Summers,  who,  like  many  Democrats, 
favors  restoration  of  the  traditional 
IRA,  blasts  the  new  plan:  "Let's  see  the 
cost  right  up  front." 

The  family  savings  account  also  suf- 
fers from  flawed  psychology.  Old  iRAs 
gave  taxpayers  immediate  gratifica- 
tion— they  could  instantly  dodge  al- 
most $700  m  taxes  by  putting  $2,000  in 
the  bank.  The  Bush  scheme  asks  sav- 
ers to  defer  that  payoff  for  a  decade. 
Americans  just  aren't  that  patient. 

Worse,  the  plan  requires  savers  to 
show  unprecedented — and  perhaps  un- 
warranted— confidence  that  Congress 
won't  change  the  rules  before  taxpay- 
ers get  their  money  out.  Since  Wash- 
ington has  played  the  savings  incentive 
like  a  yo-yo  in  the  past  decade  (table), 
tax  code  stability  isn't  much  of  a  bet. 

Unfortunately,  there's  no  painless 
way  to  encourage  Americans  to  con- 
sume less  and  save  more.  Disincentives 
to  spending,  such  as  a  consumption  tax 
or  further  restrictions  on  the  deduct- 
ibility of  interest  payments,  might  do 
the  trick.  But  the  political  system  is 
unprepared  to  consider  such  unpopular 
steps.  Until  the  politicians  are  ready  to 
face  reality,  they  should  stop  pretend- 
ing that  their  sugar-coated  nostrums 
vidll  solve  the  problem. 


TITRUSTI 


DUMPING  UP  A  STATE'S 
»OWER  TO  BUST  TRUSTS 


alifomia  asks  the  high  court  to  affirm  its  right  to  quash  mergers 


For  eight  years,  Ronald  Reagan 
gave  Corporate  America  a  virtual 
vacation  from  antitrust  enforce- 
jnt.  The  states  moved  in  to  pick  up  the 
ick.  Now,  just  as  the  Bush  Administra- 
m  is  signaling  that  it  may  scrutinize 
Brgers  more  closely,  the  states  want 
en  broader  powers.  On  Jan.  16,  Cali- 
rnia  will  ask  the  U.  S.  Supreme  Court 
rule  that  states,  as  well  as  the  federal 
vernment,  can  break  up  mergers.  In- 
stry  is  terrified.  "You  can  just  foresee 
rror  stories  if  one  state  can  impose  its 
11,"  says  Jon  V.  Heider,  general  coun- 
1  to  B.  F.  Goodrich  Co. 
At  stake  is  Low  far  states  can  go  in 
allenging  interstate  mergers.  Business 
ars  that  giving  the  states  a  green  light 
)uld  create  a  balkanized  set  of  en- 
rcement  policies  and  repercus- 
)ns  far  beyond  the  immediate  case, 
lich  involves  a  marriage  of  super- 
irket  chains.  U.  S.  companies  trying 
compete  internationally  might  get 
;arance  from  Washington,  then  face 
irdles  at  the  state  level.  That  would 

in  sharp  contrast  to  the  European 
)mmunity,  which  agreed  on  Dec.  22  to 
intly  review  mergers  that  exceed 
out  $6  billion.  Before,  they  were  re- 
3wed  by  each  EC  member  country. 
IAIN-RATTLING.  The  question  of  who 
ould  set  merger  policy  is  at  the  heart 
the  upcoming  Supreme  Court  argu- 
snts.  The  case  involves  Salt  Lake  City- 
,sed  American  Stores  Inc.'s  $2.5  billion 
i  in  1988  for  Lucky  Stores  Inc.,  of 
iblin,  Calif.  American  claimed  the  deal 
juld  benefit  consumers  and  promised 
pass  along  to  them,  via  lower  prices, 
'o-thirds  of  the  $78  million  in  projected 
vings  from  combined  operations, 
merican's  offer  came  just  after 
ifeway  Stores  Inc.  separately  agreed 
sell  off  its  Southern  California  outlets 
Vons  Cos. — spurring  worries  about 
0  much  market  concentration. 
Indeed,  the  specter  of  declining  com- 
'tition  among  supermarkets  in  South- 
n  California  troubled  both  the  Federal 
•ade  Commission  and  California  Attor- 
:y  General  John  Van  de  Kamp.  The 
loling  of  American's  252  grocery  stoi'es 
ith  Lucky's  340  would  have  given 
merican  207'  of  the  $22  billion  Califor- 
a  market,  the  state  maintains.  Ameri- 
,n  declined  to  comment. 
The  FTC  forced  American  to  sell  37  of 
;  California  supermarkets.  But  that 
asn't  enough  for  Van  de  Kamp,  an 


aggressive  consumer  activist  and  likely 
1990  Democratic  gubernatorial  candi- 
date. His  office  estimated  that  increased 
supermarket  concentration  could  cost 
consumers  $400  million  a  year  in  higher 
food  prices.  So  Van  de  Kamp  filed  suit 
to  force  divestiture  of  all  340  Lucky 
stores.  The  U.  S.  District  Court,  siding 
with  California,  temporarily  blocked  the 
acquisition  without  ruling  on  the  divesti- 
ture issue.  But  the  U.  S.  Court  of  Ap- 
peals for  the  Ninth  Circuit  in  San  Fran- 
cisco reversed,  saying  only  the  federal 
government  has  the  right  under  federal 


If  the  states  successfully  grab  a  big- 
ger piece  of  the  antitrust  acuon,  busi- 
ness worries  that  federal  guidelines  will 
become  almost  meaningless.  The  result 
could  turn  FTC  and  Justice  antitrust  en- 
forcement on  its  head:  Companies  "will 
simply  stop  negotiating  consent  agree- 
ments with  federal  antitrust  enforcers 
because  such  agreements  will  ensure 
them  of  nothing,"  according  to  a  brief 
filed  jointly  by  groups  representing  Cali- 
fornia retailers  and  manufacturers. 

But  the  states  argue  that  they  need  to 
play  a  larger  role.  "The  federal  govern- 
ment simply  can't  do  the  whole  job," 
says  Allene  D.  Evans,  an  antitrust  law- 
yer in  the  Texas  Attorney  General's  of- 
fice. "It's  not  like  there  is  an  absence  of 
work  for  us  all."  Indeed,  state  attorneys 
general  nationwide  have  been  very  ac- 
tive, preparing  their  own  merger  guide- 
lines and  joining  in  multistate  suits  to 
block  big  mergers  before  they  occur. 

Curiously,  the  federal  government  is 


antitrust  law 
to  seek  divestiture. 

A  victory  for  California, 
which  has  the  backing  of  32  other  states, 
would  upset  well-established  procedures 
for  reviewing  mergers.  While  the  states 
have  long  had  the  power  under  state  law 
to  prosecute  such  antitrust  violations  as 
price-fixing,  the  FTC  and  Justice— except 
in  the  Reagan  years — have  done  most  of 
the  merger  police  work.  The  two  agen- 
cies operate  under  similar  guidelines  in 
determining  whether  to  sue  to  block  a 
deal  or  negotiate  a  compromise.  And 
business  leaders  and  corporate  lawyers 
have  grown  comfortable  with  the  pro- 
cess: They  know  the  rules  and  can  antici- 
pate how  far  they  can  go. 


Merging  Lucky  and  American 
supermarkets  would  cost  ^ 
consumers  $400  million  a 
year,  California  claims 


staying  out  of  the 
current  donnybrook.  Justice 
antitrust  chief  James  Rill  has  ex- 
cused himself  because  of  his  work  as  a 
private  attorney  on  the  Safeway-Vons 
deal.  But  Rill  has  indicated  his  desire  to 
be  more  aggressive.  At  the  FTC,  commis- 
sioners did  not  take  an  official  position. 
"The  case  doesn't  really  involve  a  matter 
of  substantive  antitrust  law,"  says  Ke- 
vin Arquit,  director  of  the  agency's  Bu- 
reau of  Competition.  "The  issue  is  one  of 
rather  narrow  statutory  construction." 
But  private  antitrust  lawyers  suspect 
the  Bush  Administration  doesn't  want  to 
battle  the  states. 

Even  if  California  loses  in  the  high 
court,  business  shouldn't  expect  aggres- 
sive state  attorneys  general  to  fade 
away.  The  states  already  are  moving 
ahead  of  the  feds  in  protecting  the  envi- 
ronment and  consumers.  After  flexing 
their  muscles  during  the  Reagan  era, 
they're  not  about  to  back  off.  And  with 
the  feds  making  new  noises  of  tlieir 
own,  the  New  Year  for  business  could 
prove  doubly  chilling. 

By  Tim  Smart  in  Washington,  u'it/i  Ron- 
ald Grove r  in  Los  Angeles 
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THE  S&L  CRISIS  I 


THE  LINCOLN  SCANDAL 

MAY  LEAD  TO  DREXEL'S  DOOR 


The  government  is  tracing  ties  between  Keating  and  the  junk-bond  kings 


Washington  has  been  positively 
mesmerized  by  the  political 
machinations  of  Charles  H. 
Keating  Jr.,  former  owner  of  the  spec- 
tacularly defunct  Lincoln  Savings  & 
Loan  Assn.  A  prominent  Republican, 
Keating  lavished  campaign  contributions 
on  friendly  politicians,  who  agreed  to  in- 
tervene on  behalf  of  his  troubled  Irvine 
(Calif.)-based  thrift.  The  resulting  scan- 
dal has  led  to  ethics  investigations  of 
five  U.  S.  senators. 

Now,  new  details  about  Keating's  fi- 
nancial machinations  suggest  that  his 
dealmaking  was  every  bit  as  inventive — 
and  as  questionable — as  his  political  giv- 
ing. Two  federal  grand  juries,  the  Secu- 
rities &  Exchange  Commission,  and 
thrift  regulators  are  still  sifting  through 
the  rubble  of  Lincoln's  $2.5  billion  col- 
lapse. And  BUSINESS  WEEK  has  learned 
that  a  tantalizing  connection  between 
Keating  and  the  junk-bond  financiers  of 
Drexel  Burnham  Lambert  Inc.  is  now  a 
focal  point  of  several  of  the  inquiries. 
Specifically,  the  government  is  trying 


to  determine  whether  a  ring  of  Drexel 
thrift  and  real  estate  clients  illegally 
helped  puff  up  Lincoln's  books  through 
a  series  of  real  estate  and  securities 
transactions.  The  resulting  profits  may 
have  delayed  the  federal  authorities'  sei- 
zure of  the  thrift,  which  was  closed  last 
April,  increasing  the  ultimate  cost  of  the 
failure  to  taxpayers.  From  1987  on, 
"they  were  losing  money  in  tremendous 
amounts  but  hiding  it,"  declares  William 
K.  Black,  chief  counsel  of  the  San  Fran- 
cisco branch  of  the  Office  of  Thrift  Su- 
pervision (OTS)  and  a  Keating  critic. 

The  Lincoln-Drexel  connection  was 
clear  from  the  start.  Keating,  who  has 
denied  wrongdoing,  bought  Lincoln  in 
1984  for  $51  million,  money  he  got  from 
$125  million  in  securities  offerings 
Drexel  underwrote  in  1983  for  American 
Continental  Corp.,  a  Phoenix  home- 
builder  that  bought  Lincoln.  Keating, 
who  with  his  family  held  a  427"  stake  in 
ACC,  quickly  transformed  Lincoln  from  a 
traditional  mortgage  lender  into  a  go-go 
investment  vehicle.  He  poured  federally 


insured  deposits  into  real  estate  develop- ■ 
ment  and  junk  bonds  and  tried  to  pump 
up  profits  by  selling  real  estate  and  se- 
curities to  other  Drexel  clients.  For  in- 
stance, a  report  by  accountants  Kenneth 
Leventhal  &  Co.,  done  for  thrift  regula-i 
tors,  says  that  Lincoln  posted  millions  in. 
earnings  on  land  sales  when  they  were 
really  exchanges  and  that  the  "profits"  { 
should  not  have  been  recognized. 
ODD  PATTERN.  But  some  regulators  be-( 
lieve  that  ACC  was  a  far  bigger  beneficia-i 
ry  of  the  deals  than  Lincoln.  They  alsoj 
suspect  that  Drexel,  under  its  former! 
junk-bond  chief,  Michael  R.  Milken,  was, 
tapping  federally  insured  deposits  to  as- 
sure a  market  for  its  bonds — and  was, 
orchestrating  the  securities  deals.  It's 
likely  there  was  an  arrangement  "right' 
from  the  start,"  says  Alex  Barabolak,  a 
government  thrift  examiner  who  re- 
viewed ACC's  books  in  1988.  "Drexel  de-: 
termined  who  got  what."  Drexel,  Mil-i 
ken,  and  Keating  all  declined  comment,  i 
Under  scrutiny  is  a  curious  pattern  of ' 
trading  in  Memorex  and  Playtex  stock 
by  Lincoln,  ACC,  and  CenTrust  Bank,  a 
shaky  Miami  thrift  run  by  David  Paul, 
who's  now  under  fire  from  state  and' 
federal  regulators.  As  they  traded  stock; 
among  themselves  in  1986  and  1987,1 
each  reaped  large  profits  that  bolstered' 
their  earnings  (diagram).  Drexel,  thet 
dominant  market  maker  in  the  restricted ' 
stock,  raked  in  huge  fees  for  brokering 
the  deals  and  for  valuing  the  shares. 


HOW  TRADING  AMONG 
FRIENDS  BOOSTED  PROFITS 


DECEMBER,  1 986    For  $420,000,  Lincoln  Savings  buys 
2.1  million  shares  of  Playtex.  This  "restricted"  stock,  not 
traded  publicly,  is  sold  by  Drexel  Burnham  Lambert, 
which  as  underwriter  of  a  Playtex  junk-bond  issue  sells 
the  stock  as  a  "sweetener."  Drexel's  junk-bond  unit,  run 
by  Michael  Milken,  sets  the  stock's  price:  20(t  a  share 


JUNE,  1 988    CenTrust  sells  the  shares 
back  to  ACC  for  $10.60  a  share,  a  price 
deterinined  by  Drexel,  an  additional 
53%  rise  in  six  months.  CenTrust  re- 
cords a  $5.5  million  profit 


APRIL,  1987    Lincoln's  corpo- 
rate parent,  American  Conti- 
nental, which  is  controlled  by 
Charles  Keating,  buys  the  Play- 
tex stock  for  $1  a  share — a 
price  set  by  Drexel.  Lincoln  re- 
cords a  $1.68  million,  or  400%, 
pro:'t  in  four  months 


DECEMBER,  1987    ACC  seUs 
1.5  million  of  the  shares  to  Cen- 
Trust Savings,  run  by  David 
Paul,  at  $6.94  a  share,  or  $10.4 
million.  Again,  Drexel  sets  the 
price.  The  600%  rise  in  the 
stock  in  eight  months  nets  ACC 
$8.9  million 


DATA:  FEDERAL  HOME  LOAN  BANK  BOARD, 


coin  had  bought  the  Playtex  and 
)rex  stock  and  junk  bonds  from 
i\  in  December,  198G,  when  the  in- 
lent  banking  firm  was  financing  le- 
:ed  buyouts  of  the  two  companies. 
5l  offered  the  stock  as  a  "sweeten- 
)  investors  in  the  LBO's  junk  bonds. 
)ln  bought  2.1  million  Playtex 
s  for  $420,000,  then  sold  them  to 
which  resold  some  of  the  stock  to 
rust.  CenTrust  sold  the  shares  back 
C  in  June,  1988,  for  $15.9  million. 
In  told  regulators  that  Playtex 
shot  up  because  of  the  company's 
r-than-expected  performance. 
/  were  all  legitimate  transactions," 
W.  Christopher  Berry,  a  CenTrust 
:  executive  vice-president. 
lAiN.  Memorex  shares  also  soared. 
In,  in  December,  1986,  paid  $1  for 
of  79,275  shares.  In  the  spring  of 
ACC  wanted  to  buy  the  stock  for 
I  a  share,  Drexel's  assessed  value, 
jgulators  blocked  the  deal.  In  June, 
instead,  Lincoln  sold  the  stock  of 
)mputer-peripherals  company  to  Er- 
C.  Garcia,  a  Lincoln  borrower, 
1  regulators  consider  a  straw  buy- 
le  price:  only  $12.61  a  share,  which 
the  thrift  a  $920,383  profit.  In  Octo- 
itrapped  for  cash,  Garcia  sold  the 
to  ACC  for  $25.32  a  share.  Garcia,  a 
lix  developer,  on  Jan.  2  asserted  his 
against  self-incrimination  in  declin- 

0  testify  about  his  dealings  with 
ng  in  Keating's  lawsuit  challenging 
overnment's  closure  of  Lincoln, 
angely,  two  months  later,  ACC 
it  more  Memorex  stock  from  Cen- 

for  nearly  seven  times  that  price, 
a  share.  Why  so  much?  Because 
i\  had  valued  it  at  $170  a  share — up 
)%  from  a  year  earlier.  According 
C,  the  price  was  based  on  the  fact 

1  Morgan  Guaranty  Trust  Co.  unit 
laid  $170  a  share  and  on  Memorex's 
ts,  which  topped  projections.  Four 
before  ACC's  purchase,  computer 
nal  maker  Telex  announced  its  plan 
;rge  with  Memorex. 

:  eventually  sold  all  of  its  Memorex 
for  an  $11.3  million  gain.  Regula- 
noted  in  an  internal  memo  dated 
)er,  1988,  that  when  they  talked  to 
In's  auditors,  Arthur  Young  &  Co., 
ifter  the  accountants  severed  their 
vith  the  company,  the  auditors  "ex- 
ed  relief  when  the  SEC  did  not  cite 
the  Memorex  or  Playtex  stock  in 
complaint  against  Drexel."  A 
isman  for  the  firm,  now  Ernst  & 
g,  had  no  immediate  comment, 
el  has  settled  both  criminal  and  civil 
■ities  charges,  and  a  98-count  crimi- 
ase  against  Milken  is  pending, 
e  commission  now  is  scrutinizing 
iln's  and  ACC's  financial  dealings. 
1  asked  about  the  possibility  of 
cig  rings  involving  ACC,  Lincoln,  and 
el  clients,  SEC  Chairman  Richard  C. 


Breeden  replied  that  if  companies  report 
profits  on  transactions  that  are  not  at 
"arm's  length"  and  are  "arranged"  by 
buyers  and  sellers,  "that  is  financial 
fraud."  Government  sources  say  that 
over  half  a  dozen  more  institutions  have 
been  drawn  into  the  government's  daisy- 
chain  investigation.  Among  them:  Cen- 
Trust; Imperial  Savings  Assn.  in  San 
Diego;  Columbia  Savings  &  Loan  of  Bev- 
erly Hills;  and  San  Jacinto  Savings  Assn. 
of  Houston.  San  Jacinto's  new  chief  ex- 
ecutive, Lawrence  Connell,  says  the  Fed- 
eral Bureau  of  Investigation  has  contact- 
ed the  thrift.  Columbia  declined  to 
comment,  but  an  Imperial  spokesman 
says  the  thrift  has  not  been  notified  of 
an  investigation,  adding,  "We've  not 
been  part  of  any  daisy  chain  or  conspira- 
cy." 'Thrift  regulators  expect  to  file  sev- 
eral suits  as  soon  as  this  month. 


Regulators  say  the  purpose  of  the 
deals  was  to  milk  federally  insured  Lin- 
coln to  benefit  ACC  and  its  owners.  While 
ACC  often  made  big  profits  on  equity 
issued  with  junk  bonds,  Lincoln  was 
stuck  with  the  risky  bonds  themselves. 

Keating's  frantic  financial  dealings 
couldn't  stop  the  thrift  from  its  inexora- 
ble slide  downhill  as  loan  losses  mount- 
ed. And  when  the  federal  authorities  fi- 
nally seized  the  thrift,  they  found  a 
paper  trail  of  staggering  financial  com- 
plexity. What  investigators  are  trying  to 
learn  now  is  whether  Charlie  Keating's 
blizzard  of  suspect  stock  trades  and  pa- 
per profits  is  going  to  lead  them  down  a 
familiar  path — right  to  the  golden  door 
of  junk-bond  king  Drexel. 

By  Catherine  Yang,  with  Paula  Dwyer, 
in  Washington,  Gail  DeGeorge  in  Miami, 
and  bureau  reports 
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HOW  LIFE  ON  THE  OUTSIDE  LOOKS 
FOR  AN  INSIDE  TRADER 


Ivan  Boesky's  sentence  ends  in  April,  and  he's  sizing  up  Ms  options 


After  almost  two  years  in  Lompoc 
Federal  Prison  Camp  in  Califor- 
nia, Ivan  F.  Boesky  has  re- 
emerged  in  public.  America's  best-known 
stock  market  crook  is  serving  the  rest  of 
his  three-year  sentence  for  securities 
fraud  in  a  Brooklyn  halfway 
house,  just  across  the  East 
River  from  Wall  Street.  The 
move  is  as  much  symbolic  as 
physical:  While  Boesky's  rou- 
tine remains  a  far  cry  from 
his  days  as  a  high-flying  arbi- 
trageur, it's  getting  closer  to 
normal.  Within  months,  he 
once  more  may  be  able  to 
manage  other  people's  money. 

Boesky,  52,  checked  into 
the  Brooklyn  Community  Cor- 
rections Center  on  Dec.  6  and 
will  stay  there  until  Apr.  6, 
when  he's  set  to  go  free.  For 
the  moment,  he's  "just  anoth- 
er resident,"  says  Napoleon 
Johnson,  the  halfway  house's 
administrator.  Johnson  won't 
discuss  Boesky  specifically 
but  says  that,  like  his  79 
housemates,  Boesky  shares  a 
room  with  one  or  two  other 
men.  He  must  also  follow  the 
house  rules,  which  include  se- 
curing gainful  employment 
and  establishing  bank  ac- 
counts, says  Johnson. 

Assuming  he  has  found 
work,  Boesky  is  entitled  to 
regular  48-hour  weekend  fur- 


loughs that  are  intended  to  be  spent  at 
home  with  his  family,  says  Johnson. 
Boesky  has  a  wife,  Seema,  and  four  chil- 
dren. During  the  week,  he  must  honor  a 
9  p.m.  curfew,  but  that  leaves  time  for 
socializing.  On  Dec.  20,  New  York's  Dai- 


ly  News  reported  Boesky  attended  a 
Broadway  play. 

Once  free,  Boesky  will  even  be  able  to 
resume  the  life  of  a  money  manager — 
assuming,  of  course,  that  people  will 
trust  him.  Although  the  Nov.  14,  1986, 
agreement  with  the  Securities  &  Ex- 
change Commission  barred  him  for  life 
from  the  securities  business,  a  loophole 
in  the  1940  statute  governing  investment 
advisers  allows  Boesky  to  invest  for  up 
to  14  people,  as  long  as  he  doesn't  adver- 
tise his  services.  As  Boesky  lawyer  Har- 
vey L.  Pitt  observes:  "If  I  had  14  people, 
each  with  a  billion  dollars,  I  could  man- 
age $14  billion."  An  obvious  point — but 
startling  nonetheless. 

If,  as  insiders  predict,  Boesky  steers 
clear  of  Wall  Street  for  a  spell,  he  still 
stands  to  profit  from  his  notoriety.  "The 
world  knows  Boesky's  name,"  says  Gil- 
bert Geis,  an  Irvine  (Calif.)  expert  on 
white-collar  crime.  "That's  a  commodity 
that  can  be  traded."  Says  a  Boesky  law- 
yer: "I  wouldn't  be  shocked  if  some  day 
he  decided  to  tell  his  story"  in  a  book. 

In  1985,  back  before  he  got  nailed  in 
the  crackdown  on  insider  trading, 
Boesky  published  Merger  Mania — Arbi- 
trage: Wall  Street's  Best  Kept  Money- 
Maicing  Secret.  But  if  Boesky  pens  a 
tell-all,  it  could  well  be  a  big  seller — if  he 
"comes  up  with  a  whole  different  twist," 
says  Esther  Newberg,  co-director  of  the 
literary  department  at  International  Cre- 
ative Management  Inc.  He  could  also 
make  money  by  granting  an  exclusive 
interview  with  the  likes  of  television  star 
Diane  Sawyer,  who  is  pursuing  just  that. 
SPILLING  THE  BEANS.  One  black  cloud 
hangs  over  these  prospects:  New  York 
law  bars  anyone  convicted  of  a  crime,  or 
who  admits  to  one,  from  profiting  by 
selling  the  story  of  his  wrongdoings.  It 
requires  that  such  earnings  be  put  in  an 
escrow  account  held  by  the  New  York 
State  Crime  Victims  Board.  Simon  & 
Schuster  Inc.,  publishers  of  bestseller 
Wiseguy:  Life  in  a  Mafia  Family,  is 
challenging  the  law  as  an  unconstitution- 
al violation  of  free  speech.  A  federal 
judge  last  fall  upheld  the  law,  but  an 
appeal  is  pending.  Convicted  criminals 
Jean  Harris  and  R.  Foster  Winans  are 
attacking  the  law  in  state  court. 

For  now,  Boesky  is  avoiding  the  press 
as  he  fulfills  his  hefty  duties  as  a  prose- 
cution witness.  His  first  task  will  proba- 
bly come  in  March  or  April,  when  the 
government's  securities-fraud  case 
against  former  arb  John  A.  Mulheren  Jr. 
is  set  to  begin,  says  Mulheren's  lawyer, 
Thomas  P.  Puccio.  Then,  Boesky  will 
likely  star  in  the  main  event:  the  mon- 
ster securities  case  against  Drexel  Burn- 
ham  Lambert  Inc.'s  foi-mer  junk-bond 
chief,  Michael  R.  Milken,  which  may  not 
start  until  1991. 


Boesky  will  also  be  pressed  to  tell 
what  he  knows  in  depositions  in  some  of 
the  25-plus  civil  suits  pending  in  Califor- 
nia, New  York,  and  Texas  that  have 
been  lodged  against  him  and  the  part- 
nerships he  once  ran.  Boesky's  potential 
exposure  is  "enormous,"  says  a  Boesky 
lawyer,  Charles  E.  Davidow,  who  over- 
sees the  suits.  The  government  set  up  a 
$50  million  fund — which  now  totals  $62 


SOFTWARE  1 


million — for  winners,  out  of  the  $100 
lion  fine  Boesky  paid  the  feds  in  his 
settlement.  Plaintiffs  and  others  clai 
he  kept  millions  more,  perhaps  in  SwS 
bank  accounts.  His  lawyers  deny  it.  ; 

But  as  Boesky's  life  on  the  outsiie 
takes  shape,  it  seems  certain  that  a 
won't  be  hurting  for  cash — and  that  t 
stands  to  make  a  whole  lot  more.  fi 
By  Michele  Galen  in  New  Fc" 


WHO'LL  PLUG  INTO 
MICROSOFT'S  NO.  2  SLOT? 


Customers  hope  President  Sliirley's  successor  will  ease  tensions 


The  Dec.  27  announcement  emanat- 
ing from  Microsoft  Corp.'s  Red- 
mond (Wash.)  headquarters  was 
short  on  drama.  Chairman  William  H. 
Gates  III  sent  a  brief  electronic  message 
to  his  employees  worldwide:  Jon  A.  Shir- 
ley, the  51-year-old  president,  who  spent 
six  years  helping  to  build  the  personal 
computer  industry's  biggest  software 
company,  had  decided  to  retire. 


APPLICATION  SOFTWARE 
IS  GROWING  AT  MICROSOFT 


REVENUES  BY  PRODUQ  TYPE 

□  APPLICATION 


,  ,  a  SYSTEMS  SOmiRE 


TOTAL  REVENUE' 


SI97.5      S345.9      S590.8      S803.5    SI, 075.0 


■86  ■%!  n  '89  '90  EST. 
A  PERCENT  •  IN  MILUGKS  Of  DOLURS 

(FISUL  YEAR  ENDS  JUNE) 
DATA:  COMPANY  REPORTS,  BW 


But  for  those  who  rely  on  Microsoft 
for  the  operating  system  software  that 
runs  most  of  the  world's  personal  com- 
puters, the  announcement  is  big  news. 
"Clearly,  Jon  had  a  tempering  role  with 
the  outside  world  when  relationships  be- 
come too  tense  with  Gates,"  says  Phi- 
lippe Kahn,  chief  executive  at  software 
company  Borland  International. 
NO  CHOICE?  Right  now,  relations  are 
tense  indeed.  Many  customers  charge 
that  Microsoft  exploits  its  systems  soft- 
ware edge  to  win  greater  control  of  ar- 
eas such  as  spreadsheets  and  word  pro- 
cessing. Says  one  veteran  software 
executive  of  the  company:  "People  put 


up  with  it  because  they  don't  have  a 
choice."  Gates  rejects  the  complaints, 
guing  that  the  company's  preeminen 
in  operating  systems  doesn't  give  it 
unfair  advantage  in  applications  so 
ware  development. 

Two  of  the  leading  inside  candidat 
for  the  president's  job,  Steven 
Ballmer  and  Michael  J.  Maples,  help  e) 
cute  the  strategy  that's  causing  all  t 
fuss.  Ballmer,  33,  a  senior  vice-preside 
heads  Microsoft's  operating  systei 
group,  which  has  been  under  pressure 
gain  greater  market  acceptance  of  5 
crosoft's  newest  operating  systei 
OS/2.  "It's  important  to  us  that  Mici 
soft  deal  with  making  OS/2  successfu 
says  Michael  S.  Swavely,  Compaq  Co 
puter  Corp.'s  president  of  North  Ame 
can  operations.  "It's  the  broad  base  th 
the  whole  industry  builds  on."  Microsc 
replies  that  an  operating  system  can't 
expected  to  become  the  industry  st£ 
dard  overnight. 

Vice-President  Maples,  47,  is  a  23-ye 
IBM  veteran  who  joined  Microsoft 
1988.  He  leads  the  company's  applic 
tions  software  group,  whose  produc 
compete  with  those  sold  by  develope 
supporting  Microsoft's  operating  sj 
tems.  The  applications  group,  who 
share  of  Microsoft  revenue  has  climb 
almost  five  percentage  points  under  M 
pies  (chart),  is  a  growing  power  with 
the  company. 

Microsoft  may  finally  tap  an  outsidf 
A  source  close  to  management  sa 
Gates  has  a  short  list  of  such  candidate 
Gates  says  only  that  he's  not  consid< 
iijg  anyone  from  strategic  partner  IBM 
another  software  company.  Gates's  p 
mary  criteria:  "It's  got  to  be  an  indiv 
ual  with  a  high  IQ.  And  they  had  bett 
love  using  the  products."  A  tolerance  f 
conflict  might  also  come  in  handy. 

By  Richard  Brandt  in  San  Francist 
with  bureau  reports 
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A^y  your  fax  machine  should  be  a 

PRIORITY 


This  is  the  fax  small  business  has  been  waiting  foi".  Introducing  Epson"  PriorityFax!"  One  of  the  first  lines  of 
personal  fax  machines  to  offer  office-quality  features  at  a  truly  affordable  price. 

Features  like  auto  dial  and  redial,  as  fast  as  15-second  transmission  speed,  16-level  gray  scale,  paper  cutter,  up  to 
28-page  memory  and  more.  Plus  the  best  feature  of  all— Epson's  uncompromising  t|uality,  performance  and  value. 

What's  more,  if  you  buy  a  PriorityFax  and  sign  up  for  MCI  fax  by  June  30,  you'll  get  $50 

cash  from  Epson  and  up  to  $100  fax  service  credit  from  MCI.  See  your  dealer  for  details. 

WHEN  YOU'VE  GOT  AN  EPSON, 

In  fact,  you  might  want  to  make  it  a  priority.  YOU'VE  GOTA  LOT  OF  COMPANY  " 


©  !99()  Kpson  Ameri(  a,  Inc.  Epson  is  a  registered  iradeniar  k  <»!  Seiko  Fpson  Coqjor.iiioii.  Priority  Fax  is  .i  ir.idemark  of  Kps<m  Amern  a.  Int  .'JTHO  1  .oiiiita  Bivd  ,  loiTaiu  e.(  lA  9U5(lfi  (800)922-8911. 


STAY  AT  MARRIOTT 
OR  RENT  FROM  HERTZ 
AND  WIN  INSTANTLY 


WE'RE  GIVING  AWAY  FIFTY  1990 
FORD  THUNDERBIRDS,  HUNDREDS  OF  RESORT  TRIPS  AND 
4,500,000  OTHER  TRAVEL  PRIZES  WORTH  OVER  $90,000,000. 

To  play  and  win,  get  a  WINTER  INVITATIONAL  GAME  CARD  every  time 
you  register  at  a  Marriott  Hotel  or  Resort  or  rent  from  Hertz 
now  through  February,  1990. 

WINTER  INVITATIONAL  GAME 

NO  PURCHASE  NECESSARY.  To  obtain  G,"ne  Card  and  Rules:  Hand  Print  and  Mail  4"  x  9"  Self-Addressed  Stamped  Envelope  and  3"  x  5"  card  with  name  and 
address  and  "MARRIOTT-HERTZ  WINTEfi  'MVITATIONAL "  to:  Card  Request,  RO.  Box  9370,  Bridgeport,  CT  06699.  Limit  one  request/person  25  years  of  age  or 
older/week.  No  requests  honored  from  cIu  j  .  groups.  Return  postage  not  required  from  WA  residents.  Free  Game  Card  and  Rules  available  at  Marriott  front  desk/ 
Hertz  counter  in  AL  and  HI.  Requests  must  ht:  received  by  1/31/90  or  while  supplies  last:  award  claims  by  3/31/90.  VOID  WHERE  PROHIBITED.  Not  available  outside 
U.S.  or  at  Marriott  Conference  Centers,  Courryard  by  Marriott,  Fairfield  Inn,  or  Residence  Inn,  and  some  Hertz  licensee  locations. 


THE  YEAR  OF  LIVING  DIFFERENTLY 

Business  Week  runs  down  the  hot  trends  for  1990 

ready.  As  the  1990s  begin,  it's  a  whole  new  ball  sushi  is  boring,  and  minks  are  boorish.  But  don't  des- 

Yie.    Consider  BUSINESS  week's  latest  annual  pair.  A  few  icons  of  the  comfortable  past  are  making  a 

ndup  of  fashions  and  fads.  Everything  is  topsy-  comeback.  Diaper  services  are  "in,"  and  mashed  poto- 

vy:  The  cold  war  is  over,  baby  boomers  are  graying,  toes  are  yummy  again.  More  surprises  below. 


WHAT'S  IN 


LLER  BLADES  GET  YOU  THERE 


ST  MEETS  WEST  IN  BERLIN 


CHELLE  IS  THIS  YEAR'S  BELLE 


WHAT'S  OUT 

Politics  &  Economics 


Peace  dividend 
Atlantic  Basin 
Berlin 

Vaclav  Havel 
White  House  secrecy 
Speeches  about  ethics 
invasions 

Universal  health  insurance 


Defense  spending 
Pacific  Rim 
Beijing 

Margaret  Thatcher 
White  House  show  biz 
The  Keating  Five 
Wimpy  leadership 
Cotastrophic  health  insurance 

Management 


Simplicity 

Bells  and  whistles 

Ma  Bell 

Big  Blue 

'Global  integration' 

'Competing  internationally' 

Early  retirement 

Corporate  loyalty 

Mommy  track 

Super  Moms 

Touchy-feely  MBAs 

Number-crunching  MBAs 

Michael  Moore 

Roger  Smith 

Micro-marketing 

Mass-marketing 

CNN 

CBS 

Team  effort 

Direct  orders 

Finance 

Morgon  Stanley 

Henry  Kravis 

Energy  and  utility  stocks 

Banking  and  high-tech  stoc 

Deutschemark 

Yen 

Bank  of  America 

Bank  of  Boston 

Debt  restructuring 

LBOs 

Rentals 

Condos 

Bonuses 

Salary  hikes 

Treasury  bonds 

Junk  bonds 

Social  Trends 

Volunteerism 

Narcissism 

Seattle 

Boston  (still) 

Car  phones 

Digital  dashboards 

Bifocals 

Suspenders 

Russian  watches 

Designer  watches 

PPOs 

Family  doctors 

Michelle  Pfeiffer 

Meryl  Streep  (temporarily) 

Consumer  Reports 

Spy 

Billiards 

Health  clubs 

Customer  service 

Rudeness 

Diaper  services 

Disposable  diapers 

Mail  order 

Bloomingdaie's 

Roller  blades 

Skateboards 

The  rain  forest 

Ozone 

Mashed  potatoes 

Sushi 

Faux  fur 

Mink 

Carnivores 

Vegetarians 

LESS  DOUGH  FOR  DEFENSE 


DON'T  THINK  MINK 


I'll  HAVE  IT  COOKED,  PLEASE 
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EASTERN'S 
FIRE-SALE  FARES 


►  Introducing  its  version  of  a 
postholiday  sale,  Eastern  Air 
Lines  on  Jan.  2  announced 
that  it  was  offering  bargain- 
basement  tickets  to  some  65 
U.  S.  cities.  The  fares,  which 
have  a  few  restrictions,  take 
effect  on  Jan.  9  and  last  until 
May.  Eastern  officials  say  the 
cut-rate  prices  are  intended  to 
fill  empty  seats  with  vacation- 
ers, who  have  shunned  the 
airline  of  late. 

But  other  sources  say 
there's  more  to  the  move  than 
aggressive  marketing.  The 
troubled  airline,  operating 
since  March  under  Chapter  11 
bankruptcy  protection,  is  des- 
perately trying  to  boost  cash 
flow,  says  one  unsecured 
creditor.  Eastern's  load  fac- 
tors have  dipped  below  507' 
recently,  and  the  company  is 
scraping  for  cash,  the  creditor 
adds.  An  Eastern  official  ad- 
mits privately  that  traffic  lev- 
els dropped  in  late  Novem- 
ber, after  peaking  at  about 
707'  during  the  summer  and 
early  fall. 

Eastern's  cash  situation  is 
getting  tighter  by  the  day. 
Right  now,  the  escrow  ac- 
count that  the  carrier  has 
been  tapping  to  stay  afloat  is 
down  to  $400  million.  It's  ex- 
pecting an  additional  $350  mil- 
lion fvmn  the  recent  sale  of  its 
Latin  America  routes  to 
American  Airlines.  But  that 
sale  requires  approval  by  the 
Transportation  Dept.  and  may 
not  be  completed  until  late 
spring. 


SHEARSON'SLANE 
PACKS  IT  IN 


►  Buddies  since  their  B-school 
days  at  Columbia,  Peter  Co- 
hen and  Jeffrey  Lane  rose  to 
the  top  two  jobs  at  Shearson 
Lehman  Hutton.  But  in  the 
wake  of  a  sharp  downturn  in 
Shearson's  fortunes,  Chief 
Executive  Cohen  demoted  his 
pal  from  president  to  chief  of 
the  investment  house's  new 
money  management  division. 


A  month  later,  on  Jan.  2,  a 
disgruntled  Lane  quit.  The 
new  No.  2  person  at  Shearson, 
in  all  but  title,  is  Richard 
Fuld,  president  of  the  firm's 
capital-markets  group. 

Shearson's  profits  are 
slumping,  and  it  has  had  trou- 
ble digesting  its  acquisition  of 
E.  F.  Hutton.  The  demotion  of 
Lane,  47,  who  earned  $1.2  mil- 
lion in  1988,  was  part  of  a  des- 
perate overhaul  by  Cohen, 
which  included  transferring 
15  other  key  executives,  issu- 
ing $300  million  in  new  stock, 
and  booking  $300  million  in 
new  capital  from  parent 
American  Express. 


A  BIOTECH  VENTURE 
GIVES  BU  A  BLACK  EYE 


►  Boston  University  plans  to 
write  off  $16  million  of  its  in- 
vestment in  a  fledgling  bio- 
tech  venture  less  than  a  year 
after  hailing  it  as  a  major 
achievement.  Two  years  ago, 
Bl'  paid  $25  million  to  gain 
control  of  Seragen,  a  startup 
looking  for  a  cancer  cure,  and 
since  then,  it  has  put  in  nearly 
$35  million  more  to  support 
day-to-day  operations. 

The  university's  outspoken 
president,  John  Silber,  has 
drawn  criticism  for  the  invest- 
ment. BU  has  put  nearly  one- 
third  of  its  endowment  and 
similar  funds  into  the  biotech 
company,  and  the  school  still 
spends  about  $11  million  a 
year  supporting  Seragen.  The 
continued  drain  threatens  to 


THE  MAHARISHI  BUILDS  HIS  DREAM  HOUSE 


Twenty-five  years  ago,  Mahari- 
shi  Mahesh  Yogi  introduced  a 
generation  to  Transcendental 
Meditation  and  won  fame  as  the 
Beatles'  personal  guru.  Now, 
the  Maharishi  wants  to  become 
a  developer.  His  Heaven  on 
Earth  Development  Corp.  is  pro- 
moting planned  communities, 
dubbed  "City  of  Immortals," 
where  folks  can  find  serenity 
among  lakes,  trees,  and  sophisti- 
cated telecommunication  systems.  The  Malibu  (Calif.)  compan, 
envisions  a  dozen  200-unit  communities  across  North  Amei'ie-c 
The  developments  will  try  to  lure  harried  urban  dwelkij 
with  community  schools,  health  clinics,  and  festival  halls,  lU: 
to  mention  the  Maharishi's  philosophy  of  stress  reduction.  Say 
Heaven  President  Monty  Guild:  "Meditation  will  be  encou: 
aged.  And  we'll  use  color  schemes  that  soothe  and  relax."  Stil- 
the  potential  stress  won't  be  completely  eliminated:  Most  Cdi^ 
munities  will  feature  tennis  courts  and  golf  courses.  j 


attract  further  attention  to 
the  school's  finances  just  as 
Silber  is  contemplating  mak- 
ing a  run  for  governor  of 
Massachusetts. 


MINISCRIBE  OPTS 
FOR  BANKRUPTCY 


►  Beset  by  13  shareholder 
suits  and  expecting  indict- 
ments on  criminal  fraud 
charges,  computer  disk-drive 
maker  MiniScribe  filed  for 
Chapter  11  bankruptcy  protec- 
tion on  Jan.  1.  The  company, 
which  once  prospered  as  a 
key  supplier  of  disk  drives  for 
IBM  personal  computers,  has 
been  struggling  since  early 


"  m  NOT  RBW  Wf?  THE  WlNETIEGl  ]  guL  QNT  E1/£N  CTOWE  TH&  VCR  I " 


1989  when  it  disclosed  that  li 
previous  managers  had  om  : 
stated  sales  figures  for  lit^t 
1987,  and  1988. 

The  new  managenifr 
team,  which  has  been  try  in 
unsuccessfully  to  settle  ili 
various  suits  brought  by  hoi' 
ers  of  MiniScribe  securitir 
said  that  bankruptcy  was  ili 
only  way  to  keep  the  compan 
afloat.  The  company  has  hire; 
Merrill  Lynch  Capital  Markrt| 
to  help  it  restructure  and  s; 
it  has  a  commitment  fn 
Standard  Chartered  Bank 
Hong  Kong  for  as  much 
$20  million  in  cash. 


THE  WORLD'S  SMALLES1 1 
SUPERCHIP 


►  TRW  and  Motorola  launchci 
a  new  era  of  chipmaking  o\ 
Jan.  3,  unveiling  an  extremel= 
powerful  supercomputer-on-;i 
chip.  On  a  piece  of  silico!; 
about  2  inches  square,  the^ 
crammed  4  million  transiii 
tors — each  200  times  thinnt 
than  a  human  hair,  or  40' 
smaller  than  anything  now  f 
use.  That  gaggle  of  transi, 
tors  gives  the  chip,  dubbei 
CPUAX,  the  processing  powd 
of  all  but  the  biggest  supe 
computers.  And  if  part  of  th! 
superchip's  circuitry  fails, 
can  repair  itself  with  the  he] 
of  another  small  chip. 
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IE  NEW  EVIDENCE 

lAT  COULD  NAIL  NORIEGA 


l^eposed  Panamanian  strongman  Manuel  Noriega's  sur- 
B  prise  decision  to  surrender  to  U.  S.  authorities  on  Jan.  3 
W  removed  the  last  blemish  from  President  Bush's  inva- 
of  the  Latin  nation.  As  Bush  beamed  in  his  late  evening 
uncement  from  the  White  House:  "All  of  our  objectives 
now  been  achieved." 

om  the  beginning  of  the  Panama  operation,  pundits  have 
tioned  whether  the  President  really  wanted  Noriega 
ght  to  trial.  After  all,  court  proceedings  were  likely  to 
C  out  embarrassing  details  about 
3ga's  activities  as  a  paid  Central  In- 
^ence  Agency  informant  during 
I's  tenure  as  CIA  director  and  as 
President. 

t  BUSINESS  V/EEK  has  learned  that 
Vhite  House  has  less  to  fear  from  a 

than  had  been  believed.  New  evi- 
3  explains  why  Bush  was  adamant 
s  demand  that  the  papal  nuncio  in 
ma  City  turn  the  general  over  to 

authorities.  When  American  forces 
t  through  Noriega's  commandan- 
they  found  what  a  source  close  to  the  investigation  calls 
ige  cache  of  documents"  that  provides  the  first  "complete 
re"  of  Noriega's  role  in  cocaine  running.  Some  Bush  aides 
;o  impressed  by  the  new  material  that  they  are  consider- 
.sking  a  grand  jury  to  hand  up  a  fresh  indictment  against 
5ga. 

:NSiON.  The  Panamanian  leader  currently  faces  charges 
Ejht  in  Miami  in  1988  that  he  accepted  $4.6  million  as  part 
scheme  by  the  Colombian  cocaine  cartel  to  ship  drugs  to 
J.  S.  Some  Administration  officials  privately  worry  that- 
:ase  relies  too  heavily  on  the  testimony  of  drug  dealers, 
bigger  concern  for  Washington  is  that  defense  attorneys 
d  try  to  sabotage  a  trial  by  demanding  ciA  documents 
ling  Noriega's  informant  role  for  the  agency  while  Bush 
CIA  director  and  later  Vice-President.  Their  goal:  forcing 
government  to  drop  charges  rather  than  risk  damage 


NORIEGA:  WILLING  TO  DEAL? 


to  national  security — or  embarrassment  to  the  President. 

There's  some  dissension  within  Justice  over  how  to  proceed. 
Prosecutors  in  Miami  want  to  use  the  new  information  to 
bolster  their  case  against  Noriega  and  a  top  aide,  Colonel  Luis 
del  Cid,  now  in  U.  S.  custody.  But  Washington  would  prefer  to 
start  over  with  a  case  that,  as  one  put  it,  "has  nothing  to  do 
with  anything  that  happened  5  or  10  or  15  years  ago."  Further, 
the  acting  U.  S.  Attorney  in  Miami,  Dexter  W.  Lehtinen,  is  too 
independent  for  the  taste  of  top  Justice  officials. 

But  the  internal  politics  of  the  Justice 
Dept.  may  be  the  least  of  the  problems 
prosecutors  would  now  face.  Administra- 
tion officials  may  be  euphoric  over  the 
new  evidence,  but  constitutional-law  ex- 
perts believe  a  trial  based  on  the  new 
information  still  would  be  fraught  with 
difficulties. 

The  Fourth  Amendment's  protection 
against  unreasonable  searches  has  been 
interpreted  to  require  that  evidence  be 
seized  and  handled  according  to  strict 
rules.  Any  defense  lawyer  would  ques- 
tion how  strictly  the  guidelines  were  followed  in  the  midst  of 
an  invasion.  The  government  would  attempt  to  claim  that 
constitutional  protections  don't  apply  to  material  seized  on 
foreign  soil.  At  the  least,  these  legal  disputes  would  make  any 
trial  a  complex  affair.  "Unless  it's  dynamite,  a  bright  prosecu- 
tor would  be  reluctant  to  use  such  evidence,"  says  former 
Noriega  attorney  Neal  R.  Sonnett.  "It's  a  defense  lawyer's 
dream  to  be  involved  in  issues  like  that." 

Because  of  all  these  complexities,  the  Administration  is  still 
far  from  obtaining  a  conviction.  But  Bush  now  has  his  long- 
time nemesis  in  custody  and  Justice  surely  will  be  able  to  keep 
Noriega  safely  behind  bars  while  the  legal  knots  are  untied. 
For  a  President  who  has  just  capped  his  first  military  interven- 
tion with  the  catch  of  a  lifetime,  that  may  be  satisfaction 
enough  to  last  quite  awhile. 

By  Douglas  Harbrecht,  with  Tim  Smart  and  Paula  Dwyer 


TAL  WRAPUPI 


HIPAIGN  FINANCE 


i  little  progress,  at  least,  is  in 
L  sight  on  the  long-stalled  issue  of 
ipaign-finance  reform.  In  the 
ise,  a  deal  is  emerging.  A  higher 
ing  on  party  contributions  to  cani- 
^ns  would  please  Republicans,  who 
upset  by  the  the  Democrats'  advan- 
e  in  raising  money  from  political 
on  committees.  In  exchange,  the 
'  would  agree  to  an  overall  spending 
ing,  probably  of  about  $600,000  per 
ise  race.  The  package  would  also 
ude  increased  disclosure  require- 
its  and  a  tightening  of  loopholes  in 
tribution  limits.  Still  to  be  resolved 
restrictions  on  nowunlimited  "soft- 


money"  contributions  that  in  theory 
cannot  be  used  to  fund  campaigns  di- 
rectly. House  leaders  hope  to  have  leg- 
islation ready  by  early  spring,  but  ac- 
tion could  be  a  lot  slower  in  the  Senate. 

DEFENSE  

I  ilitary  aircraft  makers  are  sweat- 
ling  over  Defense  Under  Secre- 
tary John  A.  Betti's  review  of  four  me- 
gabuck  projects  headed  for  production. 
The  Air  Force's  B-2  bomber,  C-17 
transport,  and  Advanced  Tactical 
Fighter  and  the  Navy's  A-12  attack 
plane — with  a  total  price  of  $200  bil- 
lion— were  designed  to  meet  a  Soviet 
threat.  With  the  U.  S.  seeming  in  less 
danger,  the  planes  now  are  vulnerable. 


AIR  TRAVEL 


Terrorists  still  strike  fear  into  the 
hearts  of  international  air  travel- 
ers. Witness  the  dozens  who  recently 
canceled  bookings  when  Northwest 
Airlines  said  it  had  received  a  bomb 
threat  for  a  flight  from  Paris.  But  bu- 
reaucratic squabbles  are  holding  up  a 
six-month-old  plan  by  Transportation 
Secretary  Samuel  K.  Skinner  to  station 
27  U.  S.  security  inspectors  at  11  major 
European  airports.  The  postings  re- 
quire the  approval  of  the  U.  S.  ambas- 
sador in  the  host  country.  And  so  far, 
only  the  embassies  in  London  and 
Brussels  have  agreed.  Others  have 
held  back,  citing  logistical  problems. 


IGTON  OUTLOOK 
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nternational  Business 


JAPAN  I 


TOKYO  UNVEILS  THIS  YEAR'S 
'BUY  AMERICAN'  PLAN 

But  it  will  be  a  long  time  before  the  trade  imbalance  slirinks  much 


In  the  annual  pas  de  deux  between 
Washington  and  Tokyo  over  Japan's 
trade  surplus,  Congress  usually 
builds  up  the  trade  rhetoric  each  spring, 
and  the  Administration  warns  Japan  to 
take  action.  Japan's  well-scored  response 
is  to  offer  just  enough  concessions  and 
market-opening  programs  to  head  off 
rash  steps  in  Washington.  Result:  Ja- 
pan's annual  trade  surplus  with  the  U.  S. 
has  remained  stuck  at  about  $50  billion 
for  five  years  straight. 

With  the  stakes  now  higher  than  ever, 
the  New  Year's  choreography  is  off  to 
an  early  start.  Japan's  government,  led 
by  the  Ministry  of  International  Trade  & 
Industry  (MITI),  is  launching  a  round  of 
initiatives  mostly  aimed  at  speeding 
U.  S.  imports.  The  government  is  offer- 
ing companies  tax  breaks  and  incentives 
to  import  more.  It's  making  a  special 
plea  to  Japanese  auto  makers  to  buy 
U.  S.  parts,  and  it  is  beefing  up  the  Fair 
Trade  Commission,  which  guards 
against  monopolistic  practices. 
Because  previous  import  drives,  such 


as  former  Prime  Minister  Yasuhiro  Na- 
kasone's  Import  Now  campaign,  turned 
out  to  be  mere  propaganda  ploys,  skepti- 
cism in  the  U.  S.  about  this  latest  plan 
remains  heavy.  But  Tokyo  trade  policy 
planners,  and  some  private  economists, 
insist  this  time  there  could  be  more  than 
negligible  results. 
That's  because  Japan  increasingly 


JAPAN'S  GROWING  SHARE 
OF  THE  U.S.  TRADE  DEFICIT 
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sticks  out  as  the  U.  S.'s  singular  trails 
problem.  While  the  U.  S.  has  eliminat(  ( 
its  trade  deficit  with  Europe  and  shrunl 
it  considerably  with  other  partners,  J  a 
pan's  percentage  of  the  U.  S.  trade  deli 
cit  is  increasing  (chart).  It  is  more  am 
more  likely  to  become  the  target  of  con 
gressional  wrath. 

'CRUCIAL  PERIOD.'  With  Congress  watcli 
ing,  the  Administration  and  Tokyo  fan 
deadlines  on  nearly  a  dozen  trade  fronts 
By  late  March  or  early  April,  Washing 
ton  and  Tokyo  must  agree  on  an  inter'in 
report  on  deep-rooted  structural  barrier, 
to  American  goods,  such  as  Japan's  dis 
tribution  system  and  high  prices.  A  s.\)v 
cific  plan  for  the  yearlong  Structural  Im 
pediments  Initiative  talks  is  due  in  Jul\ 
In  between,  both  sides  face  a  crowde( 
agenda  of  issues  relating  to  Japanesi 
purchases  of  U.  S.  satellites  and  super 
computers  and  access  for  American  com 
panies  to  Japan's  construction  and  tele 
communications  markets.  ''We  art 
heading  into  a  crucial  period"  in  U.  S. 
Japanese  relations,  says  a  senior  For 


IMTCDMATinMAI    Di  1CI^' 


1  Ministry  official,  who  adds  that 
)0  is  very,  very  important." 
^le  MITI  plan  unveiled  on  Dec.  28  cen- 
on  $1  billion  worth  of  tax  credits  for 
panies  that  boost  manufactured- 
is  imports  by  at  least  107(.  MITI  is 
narking  $1.5  billion  in  loans  and  im- 
.  credits,  plus  $100  million  for  a  data 
i  and  other  programs  to  link  foreign 
)rters  and  Japanese  importers.  Tar- 
will  end  on  1,004  items.  "This  should 
an  important  means  of  correcting 
ctural  problems,"  says  Masahisa 
:oh,  director-general  of  MITl's  Inter- 
onal  Trade  Administration  Bureau, 
jparately,  Japan's  government  is 
'ting  a  plan  to  boost  imports  of  U.  S.- 
e  car  parts.  The  issue  is  hot  again 
luse  Japanese  auto  companies  are 
■mbling  more  than  1  million  cars  a 
•  in  North  America,  while  U.  S.  auto 
panies  are  closing  plants.  Greater 
s  sales  in  Japan  might  ease  the  pain, 
e  Japanese  auto  companies  are  pull- 
the  string  so  hard,  it  could  break," 
ns  U.  S.  Trace  Representative  Carla 
iills. 

jccess  on  the  latest  import  promo- 
effort,  however,  depends  on  how 
mese  companies  respond.  MITI  has 
meetings  with  top  officials  of  50 
ing  companies  to  urge  them  to  re- 
in exports  and  boost  imports.  As  a 
lit,  Victor  Co.  of  Japan,  Toshiba 
p.,  and  other  major  companies  have 
aunced  plans  to  double  imports  over 
years  while  maintaining  exports  at 
!  levels.  The  net  effect  will  be  mod- 
because  imports  by  Japanese  manu- 
urers  are  small,  and  the  purpose  of 
r  international  activities  is  still  to 
strate  foreign  markets. 
GAIN?  Just  how  much  impact  the 
ort  promotion  plan  would  have  on 
U.  S.  deficit  with  Japan  has  not  been 
led  out.  MITI  says  Japan's  overall 
le  surplus  could  fall  from  $81  billion 
year  to  $78  billion  next  year  as  a 
lit  of  its  new  program.  Since  less 
1  half  of  Japan's  trade  is  with  the 
1.,  the  gain  for  specific  U.  S.  export- 
might  be  tangible,  but  overall,  tiny, 
^ith  Congress  out  of  session,  reaction 
A^ashington  to  Tokyo's  trade  initia- 
s  has  been  cautious.  MITI  seems  to  be 
ig  more  lately,  "but  not  nearly  as 
;h  as  they  did  when  they  were  tar- 
ng  companies  for  export  promotion," 
3  Hills. 

ven  if  trade  issues  head  for  an  annu- 
lareup  in  Congress,  there  is  little  evi- 
ce  that  the  Republican  Administra- 
's  long-standing  impasse  with  the 
nocratic  Congress  over  trade  will 
i.  One  Washington  trade  expert  pre- 
s  the  Structural  Impediments  talks 

produce  a  package  of  largely  sym- 
c  measures,  but  that  "the  whole  trick 

be  to  fool  Congress"  into  believing 
t  something  substantial  has  been 


achieved.  Nor  does  Washington  show 
much  appetite  for  bolstering  U.  S.  com- 
petitiveness by,  for  example,  lowering 
the  cost  of  capital.  The  Administration's 
Family  Savings  Account,  which  could  in- 
crease the  U.  S.  savings  rate  and  provide 
a  pool  of  investment  capital,  is  likely  to 
be  enacted  but  will  have  only  mild  im- 
pact (page  24).  This  is  the  kind  of  step 
the  Japanese  are  seeking  as  part  of  the 
two-way  Structural  Impediments  talks. 

The  Administration  and  Congress  also 
are  at  loggerheads  over  moves  to  bolster 
high-tech  industries,  such  as  semicon- 


ductors, against  Japanese  competition 
because  of  concern  in  the  White  House 
this  would  represent  a  new  form  of  "in- 
dustrial policy." 

With  gridlocks  on  trade  and  industrial 
policies  in  Washington  and  no  major 
breakthroughs  likely  to  come  from  To- 
kyo, Japan's  bureaucrats  may  be  able  to 
chip  away  at  the  trade  imbalance.  But 
Japan's  lopsided  trade  surpluses  with 
the  U.  S.  could  endure  well  into  the 
1990s. 

By  Amy  Borrus,  with  Robert  C.  Neff  in 
Tokyo  and  Paul  Magnusson  in  Washington 


BRITAIN  I 


DID  SOCK  SHOP  GET 

TOO  BIG  FOR  ITS  BRITCHES? 


British  iiiche  retailers  are  hitting  high  hurdles  in  the  U.  S. 


SOCK  SHOP:  THE  RETAILER  BLITZED  NEW  YORK  ONLY  TO  CLOSE  ITS  STORES  AFTER  TWO  YEARS 


TWO  years  ago,  Britain's  Sock  Shop 
International  PLC  invaded  Manhat- 
tan. Its  executives  were  sure  that 
their  tiny  stores,  selling  colorful  socks, 
pantyhose,  and  even  boxer  shorts,  would 
be  as  big  a  hit  in  New  York  as  they 
were  in  London.  But  in  late  December, 
Sock  Shop  abruptly  closed  all  17  of  its 
U.  S.  shops.  Analysts  say  that  sales  had 
been  slipping,  while  costs  zoomed  out  of 
control. 

Sock  Shop's  U.  S.  debacle  is  a  vivid 
sign  that  Britain's  once-hot  "niche"  re- 
tailers have  fallen  on  hard  times.  Until 
recently,  these  specialty  merchants  were 
all  the  rage  among  investors,  who  liked 
their  strategy  of  offering  just  one  or 
two  types  of  high-quality  merchandise  in 


convenient  locations  such  as  train  sta- 
tions. The  idea  was  that  if  your  stocking 
ripped  on  the  way  to  work,  you  could 
pop  into  a  Sock  Shop  and  replace  it.  An- 
other British  player.  Tie  Rack  PLC,  which 
sells  ties  and  scarves,  multiplied  its  sales 
fifteenfold  from  1985  to  1988  and  now 
has  242  shops  in  nine  countries.  The  ini- 
tial offering  of  its  shares,  in  1987,  was 
oversubscribed  a  staggering  85  times. 

Not  surprisingly,  profits  have  not 
matched  investors'  expectations.  Hard 
times  in  Britain,  where  interest  rates  are 
15%  and  retail  sales  are  down,  didn't 
help.  But  successfully  expanding  at 
home  and  abroad  has  been  the  big  chal- 
lenge. In  Britain,  it  has  required  moving 
away  from  train  stations  and  airports  to 
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main  shopping  streets,  where  competi- 
tion is  tougher  and  costs  higher.  Rapid 
growth  has  stretched  some  companies' 
management  talent.  As  a  result,  both 
Tie  Rack  and  Sock  Shop,  the  sector  lead- 
ers, face  big  profit  declines  this  year. 
Sock  Shop's  shares  have  fallen  74%  since 
late  1988,  to  $1.13.  Tie  Rack's  stock 
stands  at  half  its  1989  high. 

The  huge  U.  S.  market  has  frustrated 
these  retailers.  For  instance.  Tie  Rack's 
Chairman  Roy  C.  Bishko  concedes  that 
losses  at  its  41  U.  S.  stores  have  been 
larger  than  expected.  The  U.  S.  is  so 
vast  that  "it  costs  a  lot  to  set  up  and 
takes  a  lot  of  time  to  establish  your 
name,"  he  says.  Unable  to  run  the  shops 
from  London,  Tie  Rack  opened  an  expen- 
sive warehouse  and  office  in  New  Jer- 
sey. Bishko,  who  remains  optimistic 
about  the  U.  S.,  wants  to  start  franchis- 
ing this  year,  hoping  that  will  cut  costs. 

Recognizing  its  limited  resources. 
Sock  Shops  set  out  to  saturate  one  mar- 
ket: New  York.  The  chain  came  to  Man- 
hattan an  unalloyed  success,  after  being 
founded  in  1988  as  a  single  store  in  a 
London  subway  station  by  Sophie  Mir- 
man  and  Richard  Ross,  a  husband-and- 
wife  team  who  had  worked  at  Tie  Rack. 
Sales  for  the  fiscal  year  ended  last  Feb- 
ruary were  $52  million,  and  pretax  prof- 
its were  $3.9  million. 
SOB  STORY.  U.S.  sales  were  encouraging 
for  the  first  9  or  10  months  but  soon 
tailed  off,  says  Peter  Moss,  corporate 
development  director.  Moss  blames 
drug-related  crime  for  a  falloff  in  cus- 
tomers. For  instance,  theft  was  so  bad 
that  Sock  Shop  hired  armed  guards  cost- 
ing $1,000  per  store  per  week,  a  big  out- 
lay for  a  small  shop.  In  London,  the 
chain  seldom  needs  guards.  Stiff  compe- 
tition also  forced  Sock  Shop  to  lower 
prices  on  branded  goods. 

Many  don't  buy  the  sob  story  about 
drugs  and  crime.  "Sock  Shop  expanded 
too  fast,  in  the  wrong  locations,  without 
doing  their  homework,"  says  Joan  D'O- 
lier  at  London's  County  NatWest  Securi- 
ties. "There  hasn't  been  a  sudden  crime 
wave  in  the  last  12  months." 

The  closure  of  the  U.  S.  shops  reflects 
bigger  problems  at  Sock  Shop,  which 
D'Olier  calculates  has  expanded  so  fast 
on  borrowed  money  that  its  debt-to-equi- 
ty ratio  is  three  to  one.  In  the  U.  S.,  Sock 
Shop  is  now  looking  for  a  partner  to 
provide  cat)ita!  and  management  to  re- 
start its  stores.  But  the  retailer's  name 
may  be  damaged  beyond  repair. 

One  of  the  few  British-based  niche 
players  that  hasn't  fallen  flat  on  its  face 
is  Body  Shop  International  PLC,  a  cos- 
metics chain  just  beginning  its  U.  S.  ex- 
pansion. But  for  most,  the  road  to  niches 
is  looking  like  a  costly  dead  end. 

By  Mark  Maremont  in  London 


WEST  GERMANY  I 


AS  THE  WALL  FALLS, 
THE  MARK  RISES 


High  interest  rates  are  attracting  investors  from  all  over  the  world 


eutschemark  fever  is  gripping 
the  world's  currency  exchanges. 
Rising  West  German  interest 
rates,  surging  economic  growth,  and  eu- 
phoria over  reunification  with  the  East 
are  prompting  investors  from  all  corners 
to  pour  billions  into  the  mark,  turning  it 
into  the  market's  star  performer.  "It's 
been  the  DM  over  every  other  currency 


THE  DOLLAR  IS  SAGGING 
AGAINST  THE  MARK 
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in  the  world,"  says  Barry  M.  Gillman, 
CEO  of  Prudential  Insurance  Co.'s  inter- 
national money-management  unit. 

Just  since  mid-November's  opening  of 
the  Berlin  Wall,  the  West  German  mark 
has  jumped  87'  against  the  dollar  (chart) 
and  W/o  against  the  yen,  which  has  re- 
mained stable  against  the  dollar  for 
months.  At  1.71  marks  to  the  dollar,  the 
mark  is  now  worth  W/o  more  than  it  was 
last  spring.  And  many  traders  still  ex- 
pect an  additional  10%  increase  soon. 

One  big  reason:  With  the  Bundesbank 
tightening  its  monetary  taps  out  of  fear 
that  the  robust  economy  will  stoke  infla- 
tion, interest  rates  have  been  climbing. 
For  the  first  time  since  1972,  short-term 
German  interest  rates  beat  those  avail- 
able on  dollar-denominated  investments. 
At  8.5%,  yields  on  three-month  Euro- 
mark  certificates  of  deposit  are  a  quar- 
ter-point higher  than  those  on  Eurodol- 
lars. Last  March,  three-month  German 
rates  were  5.5%,  some  four  points  below 
dollar  rates.  "The  mark  is  now  a  high- 
yield  currency,"  says  Jonathan  Hoffman 
of  Credit  Suisse  First  Boston  Ltd. 


The  interest  rate  differential  seen 
likely  to  grow  further  in  Germany's  t' 
vor.  The  Federal  Reserve  will  probabi 
let  U.  S.  rates  decline  in  1990  if  the  ec()| 
omy  continues  to  cool.  But  in  German) 
where  this  year's  gross  national  produ' 
growth  may  hit  3.7%,  powerful  unioi 
are  demanding  pay  hikes  and  shorti, 
hours  that  could  increase  labor  costs  1 
Even  if  they  settle  for  ha| 
that,   "the  German  econonil 
could  overheat,"  frets  a  Bund< 
bank  official.  Amid  that  threa 
"German  interest  rates  will  ;u 
most  certainly  go  higher,"  sa\ 
Dieter  Wermuth  of  Manufactu 
ers  Hanover  Trust  Co. 
'UNPRECEDENTED.'  The  inf latin 
worries  have  not  been  enough  t 
keep  foreign  capital  from  flo(i< 
ing  into  German  stocks  and  oth( 
instruments.   Frankfurt's  stoc 
market  is  up  187  since  mid-N< 
vember,  nearly  three  times  tli 
gain  for  the  Dow  Jones  indus- 
trials. In  October  alone,  foreigi 
ers  invested  nearly  $10  billion  i 
Germany.  "Such  capital  inflow 
are  unprecedented,"  says  econ< 
mist  Nicholas  P.  Sargen  of  Sah 
mon  Brothers  Inc.  Fund  manai 
ers  say  much  of  the  money  is  comii 
from  France  and  Italy,  where  contrt 
on  capital  exports  are  being  eliminat< 
as  well  as  from  America  and  Jaj); 
When  big  Japanese  banks  and  life  insui 
ers  sit  down  in  March  to  figure  out  hov 
much  to  invest  overseas,  even  more  casl 
may  move  into  Frankfurt. 

Investors  like  German  stocks  for  sev 
eral  reasons.  Manufacturers  are  awasl 
in  orders  from  European  corporations  ii 
the  middle  of  a  capital  investment  explo 
sion.  The  Germans  should  register  a  cur 
rent-account  surplus  of  $71  billion  thi; 
year,  up  16%'  from  1989.  As  if  that  wen 
not  enough,  $15  billion  in  tax  cuts  this 
year  will  boost  consumer  spending' 
while  rebuilding  Eastern  Europe  wilj 
keep  the  boom  going  for  years. 

Mark  fever  now  is  so  hot  that  some 
think  the  currency  will  be  hit  by  a  sell 
ing  spurt,  only  to  be  followed  by  a  re 
newed  rise.  For  the  stolid  Germans,  th€ 
fast  pace  of  currency  trading  is  like  a 
hair-raising  ride  down  the  autobahn. 

By  Blanco  Rierner  in  Paris  and  William 
Glasgall  in  New  York 
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If  your  company's  com- 
puter solutions  aren't  up  to 
date,  chances  are  the  work 
isn't  either/After  all,  as  soft- 
ware Becomes  more  power- 
ful and  complex,  it's  difficult 
not  to  be  intimidated  by  it, 
let  alone  be  productive. 

The  solution  is  WIZ™  by 
CalGomp.  An  exciting  new 
pointing,  drawing  and  trac- 
ing productivity  tool  that 
has  all  the  best  features  of 
a  mouse  and  the  power  of 


an  "intelKgent"  graphics  pad. 

WIZ  gives  every  Mac 
and  PC  user  a  short-cut 
through  tedious  keystrokes 
and  menu-picking  steps.  So 
it's  easier  for  new  computer 
users  to  learn  both  the  sys- 
tem and  the  software.  While 
all  your  experienced  users 
immediately  become  more 
productive,  more  powerftil 
and  creative. 

It  finally  unleashes  the 
ftill  potential  of  the  most 


popular  mouse-based  soft- 
ware. Of  Harvard  Graphics. 
Microsoft.  Lotus.  Aldus. 
Claris. 

And  WIZ  fits  right  in 
your  budget  for  an  introduc- 
tory price  under  $200. 

See  WIZ  at  your  local  dealer 
today  or  call  800-458-5888 
for  more  information. 

WlZbyCalCopip 
Everything 
else  is  just  a 

W  T  Z 


mouse. 
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I  SOUTH  AFRICA,  DE  KLERK 
)OSENS  THE  POLICE  STATE'S  GRIP 


I  ince  taking  office  in  September,  South  African  President 
|Frederik  W.  de  Klerk  has  been  softening  the  hard  edges 
'of  apartheid  with  conciliatory  gestures  toward  blacks, 
moves  range  from  desegregating  beaches  to  tolerating 
apartheid  protest  marches  and  meeting  personally  with 
on  Mandela,  the  long-imprisoned  leader  of  the  outlawed 
;an  National  Congress.  De  Klerk  is  widely  believed  to  be 
[ling  more  dramatic  measures,  such  as  lifting  the  three- 
-old  state  of  emergency  or  legalizing  the  ANC  to  open  the 
for  political  talks  with  blacks.  Unless  he  takes  such  steps 
xpand  the  role  of  blacks  in  South  African 
'ty,  his  reforms  will  remain  mostly  window- 
sing. 

le  sign  that  de  Klerk  is  aiming  for  more  basic 
ge  is  that  he's  rapidly  dismantled  the  inner 
i  of  military,  police,  and  intelligence  hard- 
s  who  previously  dominated  top  government 
lions.  They  wielded  power  through  the  State 
rity  Council,  set  up  by  de  Klerk's  predeces- 
Pieter  W.  Botha,  when  he  moved  up  from 
nse  Minister  to  Prime  Minister  in  1979.  Al- 
gh  the  SSC  included  a  few  other  senior  Cabi- 
members,  it  was  heavily  influenced  by 
arocrats" — the  Defense  and  Police  Ministers, 
ther  with  chiefs  of  the  armed  forces  and 
ligence  agencies.  For  the  ruling  Nationalist 
Y,  it  functioned  as  Pretoria's  inner  Cabinet  and  ran  what 
anted  to  a  parallel  government,  with  more  than  500  re- 
il  and  local  subcommittees  overseeing  its  policies.  The 
It,  said  Witwatersrand  University  researcher  Mark  Swill- 
was  "a  state  within  a  state  to  control  the  state." 
major  SSC  initiative  was  the  attempt  launched  in  1986  to 
se  black  resistance  and  win  hearts  and  minds.  Its  aim  was 
iutralize  "agitators"  through  arrests  and  banning  and  to 
ide  better  homes,  education,  and  other  services  for  blacks 
■u  of  political  rights.  The  strategy  failed.  Ironically,  when 
iiling  Botha  wanted  to  lift  the  state  of  emergency  last 
as  a  conciliatory  gesture  in  the  waning  days  of  his 


presidency,  the  move  was  blocked  by  the  SSC  he  had  created. 

Now,  de  Klerk  has  abruptly  downgraded  the  securocrats' 
influence.  He  has  decreed  that  the  SSC  be  limited  mostly  to 
coordinating  intelligence  and  that  security  policies  be  decided 
by  a  Cabinet  committee  briefed  by  the  ssc.  Policymaking  on 
other  issues  has  been  returned  to  the  politicians.  The  securo- 
crats' downfall  was  hastened  by  several  recent  scandals,  in- 
cluding charges  by  a  police  lieutenant  that  riot  squads  acted 
like  "wild  dogs"  and  a  former  policemen's  allegations  that 
police-controlled  death  squads  killed  anti-apartheid  activists. 

Intelligence  agencies  also  supplied  Foreign  Minis- 
ter Roelof  Botha  with  misinformation  that  led 
him  falsely  to  accuse  the  South  West  Africa  Peo- 
ple's Organization  of  plotting  a  military  attack  on 
the  eve  of  November's  elections  in  Namibia. 

With  the  SSC  losing  political  strength,  de  Klerk 
will  find  it  easier  to  cut  South  Africa's  military 
budget,  which  quadrupled  in  the  past  decade  to 
$8.9  billion.  In  1990,  military  spending  is  expected 
to  drop  by  in  real  terms,  and  compulsory 
military  service  for  white  males  will  be  halved  to 
one  year.  Securocrats'  influence  on  such  issues  is 
waning  partly  because  of  the  U.  S.-sponsored 
agreement  that  withdraws  South  African  and  Cu- 
ban troops  from  Angola  and  gives  independence 
to  Namibia.  Soviet  reforms  have  also  undercut 
hardliners  who  argue  that  South  Africa  is  a  beleaguered  West- 
ern outpost  in  a  global  struggle  against  communism. 

By  deemphasizing  military  and  police  power,  de  Klerk  is 
trying  to  shift  his  nation's  racial  issue  from  one  of  violent 
conflict  to  negotiation.  Mandela  has  also  been  exploring  that 
prospect  in  talks  with  a  recent  stream  of  visitors,  including  a 
group  of  labor  leaders.  His  eventual  release  is  expected  to 
open  the  way  for  political  talks  between  blacks  and  whites. 
The  gulf  between  them  is  still  wide,  but  chances  for  political 
progress  should  be  better  now  that  the  ruling  party's  strategy 
is  being  shaped  by  politicians  instead  of  generals. 

By  Alan  Fine  in  Johannesburg 


BAL  WRAPUPI 


NG  KONG 


'ince  last  June's  Tiananmen  Square 
'massacre,  China's  rulers  have  suc- 
sfully  used  threats  of'  surveillance 
1  reprisals  to  deter  protests  by  Chi- 
e  living  in  Hong  Kong.  But,  em- 
iened  by  the  execution  of  Romanian 
tator  Nicolae  Ceausescu,  10,000 
fig  Kongers  turned  out  on  New 
ir's  Day  to  denounce  Chinese  leader 
ig  Xiaoping  as  the  "Ceausescu  of 
na."  The  political  strains,  on  top  of 
;ertainty  about  Hong  Kong's  future. 
Id  spur  a  continuing  flight  of  man- 
:rs  and  professionals  in  1990. 
'he  new  outburst  frayed  nerves 
ong  Beijing  officials  who  have  been 


complaining  to  Hong  Kong  authorities 
that  the  colony  serves  as  a  support 
base  for  opponents  of  the  government 
within  mainland  China.  Recently,  Bei- 
jing introduced  a  provision  against 
"subversion"  in  its  proposed  constitu- 
tion for  Hong  Kong,  thus  heightening 
anxieties  about  a  Chinese  political 
crackdown  after  1997,  when  Hong 
Kong  becomes  part  of  China. 

Such  fears  were  not  allayed  by 
Prime  Minister  Margaret  Thatcher's 
pre-Christmas  announcement  that 
225,000  Hong  Kong  residents,  or  about 
50,000  managers  and  professionals  and 
their  families,  will  be  guaranteed  the 
right  to  emigrate  to  Britain.  These  are 
key  people  who  manage  companies, 


run  schools,  and  provide  medical  and 
legal  services;  they  are  essential  to 
keeping  Hong  Kong  functioning.  By 
guaranteeing  them  an  eventual  safe 
haven,  Thatcher  hopes  to  persuade  this 
service  class  to  stay  on  until  Hong 
Kong  is  turned  over  to  China.  But  the 
gesture  is  unlikely  to  accomplish  its 
purpose.  Britain  plans  to  dole  out  the 
special  passports  gradually  from  now 
until  1997,  but  most  prospective  emi- 
grants won't  wait  to  see  whether  they 
make  the  British  list.  Instead,  they'll 
keep  applying  for  residency  rights  in 
countries  such  as  Canada  and  Austra- 
lia. The  result:  a  growing  exodus  esti- 
mated at  52,000  emigrants  this  year,  up 
from  43,000  in  1989. 
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lOOK  OUT,  WORLD, 

PHILIPS  IS  ON  A  WAR  FOOTING 


Rigorously  overhauled  by  CEO  van  der  Klugt,  the  Dutch  liigh-tech  giaiit  is  poised  for  global  success 


Last  winter,  Cornelis  J.  van  der 
Klugt,  CEO  of  Philips,  the  Dutch 
electronics  giant,  found  himself 
squared  off  against  810  angry  Belgian 
workers.  He  had  decided  to  shutter  an 
antiquated  stereo  plant  in  Leuven,  Bel- 
gium, and  the  workers,  who  expected 
jobs  for  life,  rioted  against  the  sudden 
move.  Yet  no  amount  of  protest  would 
shake  van  der  Klugt  from  his  course. 
For  the  head  of  Europe's  top  electronics 
company,  the  real  challenge  was  far 
from  the  streets  of  Leuven,  in  rival  cor- 
porate headquarters  in  Tokyo  and  Seoul. 

The  fierce  competitic.n  from  those  cap- 
itals had  been  battering  Philips'  hold  on 
consumers  for  too  loiig  The  closing  of 
one  plant  was  but  a  part  >f  the  traumat- 
ic top-to-bottom  overhaul  v)f  the  entire 
$29  billion  behemoth.  Nam<'  l  (;t;o  in 
1985,  he  began  to  pare  back  tho  compa- 
ny to  just  four  core  businesses:  consum- 
er electronics,  lighting,  computers,  and 
chips  and  other  components.  He  shucked 
dozens  of  marginal  operations,  laying 
off  24,000  workers  in  two  years.  The 


company  has  replaced  its  bulky  designs 
with  sleek,  modern  lines,  spruced  up  its 
marketing,  and  shifted  its  product  devel- 
opment into  fast-forward. 

Van  der  Klugt  had  to  take  dramatic 
action.  A  company  that  made  everything 
from  saxophones  to  TVs,  Philips  was 
spread  too  thin  against  the  concentrated 
might  of  the  Japanese.  For  the  entire 
1980s,  the  company  had  eked  out  mea- 
ger profit  margins,  and  investors  were 
disenchanted  by  low  yields. 
NEW  ZIP.  Now,  Van  der  Klugt's  years  of 
struggling  finally  seem  to  be  paying  off. 
In  key  products,  such  as  compact-disk 
players  and  ultra-advanced  memory 
chips.  Philips  is  actually  gaining  market 
share  against  Japan.  Net  profits  are  ex- 
pected to  hit  $368  million  for  1989,  up 
'i87",  and  investors  have  responded  by 
pushing  the  stock  to  around  25,  nearly 
doubling  the  value  in  one  year. 

With  much  of  the  hard  work  and  cost- 
ly plant  closings  done,  Philips'  results 
should  improve  even  further.  "We've 
been  sacrificing  profits  to  the  tune  of 


$250  million  a  year  to  restructure,"  va 
der  Klugt  says.  For  the  first  time  i 
years,  Philips  is  moving  onto  the  buy  lis 
of  most  stock  analysts.  "I  think  they'v 
got  the  company  turned  around,"  say 
William  T.  Coleman,  an  analyst  wit 
James  Capel  &  Co.  in  London. 

Van  der  Klugt  is  even  confider 
enough  now  to  take  on  the  Japanese  i 
the  U.  S.  Philips  has  been  stepping  u 
investment  in  televisions,  for  example 
where  its  1S7<  share  last  year  is  edgin 
hometown  Zenith  Electronics  Corp.  ov 
of  the  No.  2  slot.  "Philips  has  made  dr; 
matic  progress  in  the  last  few  years, 
admits  Joseph  B.  Clayton,  vice-presider 
at  Thomson,  the  French-owned  leader  i 
U.  S.  TVS. 

Despite  the  success  in  whipping  coi 
sumer  electronics  into  shape.  Philips  ha 
a  long  way  to  go  in  other  sectors.  Th 
company  still  depends  heavily  on  it 
lighting  business:  Only  13%  of  sale; 
lighting  accounts  for  more  than  a  thir 
of  total  profits.  To  balance  that,  van  de 
Klugt  has  been  pouring  money  int 
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liconduclors.  But  after  five 
rs  of  huge  investments,  Phil- 
is  still  spilling  red  ink  in 
IS.  And  quixotically,  van  der 
gt  has  stuck  to  his  dream  of 
dng  Philips  a  major  computer 
:er,  despite  heavy  losses  at 
hands  of  U.  S.  rivals, 
hat  tenacity  is  one  reason 
;  Philips  has  remained  a  glob- 
Dntender.  Innovation  is  anoth- 
Philips  pioneered  the  VCR  and 
mted  the  compact  disk,  for 
ch  it  still  collects  millions  of 
ars  each  year  in  license  fees 
n  Japanese  producers. 
0  keep  the  momentum  going, 
der  Klugt  is  raising  cash  by 
ning  off  holdings  to  inves- 
.  Last  month,  he  raised  $560 
ion  by  selling  off  207'  of  Po- 
ram.  Philips'  hot  record  sub- 
iry,  giving  PolyGram,  with 
)illion  in  sales,  a  valuation  equal  to 
of  Philips'  entire  $6.2  billion  market 
talization.  And  he  has  put  a  raft  of 
;r  businesses  on  the  block,  including 
)f  Philips'  U.  S.  defense  operations, 
an  der  Klugt  is  clearly  intent  on 
ring  most  of  the  new  capital  Philips 
es  into  jousting  with  Japan.  Consum- 
'lectronics,  Philips'  biggest  business, 
le  key  battlefront.  It  accounting  for 
of  sales  but  generates  only  157  of 
:its.  Van  der  Klugt  spent  $200  million 
ipgrade  TV-tube  plants  when  Asian 
petition  threatened  Philips'  position 
the  biggest  tube  producer  in  the 
Id.  Now,  with  its  huge  share  of  the 
Id's  TV  market— fully  107<: — Philips  is 
nting  on  a  bonanza  in  the  1990s  from 
i-definition  TV,  potentially  a  $40  bil- 
■a-year  market. 

an  der  Klugt  has  also  been  shaking 
he  cozy  corporate  atmosphere  in  pro- 
:ial  Eindhoven,  a  quintessential  com- 
y  town.  "We  had  to  cut  through  a 
taboos  to  make  sure  we  had  war 
^ing  on  the  ship,"  he  says.  For  the 
t  time,  foreigners  have  taken  key  op- 
ting posts  in  Eindhoven,  including 
lert  I.  Blaich,  the  American  design 
f  who  helped  remake  Philips'  image, 
ne  of  van  der  Klugt's  most  impor- 


VAN  DER  KLUGT:  LEADING  THE  CHARGE  FOR  PROTECTIONISM 


tant  moves  may  prove  to  be  the  appoint- 
ment of  56-year-old  Jan  D.  Timmer,  a 
turnaround  specialist  who  heads  the  con- 
sumer electronics  division.  When  he  took 
over  two  years  ago,  Timmer  found  the 
organization  "inward  looking,  unwieldy, 
and  too  slow."  He  slashed  headquarters 
staff,  spent  heavily  to  upgrade  produc- 
tion, and  moved  some  output  to  cheaper 
Far  East  locations.  And  he  started 
matching — and  sometimes  beating — Ja- 
pan with  technological  feats  such  as  tiny 
CD  players  and  color  TVs.  Timmer  is  now 
the  favorite  to  become  CEO  when  van  der 
Klugt  steps  down  in  1991. 
PARENTS'  LAMENT.  Philips  was  always 
good  in  the  laboratory  but  slow  to  get 
out  products.  And  it  was  a  weak  market- 
er of  wares  that  were  dowdy  to  begin 
with.  "People  knew  about  Philips  from 
Mom  and  Dad,"  says  design  chief  Blaich. 
"Market  research  showed  that  our  im- 
age was  gray."  So  Philips  upped  ad 
spending  fivefold,  to  $30  million,  dropped 
the  moribund  Philco  brand,  and  plowed 
money  into  the  workhorse  Magnavox  la- 
bel. Now,  Philips  is  turning  out  new  ver- 
sions of  boomboxes  and  other  gear  ev- 
ery nine  months  to  keep  pace  with  fickle 
teenage  tastes.  Although  behind  Sony 
and  Panasonic,  Philips'  share  of  CD  play- 


ers jumped  to  12.57  from  87"  in 
two  years.  Last  July,  the  compa- 
ny won  the  largest  TV  order  ever: 
■S150  million  worth  of  TVs,  VCRs, 
and  satellite  dishes  for  Whittle 
Communications,  which  is  setting 
up  a  broadcasting  system  for 
public  schools. 

Van  der  Klugt  thinks  Philips  is 
poised  for  similar  progress  in 
semiconductors.  Over  five  years. 
Philips  has  sunk  $1  billion  into  a 
joint  effort  with  Siemens  to  catch 
up  with  the  Japanese  in  submi- 
cron  memory  chips.  An  addition- 
al $4  billion  could  be  coming 
through  an  EC-sponsored  re- 
search project  to  be  shared  with 
other  chipmakers.  The  effort  is 
crucial  to  keep  up  with  Japan 
technologically  in  HDTV  and  other 
emerging  products. 

Philips'  toughest  climb  has 
been  in  computers.  It  started  a  big  push 
in  PCs  four  years  ago,  just  in  time  to  get 
socked  by  the  slowing  U.  S.  market.  It 
has  made  some  progress,  notably  by 
selling  a  line  of  low-cost  South  Korean- 
made  PCs  through  Montgomery  Ward 
stores.  Philips  is  making  low-end  PCs  un- 
der its  Magnavox  label  and  last  year 
snapped  up  Vendex's  Headstart  PC  divi- 
sion. Still,  Philips'  share  of  the  world  PC 
market  is  negligible. 

Even  pared  down.  Philips  may  be  try- 
ing to  do  too  much  in  the  face  of  Japa- 
nese muscle.  After  all,  NEC  Corp.  alone 
spends  almost  as  much  on  chips  as  all 
the  Europeans  combined.  In  computers, 
IBM  and  DEC  dominate.  Despite  its  cash 
hoard.  Philips  may  be  out  of  its  league 
in  many  of  these  markets.  But  van  der 
Klugt  is  likely  to  persevere,  just  as  he 
did  in  TVs  and  CD  players.  The  war  rig- 
ging is  up,  and  the  worst  of  the  layoffs 
are  over.  Many  predict  that  there  will  be 
few  European  survivors  in  high  technol- 
ogy. There's  no  question  that  Philips  will 
be  among  them.  But  van  der  Klugt 
won't  be  happy  until  Philips  is  winning 
far  beyond  Europe's  borders. 

By  Jonathan  Kapstein  and  Thane  Peter- 
son in  Eindhoven,  ivitli  Lois  Therrien  in 
Chicago 


HOW  PHILIPS' 
TECHNOLOGIES  STACK  UP 

COLOR  TV  Global  leader,  with  10%  of 
world  production  and  tied  for  No.  2  in 
the  U.  S.  with  Zenith,  behind  Thomson. 
Could  win  big  with  high-definition  TV. 

COMPACT  DISK  PLAYERS  Philips  invent 
,  players.  Now  its  Magnavox  brand 

is  gaining  ground  in  the  U.  S.  from  Ja- 
pan's Sony  and  Matsushita 


□ 


SEMICONDUCTORS  No.  10  in  the  world 
and  losing  money  in  a  heavy  battle  with 
Japan  as  it  spends  billions  to  catch  up. 
European  Community  funds  could  help 
COMPUTERS  A  money-loser  and  only 
12th  among  computer  makers  in  Eu- 
rope, Philips  has  been  clobbered  by 

Amenca's  IBM  ,-ind  DEC  

LiGHTS^SC'  No.  1  in  the  world  ui  light 
bulbs.  Owns  America's  Westinghouse 
bulb  business  but  still  lags  far  behind 
leader  GE  in  the  U.  S.  market 


WHERE  THE  SALES 
COME  FROM 

PERCENT  on  989  TOTAL 


COMPUTERS 


DOMESTIC 
:  APPLIANCES 
'\  9% 


LIGHTING 

13% 


CONSUMER 
ELEnRONICS 

33% 


15% 


DATA  BIS  MACKINTOSH,  DATAQUEST  INC.,  CS  FIRST  BOSTON  INC. 


TOTAL  SALES  $29  BILLION 


SEMICONDUnORS 
AND  COMPONfNTS 


DRPORATION 


BUSINESS  WEEK/JANUARY  15,  1990  45 


9etyour  attention      °"       POQe  did 
v.yco/of-  PfodocfsT.  u  "'^^'"g  invented 

con  g/ve  if«..  L^P®'^-  So  Cycol/>K  J.*^  ^  ^"6 


'^"^fhe  paper; 


COMPUTERS  I 


TOSHIBA  TACT:  COMPUTER  ADS  HAVE  TO  TARGET  WOMEN  WITHOUT  SEEMING  TO  PANDER 


PC  MAKERS,  PALMS  SWEATING, 
TRY  TALKING  TO  WOMEN 


So  far,  their  distaff  marketing  efforts  have  been  liit-and-miss 


,  ack  in  the  1970s,  Recognition 
Equipment  Inc.  ran  an  ad  in  sev- 
'eral  computer  trade  magazines 
that  showed  a  pregnant  woman  next  to 
a  headline  that  proclaimed:  "Our  optical 
readers  can  do  anything  your  keypunch 
operator  can  do  . . .  well,  almost."  Out- 
raged readers  of  both  sexes  bombarded 
the  Dallas-based  computer-accessory 
maker  with  angry  letters. 

You  won't  see  many  ads  like  that  to- 
day. A  growing  number  of  computer 
makers,  including  IBM,  Apple,  Hewlett- 
Packard,  and  Epson,  are  starting  to  in- 
clude women  in  their  ads — not  as  sex 
objects  or  targets  of  jokes  but  as  cus- 
tomers. Zenith  Data  Systems  Corp.  is 
running  its  MinisPort  laptop  ad  with  a 
woman  far  more  frequently  than  two 
similar  print  ads  with  men.  A  TV  ad  for 
Apple  Computer  Inc.'s  Macintosh  shows 
a  young  professional  woman  gradually 
becoming  convinced  that  she  needs  a 
computer.  And  a  Toshiba  Corp.  print  ad 
shows  a  woman  directing  an  otherwise 
all-male  meeting  as  a  Toshiba  laptop  sits 
on  the  conference  table.  "Nowadays,  if 
there's  not  a  woman  in  the  ad,  we  know 
there's  a  void,"  says  Dick  Lockman,  a 
Toshiba  vice-president. 

Computer  companies  are  also  buying 
more  ad  space  in  women's  magazines 
(table).  And  Apple  has  a  deal  with  Work- 


ing Wo))ian  magazine  to  provide  $25,000 
of  computer  equipment  to  the  winner  of 
an  essay  contest  that  asked  the  maga- 
zine's readers  to  describe  how  they 
would  use  a  computer. 

Fundamental  changes  in  computer 
buying  patterns  have  forced  the  indus- 
try to  take  a  more  enlightened  attitude 
toward  women  in  its  $2.6  billion-a-year 


COMPUTER  MAKERS 
AIM  FOR  WOMEN 


Ad  revenues  from 
computer  companies 

1988 

1989* 

WORKING  WOMAN 

$656,150 

$1,037,550 

RIDBOOK 

90,035 

217,560 

SAVVY 

37,925 

71,105 

WORKING  MOTHIR 

34,590 

57,825 

LADIES  HOME  JOURNAL 

0 

41,700 

*Jan,-Sept. 


DATA  PUBLISHERS  INFORMATION  BUREAU 


marketing  efforts.  Sales  of  large  main- 
frames, which  are  usually  bought  by  in- 
formation systems  managers — a  pre- 
dominantly male  group — are  flat.  But 
the  industry  is  posting  double-digit  in- 
creases in  sales  of  less  expensive  desk- 
top computers — and  middle  managers, 
45%  of  whom  are  now  women,  often 
make  the  buying  decisions.  Then,  too,  as 
more  women  struggle  to  balance  work 


and  family  life,  an  increasing  numbe 
are  working  at  home.  That  represents  ; 
promising  market  for  computer  makers 

Of  100  women  executives  polled  ii 
February  by  Kochevar  Research  Asso 
ciates  for  Working  Woman,  75%  sai( 
they  play  a  role  in  buying  office  comput 
er  equipment,  and  more  than  hal' 
thought  of  themselves  as  "techies."  Ii 
June,  a  survey  by  Zenith  Data  Systems 
revealed  that  659J  of  the  people  who  saic 
they  planned  to  buy  a  lightweight  lapt(  i] 
were  women.  The  survey  "was  a  rea 
revelation  to  us,"  says  Andrew  Czernek 
vice-president  for  marketing.  "We'n 
looking  at  this  data  very  carefully." 

But  if  computer  makers  are  convince( 
of  the  growing  importance  of  women 
they're  less  sure  of  how  to  sell  to  them 
"There's  an  opportunity  there,"  say; 
Bruce  Mowery,  director  of  informatioi 
and  communication  at  Apple.  "But  no 
body  has  come  up  with  the  secret  code.' 

The  fact  that  women  use  computer; 
for  the  same  reasons  men  do  doesn' 
simplify  matters.  "When  two  audience; 
buy  for  the  exact  same  reason,  you  don' 
try  and  draw  distinctions,"  says  Scot 
Cook,  a  former  Procter  &  Gamble  Co 
marketing  executive  who  now  sells  soft 
ware.  "If  you  do,  you  lose."  Adds  Loi; 
Pollock,  who  buys  computers  as  manag 
er  of  advanced  technology  developmen 
for  Warner  Electric  Brake  &  Clutch  Co 
in  South  Beloit,  111.:  "I  probably  wouk 
be  turned  off  by  a  company  that  tried  ti 
market  to  me  based  on  my  sex." 
SLACK  RESPONSE.  It  Certainly  doesn' 
help  to  be  too  obvious.  Four  years  ag' 
Qume  Corp.,  based  in  Milpitas,  Calif 
figured  that  it  could  appeal  to  womei 
with  pastel  colors  for  the  control  button 
of  its  laser  printers  and  the  functioi 
keys  of  its  computer  terminals.  Qumi 
engineers  even  deepened  the  handle 
and  knobs  of  its  printers  to  make  then 
easier  for  women  with  long  fingernail 
to  use.  But  the  company  admits  that  it 
efforts  didn't  help  sales. 

More  blatant  gender-based  pitche 
fare  even  worse,  as  consultant  Mai'i 
Norwood  found  when  she  tried  to  mai 
ket  a  program  called  Women's  Wart 
The  software  included  a  checkbook  ba 
ancer  and  budget  planner  and  was  pack 
aged  to  look  like  a  pair  of  slacks  on  : 
hanger.  She  changed  the  name  to  Won 
en's  Ware  (for  Modern  Men  too)  at  th' 
suggestion  of  Gloria  Steinem.  But  th\ 
program  never  caught  on  and  was  quick 
ly  taken  off  the  market. 

The  shift  in  computer  buying  pattern 
offers  companies  an  important  market 
ing  opportunity.  But  to  make  the  mos 
of  it,  they'll  need  subtle  approaches  tha 
neither  pander  to  nor  ignore  women. 

By  Mark  Lewyn  in  Washingto. 
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Just  three  years  ago,  6 
Compaq  fired 
the  shot  heard 

around  the  world. 
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Now  for  the 


In  September  1986,  Compaq  introduced 
a  personal  computer  that  changed  people's 
ideas  about  what  a  PC  could  do. 

The  COMPAQ  DESKPRO  386  Personal 
Computer  was  the  first  PC  based  on  the 
powerful  386  microprocessor.  It  gave  people 
the  speed  and  power  to  do  more  than  ever 
before.  It  pushed  out  the  envelope  of  technol- 
ogy. But  did  it  in  a  way  that  let  users  continue 
to  work  with  industry-standard  software  and 
hardware.  With  it,  Compaq  set  a  new  stan- 
dard in  PC  performance. 

Compaq  has  done  it  again. 

Introducing  the  COMPAQ  DESKPRO 
486/25  Personal  Computer  and  COMPAQ 
SYSTEMPRO  Personal  Computer  System. 


Once  again,  Compaq  has  expanded  th( 
role  of  the  PC— to  meet  the  most  demand- 
ing needs  of  both  single  and  multiple  user; 
And  once  again,  Compaq  has  pushed  out 
the  envelope  of  technology  to  deliver  new 
levels  of  performance  and  expandability, 
without  sacrificing  compatibility. 


sonic  boom. 


These  new  computers  were  designed  from 
simple  observation:  People  use  computers 
ifferently.  One  user  using  a  PC  has  different 
eeds  than  a  group  working  together  on  a 
etwork  or  multiuser  system. 

The  COMPAQ  DESKPRO  486/25  is  for 
le  individual  whose  job  depends  on  a  PC.  It 
/as  designed  from  the  ground  up  to  unleash 
rie  power  of  the  evolutionary  new  Intel 
5-MHz  486  microprocessor. 


The  COMPAQ  SYSTEMPRO  delivers 
an  unprecedented  combination  of  system  per- 
formance and  expandability  to  networks  and 
multiuser  systems.  Its  breakthrough  design 
gives  users  the  flexibility  to  work  with  both 
33-MHz  386  and  future  33-MHz  486  technol- 
ogy. It  also  provides  the  unmatched  capability 
to  work  with  multiple  processors. 

Inside  both  you'll  find  advances  like  cache 
memory  designs  that  boost  processor  per- 
formance. Extended  Industry 
Standard  Architecture  (Extended 
ISA  or  EISA)  that  accelerates 
input/output  performance  while 
maintaining  compatibility.  New 
drive  and  controller  technology 
that  increases  fixed  disk  perform- 
ance and  reliability.  And  that's 
just  the  beginning  of  this  story. 
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When  it  comes  to  performance 
we  believe  actions 
speak  louder  than  words. 


Since  we  introduced  our  first  personal 
computer  in  1^83,  no  other  computer 
company  has  delivered  PCs  with  the  technical 
excellence  of  COMPAQ  PCs. 

Today  Compaq  offers  a  full  line  of  high- 
performance  personal  computers.  Desktops 
based  on  286,  386  and  now  486  processor 
technology.  Portables  and  laptops.  And  our 
new  PC  system,  customized  for  multiple  users. 

In  every  COMPAQ  personal  computer 
you'll  find  innovative  technology.  Along  with 
plenty  of  common  sense.  Like  the  ability  to 
run  the  world  s  largest  library  of  industry- 
standard  software.  And  the  room  to  add 
the  peripherals  your  job  demands. 


This  combination  of  technical  leadershi 
and  practical  thinking  is  why  COMPAQ  PC 
consistently  earn  the  highest  marks  for 
quality  from  computer  experts.  And  unsu 
passed  marks  for  satisfaction  from  users. 

Standing  behind  every  COMPAQ  PC 
is  a  worldwide  network  of  Authorized 
COMPAQ  Computer  Dealers.  Your  dealt 
is  trained  to  help  you  build  powerful  com- 
puting solutions.  For  the  location  of  your 
nearest  dealer  and  free  information,  call 
1-800-231-0900,  Operator  107.  In  Canada, 
1-800-263-5868,  Operator  107. 

 camPAL 

It  simply  works  better. 


COMPAQ,  DESkPRO,  Registered  US,  Patent  and  Trademark  Office.  SYSTEMPRO  is  a  trademark  of  Compaq  Computer  Corporation.  Product  names  mentioned  herein  may  he  trad'ar 
and/or  rcgi'.tcred  trademarks  of  other  companies.  Units  available  for  sale  will  comply  with  applicable  FCC  Rules  and  Regulations.  Compaq  Computer  Corporation,  All  rights  rf^ 
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/ERS&  SHAKERS  I 


ED  BY  ANDREA  ROTHMAN 

lOMAS  PYLE:  HIS  HMO 
ON  THE  CUTTING  EDGE 


When  malpractice  insur- 


ance  premiums  soared  to 
new  lieights  in  1976,  many 
health  care  administrators  sim- 
ply pushed  costs  on  to  patients. 
Thomas  0.  Pyle  approached  the 
problem  creatively.  Pyle,  chief 
executive  of  the  Harvard  Com- 
munity Health  Plan,  a  health 
maintenance  organization  in 
Boston,  set  up  an  offshore  in- 
surance firm  to  cut  costs  at  his 
HMO  and  12  affiliated  hospitals. 
The  move  has  saved  about  $30 
million  a  year,  Pyle  estimates. 

That  kind  of  innovative  think- 
ing has  helped  hchp  flourish  un- 
der Pyle.  In  his  11  years  as  CEO, 
las  grown  from  80,000  members  to  395,000,  and  1989  reve- 
ls reached  around  $530  million  vs.  $427  million  in  1988. 
'yle's  career  path  stands  out,  too.  He  dropped  out  of  Massa- 
setts  Institute  of  Technology  at  age  16  and  went  to  New 
'k,  where  he  worked  in  television  and  advertising.  He 
ned  an  MBA  at  Harvard  in  1967  and  did  consulting  work 
ore  signing  on  at  the  nonprofit  HCHP  in  1972. 
'yle,  49,  is  known  throughout  his  industry  for  doing  things 
:erently.  He  enrolls  many  doctors  in  MBA  programs  so  they 
manage  clinics  better,  and  he  has  made  hchp  a  leader  in 
lality  of  care"  measurement,  committing  $3.4  million  since 
4  to  developing  systems  that  evaluate  costs  and  benefits  of 
dical  procedures.  Says  James  A.  Vohs,  chairman  of  the 
iser  Foundation  Health  Plan:  "Tom  has  moved  the  Harvard 
n  to  the  front  of  the  country  in  quality  improvement."  His 
;st  venture:  sending  medical  data  to  and  from  patients' 
nes  via  computer.  It's  an  unusually  advanced  system.  But 
n,  what  would  you  expect  from  an  HMO  called  Harvard? 

By  Keith  H.  Hammonds  in  Boston 


EN  GJEMRE: 

IE  RAY  KROC  OF  USED  BOOKS? 


was  a  classic  case 
)f  corporate  burn- 
,.  Ken  Gjemre  was 
rking  as  a  senior 
3-president  at  mer- 
mdiser  Zale  Corp. 
en  he  realized  he 
nted  out.  "I  got 
;d  of  selling  things 
)ple  don't  need  at 
ces  they  can't  af- 
d,"  recalls  Gjemre  (JEM-ery).  An  avid  reader,  in  1972  he 
med  a  used-book  store  in  a  converted  Dallas  laundromat, 
t  worked  out  better  than  he  ever  imagined.  Half  Price 
oks  now  has  31  stores  in  seven  states,  miainly  m  the  South- 
st,  and  it  racked  up  sales  of  $14  million  last  year.  Gjemre 
)ects  sales  to  grow  43%  in  1990,  to  $20  million,  as  he  opens 
ht  more  stores  across  the  U.  S.  And  there  could  be  a  lot 


more.  He  claims  a  market  study  he  commissioned  has  identi- 
fied 150  cities  as  lucrative  sites. 

Despite  his  success,  Gjemre  doesn't  consider  himself  a  typi- 
cal entrepreneur.  His  chief  concern,  and  one  that  inspired  his 
entry  into  the  used-book  business,  is  the  environment.  Says 
Gjemre:  "I  recycle  books."  Half  Price  stocks  its  shelves  by 
purchasing  private  libraries  and  unsold  books  from  publishing 
houses.  A  civil  libertarian,  Gjemre  refuses  to  turn  away  any 
book  on  political  grounds  and  boasts  the  only  "Marxist-Lenin- 
ist" book  section  in  all  of  Dallas.  Since  he  believes  in  work- 
place democracy,  Gjemre,  68,  plans  to  leave  his  company  in 
employee  hands  when  he  retires.  A  stock-ownership  plan  has 
already  given  35%'  of  the  company  to  its  300  employees. 

But  Gjemre,  who  belongs  to  the  Gray  Panthers,  an  activist 
group  for  seniors,  is  hardly  focusing  on  retirement.  Recently, 
he  ti'aveled  to  the  Soviet  Union  to  buy  books  and  check  out  the 
market.  Says  the  expansionist-minded  Gjemre:  "I'd  love  to 
open  a  store  in  Red  Square." 

By  Kevin  Kelly  in  Dallas 


BURKE  AND  SPERRY:  THE  BIG  APPLE'S 
ANSWER  PEOPLE 


lot  long  ago,  Mary  Burke 
I  got  a  call  from  a  Connect- 
icut businessman  with  an  un- 
usual request.  His  wife's  birth- 
day was  approaching,  and  he 
wanted  to  help  her  fulfill  a 
dream.  How,  he  asked,  could 
he  arrange  for  her  to  pet  a  lion 
cub?  Hours  later,  Burke  rang 
him  back.  For  $1,500,  he  could 
purchase  an  hour  with  a  cub  at 
the  Dawn  Animal  Agency  in 
New  York. 

All  in  a  day's  work  for 
Burke,  co-founder  of  Manhat- 
tan Intelligence,  a  telephone  subscriber  service  that  answers 
questions  about  anything  and  everything  in  New  York.  Burke, 
30,  and  co-founder  Allen  Sperry,  35,  opened  shop  last  March, 
and  they  and  a  staff  of  15  now  handle  the  phones  seven  days  a 
week  to  provide  quick  answers  about  happenings  in  the  Big 
Apple.  Most  questions  are  about  cultural  events  or  everyday 
services  and  can  be  answered  within  seconds  by  staffers  who 
tap  into  the  firm's  10,000-entry  data  base.  Others  require 
specialized  knowledge.  One  recent  caller  needed  a  Liza  Minelli 
impersonator  for  drag  night  at  a  local  club.  A  Japanese  execu- 
tive lately  inquired  about  proper  attire  for  a  barbecue. 

Burke  and  Sperry  dreamed  up  the  business  idea  as  class- 
mates at  Harvard  business  school  in  1985.  A  professor  rejected 
the  idea  for  a  study  project.  But  while  working  for  a  Midwest- 
ern bicycle  manufacturer.  Burke  was  posted  temporarily  in 
Frankfurt,  and  her  frustration  with  locating  services  there 
brought  home  the  need  for  user-friendly  data  banks  in  big 
cities.  Sperry,  weary  of  selling  bonds  at  Drexel  Burnham 
Lambert  Inc.,  quit  to  help  start  the  business. 

Membership  fees  are  $500  a  year  for  individuals  and  from 
$75  a  month  to  $1,000  for  corporate  members,  depending  on 
usage.  For  1989,  the  service  expects  revenues  of  about 
$150,000,  rising  to  $500,000  for  1990.  But  this  is  just  the 
beginning,  they  hope.  Burke  and  Sperry  plan  to  set  up  similar 
data  bases  in  other  cities,  starting  on  the  West  Coast.  Says 
Burke,  never  one  to  approach  a  job  slowly:  "We'll  have  to  set 
up  offices  fast." 


LE 
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Ihis  is  one  way  to  get  til 


This  is  the  way  toget  it  with  tt 


htroducing  the  new  Chrysler  Imperial.  The 

*See  limited  warranties  at  dealer.  Restrictions 


3rld's  best  engineering. 


Rear  load  leveling  suspension  feature 
like  Rolls  Royce. 


4-speed  automatic 
transmission  like  Jaguar. 
But  much  more  advanced. 


orld's  best  luxuiy  sedan  warranty 


Mo  Luxury  Without  Engineering. 


For  information,  please  call 

1-800-4A-CHRYSLER 

AvaiUble  at  yout  Chryslef-Plymoutfi  Dealer 


Chrysler 


1  competitive  warranty  information  at  time  of  printing. 


THE  BEST  AND  WORST 
DEALS  OF  THE  '80s 

WHAT  WE  LEARNED  FROM  ALL  THOSE  MERGERS,  ACQUISITIONS,  AND  TAKEOVERS 


As  the  Decade  of  the  Deal  rumbled 
to  a  close  in  late  December,  two 
relatively  mundane  news  events 
summed  up  a  remarkable  10  years  of 
American  business  history.  May  Depart- 
ment Stores  Co.  quietly  rang  up  a  17' 
December  sales  increase.  Campeau 
Corp.'s  banks  said  it  may  be  in  technical 
default  on  $2.84  billion  in  debt. 

May  and  Campeau  were  two  of  the 
decade's  major  acquisitors.  With  three 
megadeals  between  them,  they  came  to 
dominate  the  U.  S.  department  store  in- 
dustry. But  now,  they  face  starkly  dif- 
ferent futures.  May  Chairman  David  C. 
Farrell's  $2.4  billion  purchase  of  Associ- 
ated Dry  Goods  Corp.  in  1986  created 
one  of  the  nation's  most  formidable  re- 
tailers. Robert  Campeau's  $6.5  billion 
purchase  of  Federated  Department 
Stores  Inc.  in  1988  effectively  crippled 
one  of  May's  chief  competitors. 

The  difference?  Farrell  was  one  of  the 
deal  derby's  most  skillful  players;  Cam- 
peau, one  of  its  more  flagrant  abusers. 
A  born  merchant,  Farrell  planned  his 
takeover  meticulously  and  quickly 
beefed  up  a  sluggish  Associated  Dry 
Goods  with  May's  highly  efficient  retail- 
ing system.  Campeau,  a  real  estate 
developer,  disrupted  an  already 
disorganized  Federated  with 
an   extended  takeover 


battle  and  strangled  it  with  too  much 
debt.  Campeau's  failure  has  gotten  all 
the  headlines.  But  Farrell's  story  is  the 
more  remarkable.  During  a  decade  when 
money  for  mergers  and  acquisitions 
flowed  like  a  Mississippi  flood,  it  proved 
a  lot  harder  to  swim  across  the  current 
than  to  get  swept  away. 
WRENCHING  CHANGE.  The  deluge  of 
1980s  dealmaking  is  now  subsiding,  even 
though  there  are  signs  U.  S.  companies 
are  becoming  more  active  in  acquisitions 
overseas.  But  before  the  decade  had 
ended,  a  towering  $1.3  trillion  was  spent 
on  shuffling  assets — an  amount  on  a  par 
with  the  annual  economic  output  of 
West  Germany.  As  it  rolled  through  the 
economy,  kicking  up  a  vast  wave  of  cor- 
porate restructuring,  merger  mania  pro- 
foundly altered  America's  expectations 
of  its  managers.  By  the  end  of  the  de- 
cade, management  success  or  failure 
hinged  on  the  ability  to  juggle  tremen- 
dous financial  complexity  and  wrenching 
operational  change. 

Some  succeeded,  others  did  not.  But 
success  favored  the  strategist  over  the 
financial  engineer.  Even  in  a  remarkable 
eighth  year  of  economic  expansion,  deals 

TOTAL  DEAL  ACTIVITY 

MERGERS,  ACQUISITIONS,  LEVERAGED  BUYOUTS 


based  on  financial  acrobatics  are  begi 
ning  to  show  the  strain.  Says  James 
Burke  Jr.,  president  of  Merrill  Lym 
Capital  Partners:  "One  or  two  bad  de;i 
are  like  a  dose  of  ice  water." 

The  basic  lesson  is  clear:  Merger  acti 
ity  benefits  a  company  only  when  the 
is  a  well-defined  strategic  goal.  And  ; 
focus  shifts  to  more  complex  internati" 
al  deals,  elements  of  1980s  success — sa 
vy  pricing,  careful  planning,  and  decisn 
postmerger  integration — will  carry  evt 
more  weight  in  the  '90s. 

In  an  effort  to  elicit  the  lessons  of  1 1 
decade's  winners  and  losers,  BUSINK,-, 
WEEK  has  chosen  the  10  best  and  10 
worst  acquisitions  of  the  '80s — 
with  a  special  category  re- 
served for  notable  lever- 
aged buyouts.  We  didn't 
try  to  sort  out  the  best 
and  worst  LBOs  be- 
cause financial  infor- 
mation is  scanty  on 
so  many  of  them. 
Our  criteria 
were  simple: 
A  good  deal 
should  pro- 


conoco 


Kraft  merges  with  iJart 
$2.5  Billion 

Sun  Co.  buys  Texas 
Pacific  Oil 
%2  Billion 


Du  Pont  buys  Conoco 
$6.8  Billion 

Elf  Aquitaine  buys 
Texasgulf 
$2.7  Billion 


U.S.  Steel  (now  USX) 
buys  Marathon  Oil 
$6.2  Billion 

Connecticut  General 
merges  with  INA 
to  form  CIGNA 
$4.3  Billion 


Santa  Fe  Industries 
merges  with 
Southern  Pacific 
$2.3  Billion 

Allied  buys  BendLx 
$1.8  Billion 


Chevron  buys  Gii 


$13.3  Billion 


Texaco  buys  Getty) 
$10.1  Billion  |i 
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le  ongoing  benefit  to  the  surviving 
Tipany,  both  strategically  and  in  terms 
improved  performance.  We  relied  on 
;  subjective  judgments  of  our  editors 
d  correspondents  as  well  as  data  pro- 
led  by  Standard  &  Poor's  Compustat 
rvices  Inc.  (page  57).  Disqualified 
re  some  of  the  decade's  blockbusters, 
ist  notably  Philip  Morris'  acquisition 
Kraft  and  the  decade's  biggest  deal, 
hlberg  Kravis  Roberts'  $24.7  billion 
3  of  RJR  Nabisco.  For  them,  it's  just 
•  early  to  tell. 
kVhat  emerged  was  evi- 
ice  of  many  more  fail- 
3s  than  successes, 
ieed,  an  abundance 
such  spectacular 
asters  as  LTV 
rp.'s  1984  ac 
isition  of 


Republic  Steel  Corp.  (page  54)  made 
compiling  the  "worst"  list  a  breeze. 
Much  more  difficult  was  assembling  a 
list  of  the  best  acquisitions.  While  most 
big  corporate  marriages  don't  result  in 
complete  failure,  they  rarely  provide 
much  decisive  benefit  either.  The  reason: 
"People  constantly  underestimate 
how  difficult  it  is,"  asserts  Stephen 
C.  Coley,  a  merger  specialist  at 
McKinsey  &  Co. 

Academics  are  at  odds  over 
the  effects  of  the  m&a  binge 
on  the  U.  S.  economy.  On 
the     one  hand, 
scholars  such 


as  Northwestern  University's  Alfred 
Rappaport  and  Harvard  University's  Mi- 
chael C.  Jensen  argue  that  the  U.  S. 
companies  are  leaner  than  they  were  at 
the  start  of  the  decade.  The 
threat,  of  a  takeover 
has  forced  many 
managers  to 


THE  STANDOUT  ACQUISITIONS  OF  THE  1980s 


DOW  CHEMICAL/TEXIZE,  OTHERS 

BALDWIN  UNITED/MGIC 

GENERAL  ELECTRIC/RCA 

BEATRICE/ESMARK 

GRAND  METROPOLITAN/HEUBLEIN 

BLUE  ARROW/MANPOWER 

MAY  DEPT.  STORES/ASSOCIATED  DRY  GOODS 

CAMPEAU/FEDERATED  DEPT.  STORES 

NEWS  CORP./METROMEDIA  TV  STATIONS 

FLUOR/ST.  JOE  MINERALS 

QUAKER  OATS/STOKELY-VAN  CAMP 

HONEYWELL/SPERRY  AEROSPACE 

TRIANGLE  INDUSTRIES/ AMERICAN,  NATIONAL  CAN 

LTV/REPUBLIC  STEEL 

UAL/PAN  AM  PACIFIC  ROUTES 

PAN  AM/NATIONAL  AIRLINES 

UNILEVER/CHESEBROUGH-POND'S 

REPUBLICBANK/INTERFIRST 

WELLS  FARGO/CROCKER  NATIONAL 

SOKIO/KENNECOn 

FOR  DETAILS,  SEE  PAGE  57 
FOR  STANDOUT  LSOS,  SEE  PAGE  62 
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1  Dutch/SheU  buys 
maining  30.5% 

of  Shell  Oil 

$5.7  Billion 

ilip  Morris  buys 
ieneral  Foods 
$5.6  Billion 


Kohlberg  Kravis 
Roberts  acquires 
Beatrice  in  an  LBO 
$6.3  Billion 

General  Electric 
buys  RCA 
$6.1  Billion 


British  Petroleum  buys 
remaining  45%  of 
Soliio 
$7  6  Sillion 

A  group  led  by  Merrill 
Lynch  acquires  Borg- 
Wamer  in  an  LBO 
i-i-A  Billion 


Philip  Morris  buys  Kraft 
$12.6  Billion 

Campeau  buys  Federated 
Department  Stores 
$6.5  Billion 


Kohlberg  Kravis  Roberts 
acquires  RIR  Nabisco 
in  an  LBO 
$24.7  Billion 

Bristol-Myers  merges 
with  Squibb 
$12.5  Billion 
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work  their  companies  into  fighting  trim. 
Moreover,  shareholders  saw  enormous 
gains  through  acquisitions,  leveraged 
buyouts,  and  recapitalizations.  Leverage, 
says  Rappaport,  "was  a  fantastically 
good  tool  to  make  management  become 
more  shareholder-value  oriented." 

But  even  Rappaport  admits  that  merg- 
er mania  was  "a  two-edged  sword."  As 
companies  took  on  more  leverage  to  feed 
increasing  shareholder  expectations,  the 
U.  S.  economy  was  put  at  risk.  The  bad 
deals  now  coming  to  light  could  out- 
weigh the  good  ones.  And  even  if  they 
don't,  the  sheer  weight  of  too  much  le- 
verage could  have  a  subtle,  negative  im- 
pact on  long-term  investment  and  com- 
petitiveness. In  the  end,  it  seems,  neither 
side  can  make  a  convincing  case. 
BRIGHT  STAR.  Looking  deal  by  deal,  a 
clearer  picture  emerges.  Strategy  is  the 
start  of  any  good  acquisition.  That's 
why  the  best  ones  tend  to  involve  com- 
panies in  the  same  industry.  Purchased 
for  a  song  and  plugged  into  the  Quaker 
Oats  Co.  distribution  system,  Stokely- 
Van  Camp  Inc.'s  Gatorade  has  become 
Quaker's  brightest  star  (page  56).  Ditto 
for  Pan  Am  Corp.'s  Pacific  routes,  which 
UAL  Corp.  bought  in  1986  (page  55). 

Then  comes  price.  "If  you  overpay, 
you'll  make  a  bad  deal,"  says  merger 


expert  F.  Michael  Scherer  at  Harvard. 
But  a  bad  price  is  usually  the  culmina- 
tion of  other  sins.  Merger  experts  note 
that  the  better  you  know  your  business, 
the  less  likely  you  are  to  overpay.  And  a 
seemingly  good  price  can  become  a  bad 
one  quickly  if  a  deal  is  rushed  and  prob- 
lems are  overlooked.  Honeywell  found 
that  out  when  it  bought  a  Sperry  Aero- 


KEYS  TO  A  GOOD  DEAL 


►  Have  a  strategic  purpose 

►  Know  the  business 

►  Investigate  thoroughly 

►  Make  realistic  assumptions 

►  Don't  pay  too  much 

►  Don't  borrow  too  much 

►  Integrate  carefully  and  fast 


space  plagued  with  huge  but  hidden  cost 
overruns  on  defense  contracts.  Then 
there  are  Sohio,  Fluor,  and  LTV — all  of 
which  bought  into  industries  that  were 
just  about  to  crash. 

If  the  complex  deals  of  the  '80s  taught 
us  anything,  however,  it's  that  making 
an  acquisition  work  demands  complete 
management  attention  to  integrating  the 


new  business.  The  cjuicker  that's  accon 
plished,  the  better.  Objectives  must  b 
spelled  out,  employees  must  be  dea 
with  squarely,  and  top  managemei 
must  be  intimately  involved.  "If  you'r 
going  to  spend  $50  million  on  investmer 
banking  fees,"  says  McKinsey  Directc 
James  S.  Balloun,  "you'd  better  be  prt 
pared  to  apply  your  best  managers  an 
resources." 

CONCEALING  THE  COUP.  A  case  study  i 
smooth  planning  is  Wells  Fargo  &  Co.' 
1986  acquisition  of  Crocker  Nation; 
Corp.  It  started  when  Chairman  Carl  t 
Reichardt  was  negotiating  with  Crocl- 
er's  London-based  parent.  Midland  Ban 
PLC.  So  intent  was  Reichardt  on  concea 
ing  the  coup  that  he  routed  transatlanti 
flight  schedules  through  decoy  destin; 
tions  to  disguise  his  whereabouts.  Ni 
even  Crocker  Chairman  Frank  Cahout 
was  told  his  bank  was  up  for  sale.  Re 
chardt's  strategy  was  clear:  The  Nortl 
ern  California  banking  market  suffere 
from  too  many  retail  branches,  and  i 
fight  leader  Bank  of  America,  Wells  ha 
to  absorb  a  troubled  Crocker  quickly. 

Reichardt  cut  a  deal  for  $1.1  billion, 
steal  at  the  time.  In  less  than  a  yeai 
Wells  had  subsumed  all  of  Crocker' 
branches,  installing  its  own  compute 
systems  and  management  protocols.  1 


'IF  WE 
EVERYTHING  WE 


KNEW 

KNOW  NOW . . . ' 


After  LTV  Chairman  Raymond  A. 
Hay  signed  his  name  to  the 
1984  acquisition  of  Republic 
Steel  Corp.,  he  predicted  what  he 
thought  would  be  huge  cost  savings 
and  efficiencies.  And  he  also  indulged 
in  a  little  boasting:  LTV's  dramatic  in- 
crease in  size,  he  told  shareholders, 
would  not  only  make  it  the  nation's 
No.  2  steel  producer  but  No.  1  in  key 
product  areas  as  well. 

The  result  was  big  all  right,  but  not 
what  Hay  had  intended.  LTV's  acquisi- 
tion of  Republic  ended  in  one  ^  of  the 
nation's  largest  bankruptcy  filings. 
Barely  two  years  after  the  deal,  LTV 
filed  for  Chapter  11  protection  and  de- 
faulted on  $2.6  billion  in  debt.  Worse 
yet,  it  dumped  $2  billion  in  unfunded 
,  pensions  on  the  U.  S.  government. 
'  SHORTSIGHTED.  Hay  insists  that  the 
deal  was  an  attempt  to  save  two  hem- 
orrhaging companies  that  could  not 
survive  alone.  He  blames  the  failure  on 
unforeseen  external  forces,  such  as 
plummeting  steel  prices  and  Justice 
Dept.  antitrust  concerns,  which  de- 
1  yed  the  deal  by  nine  months.  "If  we 


knew  everything  we  know  now,  I  don't 
think  there's  any  way  we  would  have 
done  the  merger,"  he  says. 

But  it's  not  that  simple.  Steel  ex- 
perts such  as  Donald  F.  Barnett  of 
Economic  Associates  Inc.  say  the  deal 
was  shortsighted.  While  merging  two 
members  of  a  shrink- 
ing industry  should 
create  a  better  com- 
petitor, steel  in  1984 
defied  convention. 
With  foreign  steel 
flooding  the  U.  S. 
market,  moderniza- 
tion, not  size,  was 
the  answer.  As  LTV 
took  on  Republic,  its 
U.  S.  rivals  were 
slimming  down. 

Years  of  mediocre  management 
didn't  help.  During  the  1970s  and  early 
1980s,  LTV  and  other  U.  S.  producers 
failed  to  invest  in  the  latest  steelmak- 
ing  technology.  Instead,  LTV  loaded  up 
on  debt  acquiring  everything  from  mili- 
tary vehicles  to  oil-field  equipment. 
One  bright  spot  was  the  1978  purchase 


LTV  WAS  TOO  SLOW  TO  MODERNIZE 


of  Lykes  Corp.,  which  gave  LTV 
Youngstown  Sheet  &  Tube  Co.  Despite 
Lykes's  $659  million  in  debt,  that  deal 
thrived  in  a  strong  economy — making 
Hay  optimistic  that  he  could  do  the 
same  with  Republic. 

Hay  merged  with  Republic  for  $714 
million  in  stock.  But  he  also  absorbed 
its  $700  million  in  debt,  adding  $164 
million  in  annual  interest  costs.  Though 
he  was  able  to  wring  $300  million  in 
costs  from  the  new  company,  the  sav- 
ings were  erased  by  falling  steel 
prices.  As  LTV  and 
Republic  battled 
over  turf  and  strate- 
gy, the  company 
bled  $1.8  billion  by 
mid-1986— when  LT\' 
entered  Chapter  11. 

Desperation,  poor 
planning,  and  a  weak 
market.  Not  exactly 
a  formula  for  suc- 
cess. But  LTV  has 
found  a  solution  that 


is  gaining  favor  as  the  bad  deals  of  the 
1980s  unfold:  using  bankruptcy  to 
make  things  right.  In  Chapter  11,  LTV 
has  slashed  its  size  while  spending  to 
modernize.  As  shareholders  count  their 
losses,  LTV  is  becoming  an  efficient — 
though  smaller — steel  company. 

By  Gregory  L.  Miles  in  Pittsburgh 
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set  about  squeezing  3ry/<'  out  of 
cker's  annual  costs.  Now,  Wells  is 
ing  the  most  profitable  banks  in  the 
on  and  has  moved  within  a  whisker 
Security  Pacific  Corp.,  California's 
ind-largest  bank  in  terms  of  deposits, 
oving  quickly  and  firmly  paid  hand- 
e  dividends  for  Wells.  "Time  is  mon- 
vhen  you're  making  one  bank  out  of 
,"  says  President  Paul  Hazen.  May's 
rell  is  another  clock-watcher.  Confi- 
:  that  his  retailing  system  was  much 
e  profitable  than  that  used  in  such 
ociated  chains  as  Lord  &  Taylor,  he 
kly  replaced  management  at  most  of 

old  company's  units.  Then  he  in- 
led  May's  detailed  management  re- 
ing  system  in  order  to  better  track 
s  and  inventory.  Ultimately,  he  by- 
>ed  the  turmoil  that  hog-tied  Federat- 
Tt's  one  thing  to  buy  a  business  and 
;her  to  manage  it,"  Farrell  says.  In  a 
)e  at  Campeau,  he  adds:  "Retailing  is 
business,  real  estate  is  another." 
lE  LOSSES.  Merger  experts  agree  that 
•ging  headlong  into  unfamiliar  terri- 
is  the  quickest  way  to  fail.  One 
nple  is  Baldwin  United  Corp.  When 
Cincinnati  financial  services  compa- 
shelled  out  $1.2  billion  for  MGIC  in 
i,  the  strategy  was  fuzzy  and  the 
e  too  high  to  absorb.  Baldwin's  goal 

to  offset  tax  losses  generated  by  its 
le-premium  deferred  annuity  busi- 
>  with  the  earnings  from  MGIC's  suc- 
ful  mortgage  insurance  business. 
Diem  was,  Baldwin  didn't  know  much 
it  mortgage  insurance  and  its  re- 
cces were  already  stretched  paper 
.  "They  took  on  too  much  business 
lout  the  capital  to  back  it  up,"  says 
2  Chairman  Max  Karl.  That  left 
Iwin  teetering.  And  when  a  spate  of 
tgage  defaults  created  huge  losses 
[QIC,  the  combined  company  tumbled 

Chapter  11  in  1985. 
enturing  into  other  businesses 
m't  have  to  be  so  painful.  Although 
:h  of  the  '80s  dealmaking  activity 
'ed  to  break  up  ill-conceived  conglom- 
:es  formed  in  earlier  decades,  Dow 
mical  Co.  proved  that  diversification 

work.  Just  10  years  ago,  85%  of 
v's  revenues  came  from  highly  cycli- 
commodity  chemicals.  But  with  ac- 
litions  of  Richardson-Merrell's  drug 
.  in  1981,  Texize  in  1985,  and  a  series 
small  specialty  chemical  operations, 

V  has  ironed  out  those  cycles  with 
rmaceuticals  and  consumer  products, 
ri  as  Spray  'n'  Wash.  The  secret? 

V  kept  its  deals  to  a  manageable  size, 
1  expanded  in  the  new  businesses  pa- 
tly.  This  year,  it  purchased  Marion 
loratories  to  give  its  drug  business 
ical  mass  and  marketing  clout. 

.s  merger  mania  accelerated,  howev- 
dealmaking  for  dealmaking's  sake 
an  to  get  the  better  of  common 
se.  James  Dutt,  the  former  chairman 


of  Beatrice  Cos.,  launched  the  $2.7  bil- 
lion acquisition  of  Esmark  Inc.  in  the 
middle  of  a  major  restructuring  of  Be- 
atrice's own  operations.  Esmark  manag- 
ers fled  the  confusion,  and  the  acquisi- 
tion depressed  Beatrice's  earnings.  In 
the  end,  Dutt  lost  his  job,  and  Beatrice 
was  broken  up  by  Kohlberg  Kravis  Rob- 
erts after  a  $6.3  billion  LBO  in  1986. 
Beatrice,  which  lasted  for  three  years 


as  the  biggest  LHo,  raised  the  stakes  in 
dealmaking  considerably.  The  result  was 
a  process  that  Harvard's  Scherer  likens 
to  the  classic  innovation  cycle  described 
by  economist  Joseph  A.  Schumpeter.  It 
starts  with  an  innovation,  from  which 
the  innovator  makes  a  lot  of  money.  But 
as  others  catch  on,  competition  ends  the 
bonanza.  In  this  case,  the  junk  bond  was 
the  innovation,  and  those  who  used  it 


EVERYONE  BOOED— BUT  THIS  DEAL  WAS 
THE  BEST  AIRLINE  BARGAIN 


The  first  time  former  UAL  Chair- 
man Richard  J.  Ferris  ap- 
proached Pan  Am  Chairman  C. 
Edward  Acker  about  buying  Pan  Am's 
fabled  Pacific  routes,  he  got  the  cold 
shoulder.  But  that  didn't  stop  the  often 
irascible  Ferris  from  pouring  on  the 
charm.  Whether  at  future  golf  outings 
or  during  get-togethers  at  New  York's 
Plaza  Hotel,  Ferris  was  always  quick 
with  an  open  invita- 
tion to  buy  the  divi- 
sion from  cash- 
strapped  Pan  Am 
Corp.  "It  took  three 
years  before  Acker 
was  in  a  position 
where  he  needed 
cash  badly  enough," 
recalls  Ferris. 

It  was  worth  the 
wait.  In  an  industry 
ravaged  by  merger 
mania,  UAL  Corp.'s  $750  million  pur- 
chase of  Pan  Am's  Pacific  Div.  in  1986 
stands  out  as  a  star.  Say  what  you  will 
about  Ferris'  abortive  Allegis  strate- 
gy— an  effort  to  craft  a  "travel  super- 
market" from  i^al's  airline,  hotel,  and 
rental-car  units.  Without  the  Pan  Am 
routes,  analysts  figure  UAL  would  be 
only  70%  as  valuable  as  it  is  today. 
HOT  PROFITS.  United's  Pacific  traffic 
has  grown  by  at  least  22%  a  year  since 
the  deal,  while  domestic  traffic  has 
been  shrinking  since  1988.  Torrid 
growth  has  meant  hot  profits:  Pacific 
route  margins  are  double  those  of  U.  S. 
flights.  Pacific  flights  account  for 
about  22%  of  UAL's  $9.8  billion  in  esti- 
mated 1989  revenues  and  a  third  of  its 
$525  million  in  operating  profits.  "It's 
by  far  the  most  important  acquisition 
UAL  ever  made,"  says  Drexel  Burrtham 
Lambert  analyst  Michael  W.  Derchin. 

Such  praise  was  scarce  in  1986,  when 
Wall  Street  chastised  UAL  for  paying 
too  much.  But  Ferris  was  drawn  by 
predictions  of  double-digit  growth  in 
the  Pacific.  He  also  believed  that  pas- 
senger "feed"  from  United's  huge  do- 
mestic system  would  nssure  more  traf- 


fic— and  higher  profits — than  Pan  Am 
ever  could  generate.  Since  most  Pacific 
routes  are  doled  out  by  strict  treaties, 
assembling  a  13-city  network  such  as 
Pan  Am's  could  have  taken  decades. 

The  sale  stemmed  partly  from  Pan 
Am's  $374  million  purchase  of  National 
Airlines  Inc.  in  1980,  a  deal  that  landed 
on  BUSINESS  week's  "worst"  list.  In 
reverse  of  United's  strategy,  Pari  Am 
had  hoped  to  use  Na- 
tional's domestic  sys- 
tem to  feed  its  inter- 
national flights.  But 
after  a  bidding  war 
with  Texas  Interna- 
tional Airlines  Inc., 
Pan  Am  rushed  inte- 
gration of  the  two 
carriers  just  as  their 
unions  began  a  fued 
over  sharing  a  con- 
tract. Service  suf- 
fered, route  linkups  were  delayed, 
and  huge  losses  began  a  financial 
slide  that  helped  spur  the  Pacific  route 
sale. 

UAL  was  determined  to  avoid  a  simi- 
lar fate.  United  planners  had  long  been 
studying  Pacific  traffic  patterns.  And 
by  running  a  single  Seattle-Tokyo 
route  of  its  own  for  three  years  before 
the  Pan  Am  deal.  United  managers  ac- 
quired important  firsthand  experience 
in  the  quirky  Pacific  travel  market. 
Since  the  purchase.  United  has  over- 
hauled all  of  its  new  aircraft  and  is 
buying  15  larger,  more  economical  747- 
400s  for  the  routes.  To  woo  more  first- 
and  business-class  passengers,  it  has 
added  such  services  as  bilingual  con- 
cierges aboard  its  flights. 

As  traffic  accelerates,  even  a  Pan 
Am  official  concedes  that  the  Pacific 
Div.  "is  now  probably  worth  three  to 
four  times  as  much  as  United  paid." 
Ferris'  Allegis  misstep  cost  him  his  job 
and  put  United  in  play  almost  three 
years  ago.  But  UAL  shareholders  can 
thank  him  for  making  their  company  a 
lot  more  valuable  before  he  left. 

By  James  E.  Ellis  in  Chicago 
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early  and  wisely  were  paid  enormous 
dividends.  As  competition  to  do  deals 
heated  up,  plum  acquisitions  were  re- 
placed by  those  investment  bankers 
manufactured.  In  the  end,  bidding  wars 
escalated  prices  beyond  the  imagination. 

Whether  deals  that  emerged  from  the 
heavy  bidding  of  the  late  1980s  will  ulti- 
mately succeed  remains  to  be  seen.  But 
a  growing  number  of  failures  has  shown 
that  sloth  on  Main  Street  was  replaced 
by  greed  on  Wall  Street  more  often  than 
was  healthy.  Says  First  Boston  Corp. 
Managing  Director  John  H.  Laeri  Jr.: 
"We're  living  with  yesterday's  sin." 

There  are  signs,  however,  of  a  return 
to  caution.  General  Electric  Co.  spent 
more  than  $19  billion  on  new  assets  dur- 
ing the  1980s — to  mixed  reviews.  The 
$6.1  billion  acquisition  Of  RCA  in  1986 
stands  out  as  a  beauty.  But  GE's  almost 
simultaneous  purchase  of  Kidder,  Pea- 
body  &  Co.  has  been  a  study  in  failure  to 
marry  disparate  cultures.  Now,  Chair- 
man John  F.  Welch  Jr.  has  put  acquisi- 
tions on  hold.  Unwilling  to  enter  the  bid- 
ding wars,  he  will  sink  $10  billion  into 
his  own  shares.  Says  Welch:  "Our  stock 
is  a  guaranteed  return  for  us,  and  right 
now  it's  the  best  bet." 

The  next  set  of  opportunities  is  likely 
to  be  overseas.  Says  McKinsey's  Coley: 


"M&A  going  forward  will  be  to  create 
global  competitors'."  Companies  as  var- 
ied as  IBM  and  Ford  Motor  Co.  have  been 
propped  up  by  European  operations  re- 
cently as  foreign  competitors  meet  them 
head-on  domestically.  Others  face  the 
same  problem,  and  many  are  doing 
something  about  it.  U.  S.  acquisitions  of 
foreign  companies  have  jumped  from 
$2.4  billion  in  1986  to  $14.1  billion  last 


hTNCE-ACQUISITIVE 
GE  NOW  SAYS  IT 
WILL  SOON  SINK 
$10  BILLION  INTO 
ITS  OWN  STOCK 


year,  according  to  Mergers  ct  Aequisi- 
tions  magazine. 

Still,  most  cross-border  deals  involve 
foreign  companies  buying  into  the  U.  S. 
market.  The  weak  dollar  has  made  U.  S. 
companies  cheaper.  Moreover,  because 
their  markets  are  smaller,  foreign  com- 
panies are  more  accustomed  to  looking 
abroad.  A  study  by  Morgan  Stanley  & 
Co.  shows  that  the  European  share  of 
the  global  M&A  market  has  grown  from 


in  1984  to  37%  for  the  first  ni,> 
months  of  1989.  And  they're  gettiij 
good  at  it:  Three  of  the  10  best  deals 
the  BW  list  involved  foreign  buyers. 
LAST  CHANCE.  One  of  the  most  conti- 
versial  is  News  Corp.'s  1986  purchase  ; 
six  independent  TV  stations  from  Meti- 
media  Inc.  Priced  at  nearly  $2  billion,  t ; 
deal  was  expensive.  But  the  static 
were  golden  to  News  Corp.  Chairm; 
Rupert  Murdoch,  whose  dream  it  was 
create  a  fourth  major  network  in  t 
U.  S.  Without  the  clout  of  Tvletromedigi 
presence  in  New  York,  Los  Angeles,  atl 
Chicago,  his  chances  were  slim.  This  w; 
the  last  opportunity  for  a  single  dtl 
that  could  make  it  happen. 

Like  most  successful  deals  in  the  '8( 
Murdoch's  Metromedia  gamble  owes 
success  to  strategic  vision.  The  rest  en 
nates  from  that.  But  as  U.  S.  compani 
increasingly  turn  their  acquisition  sigh 
on  unfamiliar  global  markets,  compk- 
ity  will  increase  proportionally.  "It's  ,<j 
ing  to  be  very  hard  to  make  these  thin: 
work,"  says  McKinsey's  Balloun.  Thu 
again,  it  never  has  been  easy. 

By  Michael  Oneal  in  New  York,  mth  B 
an  Bremner  in  St.  Louis,  Jonathan  B.  1 
vine  in  San  Francisco,  Todd  Vogel  in  Fa 
field.  Conn.,  Zachary  Schiller  in  Clevelai<. 
and  David  Woodruff  in  Detroit. 


HOW  SWALLOWING  GATORADE 
GAVE  QUAKER  OATS  A  BOOST 


The  New  York  Giants'  39-20  romp 
over  the  Denver  Broncos  in  the 
1987  Super  Bowl  tasted  especially 
sweet  to  Philip  A.  Marineau.  The  high- 
light came  when  Giant  player  Harry 
Carson  doused  Coach  Bill  Parcells  with 
a  bucket  of  Gatorade  to  celebrate  the 
victory.  It's  not  that  Marineau  was 
such  a  big  Giants  fan.  But  as  president 
of  the  specialty  grocery  division  of 
Quaker  Oats  Co.,  he'd  have  rooted  for 
any  team  that  splashed  the  Gatorade 
logo  in  front  of  an  audience  of  millions. 

Since  Quaker  bought  Gatorade  as 
part  of  Stokely-Van  Camp  Inc.  in  1984, 
brand  and  parent  have  meant  the 
world  to  each  other.  Indeed,  the  $220 
million  acquisition  is  a  classic  case  of 
an  acquisitor  ;:.d()ing  crucial  value  to  a 
smaller  company.  Quaker's  marketing 
clout  put  the  bright  orange  Gatorade 
bucket  onto  the  (iiants'  sideline  and 
has  invigorated  the  once-lackluster 
drink.  Since  the  acquisition,  says  Pru- 
dential-Bache  Securities  Inc.  analyst 
John  M.  McMillin,  Gatorade's  sales 
have  shot  up  at  a  30%  annual  clip,  to 
roughly  $625  million  in  198!).  The  unit's 


$125  million  in  operating  income  now 
makes  up  21%  of  Quaker's  total. 

Unfortunately  for  Quaker,  one  suc- 
cessful deal  didn't  ensure  an  encore. 
Quaker  hit  a  wall  of  heavy  competition 
after  it  bought  Anderson  Clayton  & 
Co.'s  Gaines  and  Cycle  dog-food  lines 
in  1986.  Since  then, 
operating  margins 
on  its  U.  S.  pet-food 
unit  have  declined 
from  8%  to  6%.  With 
its  Fisher-Price  toys 
unit  also  in  a  slump, 
Gatorade  is  crucial. 
"There  might  not 
be  an  independent 
Quaker  without  Ga- 
torade's growth," 
says  McMillin. 
BEAN-COUNTING.  Originally,  Wall 
Street  charged  that  Quaker  overpaid 
for  Stokely.  But  the  company  whittled 
its  net  cost  down  to  $95  million  by  sell- 
ing off  all  of  Stokely  except  Gatorade 
and  Stokely's  canned  pork-and-beans 
line.  The  beans  business  isn't  glamor- 
ous, but  it  earns  $10  million  from  oper- 


BIG  SPLASH:  THE  1987  SUPER  BOWL 


ations  on  $100  million  in  annual  sales 
Gatorade,  meanwhile,  turned  out  ti 
have  plenty  of  glamour.  Stokely  hai 
sold  it  primarily  in  the  Southeast  am 
advertised  inconsistently.  Quaker  ex 
panded  distribution  and  pumped  up  a( 
spending  to  $125  million  in  1989.  T( 
broaden  the  drink's  appeal,  it  rolled  ou 
new  flavors  and  sizes,  including  asepti- 
boxes.  Keying  on  Gatorade's  ability  ti 
replenish  liquids  and  electrolytes  afte 
exercise,  Quaker  has  held  taste-tests  a 
race  finish  lines  and  other  "points-ol 
sweat,"  says  Marin 
eau.  Besides  foot 
ball,  Quaker  go 
Gatorade  on  the  side 
lines  of  basketball 
soccer,  and  othe 
sports  "from  peewe^ 
to  pro,"  he  adds. 

Although  Gator 
ade  may  get  somi 
eventual  pressun 
from  PepsiCo  Inc.' 
new  Mountain  Dev 


Sport,  analysts  predict  more  double 
digit  gains — especially  since  Quaker  ii 
taking  its  drink  overseas.  As  for  thi 
Giants,  odds  are  that  Marineau  won' 
be  able  to  count  on  them  this  Supe 
Sunday.  But  maybe  he  can  get  them  t< 
start  eating  pork  and  beans. 

By  Lois  Therrien  in  Chicagi 
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SIZING  UP  THE  OUTSTANDING  MERGERS  AND  ACQUISITIONS  OF  THE  DECADE 


rhis  list  was  compiled  by  BUSINESS  WEEK  editors  on  the  basis  of 
both  subjective  and  objective  judgments.  Editors  and  corre- 
)ondents  submitted  their  suggestions  for  the  outstanding  domes- 
:  mergers  and  acquisitions  that  closed  from  1980  through  1989. 
he  initial  list  of  nearly  70  deals  was  winnowed  by  studying  finan- 
al  data  provided  by  Standard  &  Poor's  Compustat  Services 


THE  BEST 


>Wt:riEMICAL/MERRELL,TEXIZE  (1981,1985)    Value:  $5I7Miilion 

he  higher-margin,  less  cyclical  drug  and  consumer  businesses 
ive  helped  make  Dow  a  standout  among  chemical  companies.  The 
)mpany  sold  ofT  less-promising  medical  products  to  focus  on  Mer- 
U's  drug  research  and  recently  added  Marion  Laboratories 

[NERAL  ELECTRIC/RCA  (1986)  Value:  $6.1  Billion 

E  slipped  with  its  1986  acquisition  of  investment  banker  Kidder 
;abody,  but  RCA  paid  for  itself  fast.  Sales  of  radio  stations  and 
her  assets  fetched  $2.5  billion.  What's  left  has  already  generated 
\  billion  in  cash.  GE's  profit  growth  is  faster  now 

lAND  METROPOLITAN/HEUBLEIN  (1987)      Value:  $11  Billion 

[R  Nabisco  saw  no  future  in  the  spirits  business  and  sold  Grand 
et  a  healthy  operation  at  a  bargain  price.  Heublein's  brands,  such 
Smirnoff,  helped  make  Grand  Met  the  world's  largest  purveyor 
wine  and  spirits.  Heublein's  profits  grew  twice  as  fast  as  expect- 
1  pre-Grand  Met 

AY  DEPARTMENT  STORES/  Value:  $2.4  Billion 

»SOCIATED  DRY  GOODS  (1986) 

ay  moved  fast  to  focus  such  chains  as  Lord  &  Taylor  and  to  jetti- 
in  unpromising  stores.  After  trailing  the  industry  in  sales  and 
ofit  growth  prior  to  the  acquisitions,  May  is  now  above  average. 
2tum  on  equity  is  up  recently  to  19% 

EWS  CORP./METROMEDIA  (1986)  Value:  $2  Billion 

Dnventional  wisdom  at  the  time  was  that  Rupert  Murdoch  paid 

0  much  for  a  ho-hum  set  of  TV  stations.  Some  streamlining  and 
Iding  the  20th  Century-Fox  movies  and  TV  shows  helped  create 
e  Fox  Network,  which  moved  into  the  black  in  1989 

lAKER  OATS/STOKELY-VAN  CAMP  (1984)    Value:  $220  Million 

uaker  sold  off  everything  except  pork  and  beans  and  Gatorade 
)orts  drink,  making  the  deal's  net  cost  $95  iriillion.  Thanks  to  deft 
arketing,  Gatorade  alone  now  provides  annual  operating  profits 
■  about  $125  million,  a  fifth  of  Quaker's  total 

tiANGLE  INDUSTRIES/NATIONAL,  Value:  $1  Billion 

MERICANCAN  (1985,  1986) 

tribute  to  opportunism.  This  former  maker  of  wire  and  pinball 
imes  bought  two  canmakers  cheaply,  achieved  economies  of 
:ale,  and  sold  out  to  France's  Pechiney  for  $3.7  billion  in  1989 

U/PAN  AM  PACIFIC  ROUTES  (1986)  Value:  $750  Million 

savvy  deal  is  paying  big  dividends.  While  United's  domestic  traf- 
:  is  shrinking,  Pacific  traffic  has  grown  at  least  22%  annually  sijice 

)86.  Pacific  profit  margins  are  higher,  too  

MILEVER/CHESEBROUGH-POND'S  (1987)      Value:  $3.1  Billion 

1  the  year  before  buying  Chesebrough-Pond's,  Unilever  had  al- 
:ady  started  shaping  up  its  Lever  Brothers  subsidiary  in  the  U.S. 
o  wonder.  Lever  Brothers  lost  a  total  of  $100  million  for  the  five 
;ars  ended  in  1986.  The  deal  provided  more  marketing  muscle 
id  niche  brands,  such  as  Vaseline,  to  complement  Lever's  mass- 
arket  brands.  Return  on  equity,  once  16%,  is  about  28%  now 
ELLS  FARGO/CROCKER  NATIONAL  ( 1 986)      Value:  $  1 . 1  Billion 
onvinced  that  California  had  too  many  banks,  Wells  Fai-go  saw  a 
lance  to  consolidate  market  share.  It  moved  fast  to  integrate  the 
inks.  Revenue  growth  at  Wells  Fargo  trailed  other  Western 
inks  prior  to  the  deal,  but  it  has  picked  up  to  an  above-par  10% 


as  well  as  by  judging  the  deals'  capacity  for  providing  the  company 
with  a  new  dimension:  increased  market  share,  a  new  product  line, 
a  complement  to  existing  activities.  A  key  element  in  the  winnow- 
ing process  was  whether  the  deal  improved  the  acquirer's  perfor- 
mance relative  to  the  rest  of  the  industry.  Deals  where  the  out- 
come won't  be  clear  for  some  time  were  excluded 


THE  WORST 


BALDWIN  UNITED/MGIC  (1982)  Value:  $1.2  Billion 

Mortgage  Guarantee  Insurance  Corp.  wasn't  the  only  reason  Bal- 
dwin United  wound  up  in  Chapter  11  bankruptcy  a  year  later,  but 
the  deal  helped  plenty.  MGIC's  heavy  moitgage  insurance  losses 
and  huge  debt  payments  from  the  deal  intensified  the  pain  from 
losses  on  Baldwin  United's  annuity  business 

BEATRICE/ESMARK  (1984)  Value:  $2.7  Billion 

Beatrice  was  already  a  hodgepodge  when  it  added  Esmark's  mixed 
portfolio  of  food  and  consumer  goods  companies.  A  clash  of  corpo- 
rate cultures,  high  debt  costs,  and  sagging  earnings  all  contributed 
to  Chief  Executive  James  Dutt's  departure  a  year  later 

BLUE  ARROW/MANPOWER  (1987)  Value:  $1.3  Billion 

Britain's  Blue  Arrow,  with  annual  revenues  of  $500  million,  bought 
a  company  over  twice  its  size.  Management  clashes  and  faltering 
earnings  soon  dashed  hopes  of  a  worldwide  power  in  employment 
services.  The  stock  trades  at  half  the  price  of  shares  floated  to  fi- 
nance the  deal,  and  Manpower's  managers  now  run  the  company 

CAMPEAU/ALLIED  STORES,  Value:  $10.1  Billion 

FEDERATED  DEPARTMENT  STORES  ( 1 986, 1 988) 

The  agony  of  excessive  debt.  With  losses  of  some  $100  million 
quarterly,  real  estate  developer  Robert  Campeau  no  longer  con- 
trols the  empire  he  built.  His  flagship,  Bloomingdale's,  is  for  sale 

FLUOR/ST.  JOE  MINERALS  (1981)  Value:  $2.3  Billion 

Bad  timing.  Commodity  prices  hit  the  skids  a  year  after  the  deal, 
and  1985  profits,  projected  at  $300  million  for  St.  Joe,  became  a 
$410  million  write-down  instead.  Fluor  eventually  sold  off  aU  but  a 
fraction  of  St.  Joe's  assets,  raising  only  $750  million 

HONEYWELL/SPERRY  AEROSPACE  (1986)  Value:  $1  Billion 

Honeywell  never  got  a  good  look  at  the  books  of  the  aerospace  unit 
of  Sperry  before  buying  it  from  Unisys.  Overruns  on  defense  con- 
tracts and  other  woes  cost  $185  million  in  1988  alone,  and  the  com- 
pany has  had  to  restructure  to  placate  angry  shareholders 

LTV/REPUBLIC  STEEL  (1984)  Value:  $714  Million 

The  climax  of  an  acquisition  spree  going  back  to  the  1960s.  Execu- 
tives failed  to  acliieve  the  efficiencies  they  needed,  and  LTV's  an- 
nual interest  bill  of  $300  million  became  unmanageable  when  steel 
prices  fell.  LTV  went  into  Chapter  1 1  two  years  later 

PAN  AM/NATIONAL  AIRLINES  (1980)  Value:  $374  Million 

National's  domestic  flights  were  supposed  to  feed  passengers  into 
Pan  Am's  international  routes,  but  Pan  Am  was  ill-equipped  to  run  a 
short-hop  domestic  schedule.  A  recession  and  damaging  feuds  be- 
tween the  airlines'  unions  didn't  help.  The  result  has  been  steady 
deterioration  for  Pan  Am 

REPUBLICBANK/iNTERFIRST  (1987)  Value:  $387  Million 

Conservative  RepublicBank  was  to  rescue  aggressive  InterFirst 
from  oil-patch  lending  problems.  Instead,  Republic  stumbled  as  its 
own  real  estate  loans  went  bad,  too.  NCNB  bought  First  Republic- 
Bank  in  1988,  shortly  after  regulators  declared  it  insolvent 

SOHIO/KENNECOTT  (1981)  Value:  $1.8  Billion 

Standard  Oil  of  Ohio  was  awash  with  cash  and  looked  to  the  big 
copper  producer  to  stabilize  earnings.  But  falling  copper  prices  in- 
flicted $700  million  in  losses  on  Sohio  over  five  years.  In  1987,  Brit- 
ish Petroleum  bought  the  portion  of  Sohio  it  didn't  already  own 
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LBOs:  THE  STARS, 
THE  STRUGGLERS,  THE  FIOPS 


Why  huge  debt  has  shaken  up  and  improved  some  companies — and  brought  ruin  to  others 


Once  upon  a  time,  when  the  Great 
Depression  was  a  vivid  memory, 
the  "good"  company  had  lots  of 
equity  and  scant  debt.  But  in  the  decade 
of  Mike  Milken,  Kohlberg  Kravis  Rob- 
erts, and  Japan  Inc.,  going  deeply  into 
hock  became  a  sign  of  corporate  virility. 
And  no  one  was  more  virile  than  the 
manager  who  used  debt  to  finance  all  or 
virtually  all  of  a  leveraged  buyout.  In 
the  1980s,  LBOs  totaled  some  $235  billion 
in  value.  They  involved  over  2,800  com- 
panies— more  than  the  1,713  companies 
listed  on  the  New  York  Stock  Exchange. 

In  the  view  of  Milken  and  other  pio- 
neers, the  performance  of  LBOs  in  gener- 
al have  fulfilled,  if  not  surpassed,  their 
expectations.  The  technique's  virtue,  ar- 
gue the  proselytizers,  was  in  resolving 
the  key  flaw  with  the  public  corpora- 
tion— the  inability  of  shareholders  to 
make  an  impact  on  management  perfor- 
mance. Unconvinced,  critics  condemn 
LBOs,  which  often  involve  selling  compa- 
nies off  in  pieces,  as  a  perilous  financial 
game  played  to  enrich  a  few  savvy  pa- 
per entrepreneurs.  Slicing,  dicing,  and 
leveraging  up  companies,  they  warn,  will 
end  some  day  in  a  debt  explosion. 
NO  MAGIC.  Reality  looks  less  dogmatic. 
Narrowing  the  margin  for  error  by  pil- 
ing on  debt  shook  up  companies  in  a 
wide  range  of  businesses,  including  man- 
ufacturing and  retailing.  LBOs  worked 
well  at  energizing  the  discarded  subsid- 
iaries of  unwieldy  conglomerates  and  at 
helping  private  entrepreneurs  sell  their 
companies.  But  judging  by  the  successes 
and  failures,  the  LBO  shouldn't  be  con- 
fused with  corporate  alchemy.  It  doesn't 
solve  such  universal  public-company  is- 
sues as  management  accountability  and 
management  effectiveness. 

The  LB(_)s  cert;iinly  set  new  standards 
in  management  compensation.  The  clas- 
sic LBO  took  on  $y  of  debt  for  every  $1  of 
equity.  Management  typically  got  a  107^ 
to  207'  equity  stake.  According  to  calcu- 
lations by  Harvard  University  economist 
Michael  C.  Jensen,  for  eveiy  $1,000  in- 
crease in  shareholder  wealth  in  LBOs,  top 
managers  enjoyed  an  increase  of  $64  in 
personal  wealth.  By  contrast,  the  chief 
executives  of  publicly  held  corporations, 
with  minuscule  equity  stakes  in  their 
(•wn  companies,  increased  their  wealth 
-  I  average  of  only  $3.25  for  each  $1,000 


improvement  in  shareholder  wealth.  The 
LBO  structure  thus  served  a  dual  pur- 
pose. "A  lot  of  the  improvement  came 
from  a  combination  of  greed  and  fear," 
says  James  J.  Burke  Jr.,  president  of 
Merrill  Lynch  Capital  Partners  Inc. 

The  riches  to  be  made  gave  a  contro- 
versial cast  to  the  early  LBOs.  Metrome- 
dia Co.  Chairman  John  W.  Kluge  was 
not  the  only  one  to  profit  by  paying 
stockholders  far  less  than  what  he  sold 
the  pieces  of  the  company  for:  more 
than  $3  billion  in  his  case.  But  he  be- 
came a  lightning  rod  for  critics  who  ar- 
gued that  the  bustup  could  have  been 
done  for  the  benefit  of  stockholders. 
Former  Treasury  Secretary  William  Si- 
mon drew  little  but  admiration  by  pur- 
chasing Gibson  Greetings  Inc.  from  RCA 
in  1982  for  $80  million  and  taking  it  pub- 
lic for  $290  million  18  months  later.  But 
the  quick  turnover  of  Avis  Car  Leasing, 
the  rental-car  company  he  bought  from 
Beatrice  in  1986  and  sold  at  a  $485  mil- 
lion profit  just  14  months  later,  became 


a  case  study  for  some  in  paper-shuffling 
profiteering. 

It's  plain  now,  however,  that  the  prof- 
its of  the  LBO  pioneers  often  did  involve 
fundamental  improvements  in  opera 
tions.  Allegheny  Ludlum  Corp.'s  man- 
agement got  free  of  the  conglomerate 
Allegheny  International  Inc.  at  a  cost  oi 
$223  million  in  1980,  when  LBOs  were 
still  a  novelty.  The  lure  of  big  bucks  was 
strong,  of  course,  but  Allegheny's  man- 
agers also  wanted  to  run  their  own 
show.  "This  was  not  a  financial  play,' 
says  CEO  Richard  P.  Simmons.  "It  was  a 
strategic  play.  A  labor  of  love." 
RETRENCHING.  The  crux  of  the  strategy 
AL  increased  research-and-development 
spending  by  an  average  of  about  5%  a 
year  from  1981  to  1986,  a  time  when 
much  of  the  steel  industry  was  retrench 
ing.  The  spending  is  now  paying  off  in 
such  things  as  new,  more  durable  stain 
less  steels  and  a  corrosion-resistant  alloy 
that  helps  make  home  furnaces  more  ef- 
ficient. The  investment  in  new  products 
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Safeway's  LBO  is  succeeding,  with 
ting  profit  margins  of  4.5%  in  1988, 
y  better  than  the  industry  average, 
■n  on  assets  has  risen  from  13.5%  to 
\  Chief  Executive  Peter  A. 
wan  said  last  April  that  an  impor- 
jource  of  that  gain  came  from  us- 
le  LBO,  and  the  threat  of  store  sales 
losings,  to  force  concessions  from 
lions. 

eed,  increased  efficiency  is  a  char- 
stic  of  LBOs.  Professor  Frank  Lich- 
rg  of  Columbia  University  and  pro- 
r  Donald  Siegal  of  the  State 
Tsity  of  New  York  at  Stony  Brook 
id  approximately  1,100  manufactur- 
lants  involved  in  leveraged  buyouts 
1980  and   1986.  Productivity 
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Biggest  deals 

Year 

Billions  of 

of  the  decode 

dollars 

RJR  NABISCO 

1989 

$24.7 

BEATRICE 

1986 

6.3 

BORG-WARNER 

1987 

4.4 

SAFEWAY 

1986 

4.2 

SOUTHLAND 

1987 

3.9 

MONTGOMERY  WARD 

1988 

3.8 

OWENS-ILLINOIS 

1987 

3.7 

FORT  HOWARD 

1988 

3.6 

MACY'S 

1986 

3.5 

BURLINGTON  INDUSTRIES 

1987 

2.9 

measures  taking  into  account  the  people, 
money,  and  machines  in  use  were  some 
14%  higher  in  the  LB(j  plants  than  in 
nonleveraged  competitors.  University  of 
Chicago  finance  Professor  Steven  Ka- 
plan's study  of  76  large  management 
buyouts  from  1980  to  1986  showed  im- 
provements in  cash  flow,  operating  in- 
come, and  operating  margins. 

Still,  some  financial  -benchmarks  don't 
improve,  especially  capital  expenditures. 
Kaplan  measured  capital  spending  in 
LBO  companies  relative  to  industry  com- 
petitors. The  LBOs'  spending  lagged  36% 
behind  the  industry  norm  in  the  first 
year,  33%'  by  the  second  year,  and  64% 
by  the  third  year.  To  LBO  proponents, 
these  cuts  mean  management  is  no  long- 


R ICHARD 
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ALLEGHENY 
LUDLUM  LBO  IN 
1980  WAS  A 
PIONEER,  A 
SUCCESS  STORY, 
AND  <A  LABOR  OF 
LOVE' 


er  wasting  money  on 
marginal  investments; 
instead,  the  money  is 
being  returned  to  the 
capital  markets  via  debt 
payments.  To  critics, 
management  is  sacrific- 
ing long-term  competi- 
tiveness for  a  short- 
term  payout. 

The  classic  case  of 
how  an  LBO  can  sap 
competitiveness  is  Frue- 
hauf  Corp.  The  manag- 
ers who  bought  the 
company  for  $1.5  billion 
in  1986  to  escape  from 
raider  Asher  B.  Edel- 
man  got  off  on  the 
wrong  foot  by  overpay- 
ing. Fruehauf's  principal  business  of 
building  trailers  for  the  trucking  indus- 
try slumped,  and  the  debt  burden  be- 
came crushing.  In  the  first  year  after 
the  buyout,  for  example,  it  slashed  R&D 
spending  by  21%'  from  a  year  earlier. 
Fruehauf  executives  insist  the  cuts  were 
warranted.  Yet  even  where  investment 
spending  stayed  strong,  at  its  profitable 
Kelsey-Hayes  automotive  parts  opera- 
tion, former  executives  and  competitors 
say  its  apparent  financial  vulnerability  in 
a  capital-intensive  business  cost  it  new 
contracts.  The  Fruehauf  companies  have 
now  been  sold  to  other  corporations. 
HUGE  RETURNS.  Even  service  companies 
can  get  hurt  in  LBOs.  Cleveland-based 
Leaseway  Transportation  ran  into  trou- 
ble after  two  of  its  major  customers. 
Sears  and  General  Motors,  suffered 
sales  slumps  and  cut  back  on  deliveries. 
That  made  Leaseway's  condition  more 
precarious,  and  customers  began  worry- 
ing about  its  high  debt.  "We  didn't  real- 
ly gauge  properly  the  difficulty  we'd 
have  in  getting  new  business,"  says 
Chief  Executive  Richard  A.  Damsel  of 
Leaseway.  "We  didn't  really  lose  busi- 
ness, but  we  had  opportunities  for  new 
business  we  didn't  get." 

The  biggest  problem  of  all,  these 
days,  may  be  Wall  Street.  The  mind- 
numbing  returns  earned  by  LBO  innova- 
tors set  off  a  financing  stampede.  The 
search  for  LBO  candidates  eventually 
swept  up  highly  cyclical  and  vulnerable 
businesses,  such  as  airlines  and  defense 
contractors.  Dealmakers,  hungry  for 
huge  fees,  boosted  prices  mightily  to  get 
LBOs  done  at  any  cost. 

Look  at  Tracor  Inc.,  the  defense  con- 
tractor bought  for  $866  million  in  a  1987 
LBO.  The  dealmakers  pocketed  a  hefty 
10%  of  the  purchase  price,  but  the  com- 
pany was  soon  reeling  as  interest  pay- 
ments overwhelmed  cash  flow.  Tracor 
was  also  plagued  by  cost  overruns,  poor 
production  controls,  and  too  little  de- 
mand for  new  weapons.  Retired  Admiral 
Bobby  R.  Inman,  who  recently  stepped 
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'7  nuiy  seem  like  (i  dour  sort, 
(  JiMisky.  hut  ivheii  ivc  ^ct  comf niters  tluit 
ivon  t  become  obsolete, 
I  ivill  smile  with  the  best  of  them!'' 


Howre  you  going  to  do  it? 


Its  a  comtiioii  hiisiiK'ss  dilcDiiiia.  ^oii        todays  stalc-ol-the-art 
(■((iiiputcrs.  only  to  watch  helplessly  as  tomornm's  new  tcchiiolofiy 
passes  you  hy.  So  how  can  you  l<ccp  vour  svstciii  current,  your  husint 
cotnpctitiw.  and  remain  prepared  l(»r  whal  the  luture  holds'.'' 

Tlie  Securilv  Of  Protecting  \()iir  Investment, 
riie  answer  is  simple.  Inwst  in  the  lUM  Personal  System/l!  lamih 
ol  computers.  PS/2s  run  vour  DOS  and  ( )S/l2  applications,  allowi 
you  to  keep  all  your  soltware  and  files,  so  ev<'rvthin<i  can  n'ln.iin 
husiness  as  usual.  Hut  what's  not  so  usual  is  the  way  th<'  IlilVI  PS/z 
lamilv  ol  computers  helps  you  make  the  most  ol  lulure  advances. 
Take  our  new  18()™  u|)grade  lor  the  PS/::i  Model  70- Al^:!. 
lor  example.  The  Model  7()-A2l  already  hoasts  the  industry's  most 


IBM  Personal  Sysreni/2.  OS/?  .v\^^  PS/2  dfc  rfxjisiered  iradpmarks  and  Micio  Channel  is  a  irademark  ol  International  Business  Machines  Corporation  386  and  486  are  trademarks  of  Intel  Cc>  1989  IBM  Corp 


PS/2  it! 


need  32-l)it  bus,  IBMs  Micro  Channel™  And  you  need  only 
lee  its  386™  |)latlorni  with  our  new  IHf)  Power  Phitlorni 
ak(^  it  IBMs  fastest  PC  ever. 

The  Solution  Is  IBM.  And  tliats  just  th( 
luse  IBM  is  committed  to  making  sure  your  valual)le 
itment  in  the  PS/2  stays  valuable  for  years  to  come.  So  as 
iiology  continues  to  race  ahead,  as  we  all  know  it  w  ill,  you 
ell  |)ositioned  to  tak(^  advantage  of  it.  Contact  your 

Authorized  Dealer  or  IBM  marketing  re[)resentative. 
1  deak^r  near  you,  call  I  800  lBM-2468,  vxi.  180. 

find  out  why  a  PS/2  on  your  desk  today  will  ■ 
be  keeping  you  competitive  tomorrow. 


down  as  head  of  Tracor,  warns  that  le- 
veraged deals  should  not  be  done  in  the 
defense  industry,  with  its  unpredictable 
cash  flows.  The  LBO  "price  has  a  lot  to 
do  with  your  success,"  says  L.  Joseph 
Rice  III,  partner  in  the  buyout  firm 
Clayton  &  Dubilier  Inc. 

And  the  price  for  all  sorts  of  deals  has 
entered  the  danger  zone.  In  financial 
manias,  says  economist  David  D.  Hale  of 
Kemper  Financial  Services  Inc.,  "the  lat- 
e*-  you  are  in  the  phenomena,  the  worse 
off  you  will  be."  Credit  quality  stan- 
dards plummeted  from  1986  to  1988,  the 
heyday  of  junk-bond  financing  of  LBOs. 
In  1980,  the  average  junk-bond  company 
showed  cash  flow  equal  to  17%  of  debt 
and  earnings  before  interest,  taxes,  and 
depreciation  at  2.73  times  interest  ex- 
pense. In  1988,  those  ratios  had  deterio- 
rated to  '3'''(  of  debt  and  1.23  times  inter- 
est expense. 

Allegheny  Ludlum's  Simmons,  having 
already  survived  his  LBO,  is  one  who 
finds  the  current  climate  dangerous.  A 
Wall  Street  firm  proposed  another  LBO 
of  Allegheny  in  1989.  The  "worst  case" 
scenario  assumed  that  Allegheny's  earn- 


ings could  plummet  257c  below  1988's 
results.  But  that  would  equal  the  third- 
best  year  ever.  Simmons  rejected  the 
proposal.  "The  investment  bankers'  ten- 
dency to  load  up  debt  too  close  to  the 
edge  is  what  is  hurting  so  many  LBOs," 
says  Simmons. 

Not  all  of  the  dealmakers  are  eager  to 
push  their  luck.  Take  Clayton  &  Dubi- 
lier, a  firm  with  a  sterling  record.  It 
cleaned  up  the  mess  at  Uniroyal  Good- 
rich Tire  Co.,  the  nation's  second-largest 
domestic  tire  manufacturer,  after  an  LBO 
in  1988.  But  C&D  recently  agreed  to  sell 
Uniroyal  to  Michelin,  the  French  tire- 
maker,  for  $1.5  billion.  The  reason:  The 
world  tire  industry  is  consolidating,  and 
all  the  giants  have  embarked  on  major 
investment  campaigns.  C&D  partners  say 
a  heavy  debt  burden  might  have  ham- 
pered Uniroyal  in  keeping  up  with  com- 
petitors. 

STRIKING  FAILURES.  The  recent  failure  of 
the  proposed  management  buyout  of 
UAL  Inc.  for  $6.8  billion  is  a  sign  that 
more  people  are  reading  the  lessons  of 
deal  mania.  The  UAL  deal  violated  every 
precept  of  the  sound  LBO.  The  airlines 


are  a  highly  cyclical,  capital-intensive 
business  that's  vulnerable  to  changing 
government  regulation.  Worse  yet,  man- 
agement was  to  rake  in  $240  million 
when  the  deal  was  done,  yet  invest  a 
mere  $15  million  in  the  LBO  itself. 

The  LBO  has  proved  its  usefulness. 
But  its  dangers  are  becoming  clearer 
now  that  striking  failures  are  cropping 
up  in  the  midst  of  the  successes.  Per- 
haps the  most  succinct  lesson  of  a  re- 
markable decade  comes  from  John  J. 
Garber,  formerly  chief  financial  officer 
of  K-H  Corp.,  Fruehauf's  successor  com- 
pany: "Personally,  what  I've  seen  is  way 
too  much  time  and  energy  in  our  compa- 
ny directed  toward  the  LBO,  the  sale  of 
businesses,  and  how  to  survive,"  he 
says.  "Before,  all  of  our  energies  were 
focused  on  how  to  best  serve  our  cus- 
tomers, how  best  to  strengthen  our  posi- 
tion in  the  marketplace."  That  may 
prove  to  be  the  epitaph  for  the  1980s. 

By  Christopher  Farrell  in  New  York, 
with  Zachary  Schiller  in  Cleveland,  Wendy 
Zellner  in  Detroit,  Robert  Hof  in  San  Fran- 
cisco. Michael  Schroeder  in  Pittsburgh,  and 
bureau  reports 


SOME  LBOs  PRODUCED  REMARKABLE  RESULTS 

Value:  $223  Million 


...AND  FOR  WORSE 


ALLEGHENY  LUDLUM  (1980) 

Specialty  steel  company  gained  its  independence  from  Allegheny 
International.  Result:  an  innovative,  market-driven  company  that 
boosted  R&D  and  capital  expenditures.  Went  public  in  1987  and 
has  been  a  stock  market  darling  ever  since 

CAIN  CHEMICAL  (1987)  Value:  $1  Billion 

Gordon  Cain  rounded  up  four  chemical  businesses  and  created  his 
own  company.  Just  nine  months  later,  he  sold  his  creation  to  Occi- 
dental Petroleum  for  $2.1  billion.  Cain  netted  $100  million;  a  45-to-l 
return  on  his  investment.  Employees,  with  a  43%  stake,  also 
cashed  in 

GIBSON  GREETINGS  (1982)  Value:  $80  Million 

The  deal  that  fueled  the  LBO  wave.  Former.  Treasury  Secretary 
William  Simon  and  partner  Raymond  Chambers  bought  Gibson 
from  RC.'\  for  $1  million  in  equity  and  $79  million  in  debt.  Within  18 
months,  Simon's  personal  investment  of  $330,000  was  worth  $66 
million  in  cash  and  stock 

(1984)  Value:  $1.1  Billion 

John  Kluge  built  liis  company  from  one  radio  station  in  1946  into 
one  of  the  nation  s  largest  telecommunications  conglomerates.  Af- 
ter the  LBO,  Kluge  shrewdly  sold  off  parts  of  his  empire,  including 
seven  television  stations  to  Rupert  Murdoch  for  nearly  $2  billion 
and  a  chunk  of  his  paging  and  cellular  radio  business  to  Southwest- 
em  BeU  for  $1.3  billion 

WILSON  SPOR"  (1985)  Value:  $132  Million 

An  orphan  at  giant     i.siCo,  Wilson  sputtered  for  most  of  its  12 
years  as  a  corporate  subsidiary.  The  year  before  the  buyout,  the 
company  had  an  operating  loss  of  $81  million  on  sales  of  $247.6  mil- 
lion. After  the  buyout.  Wilson  improved  quality  and  distribudon.  By 
1988,  revenues  jumped  to  $424  million  and  prohts  hit  $8.8  million. 
Sold  in  1989  to  Amer  Group  Ltd.  of  Finland  for  $200  million  cash 
plus  assuming  $150  million  in  debt 


DART  DRUG  STORES  (1984)  Value:  $160  Million 

Owned  by  Robert  Haft,  it  was  sold  to  management.  Dart  steadily 
lost  market  share,  and  by  1987  most  vendors  dealt  with  the  compa- 
ny on  a  cash-only  basis.  That  year,  a  gi'oup  headed  by  Bud  Fantle, 
formerly  CEO  of  a  rival  drugstore,  took  control.  Renamed  Fantle's, 
the  chain  filed  for  Chapter  1 1  last  August 

FRUEHAUF  (1986)  Value:  $1.5  Billion 

Once  the  nation's  largest  maker  of  truck  trailers,  Fruehauf  repelled 
corporate  raider  Asher  Edelman  through  a  Merrill  Lynch-led  LBO. 
But  its'nearly  doubled  debt  of  $1.5  billion  was  too  much  when 
trucking  hit  a  slump.  Fruehauf  lost  market  share  and  product  initia- 
tives to  healthier  rivals.  The  troubled  manufacturer  has  been  sold 
off  in  pieces 

HILLSBOROUGH  HOLDINGS  (1987)  Value:  $2.4  Billion 

The  biggest  LBO  to  go  into  Chapter  11  bankruptcy  protection.  The 
former  Jim  Walter  Corp.,  taken  private  by  Kohlberg  Kravis  Rob- 
erts, ran  into  trouble  on  nagging  asbestos-related  problems.  Its 
troubles  were  compounded  after  some  lenders  balked  at  overhaul- 
ing its  complicated  debt  structure 

REVCO  (1986)  Value:  $1.3  Billion 

In  July,  1988,  Revco  made  history:  It  became  the  first  large  LBO  to 
enter  Chapter  1  J.  Sales  were  nearly  $1  billion  short  of  the  $3.37  bil- 
lion forecast  at  the  time  of  the  drugstore  chain's  buyout.  Cash  fiow 
problems  were  exacerbated  by  executive  suite  turmoil,  manage- 
ment gaffes,  and  better-capitalized  competitors 

SCI  TELEVISION  (1987)  Value:  $1.2  Billion 

The  TV  stations  left  after  selling  cable  TV  properties  from  the  suc- 
cessful 1985  LBO  of  Storer  Communications  by  KKR.  Financier 
George  N.  Gillett  Jr.  bought  55%  of  the  TV  operation;  KKR  held  on 
to  the  remaining  45%.  The  price:  14  to  15  times  operating  cash 
flow,  compared  with  prices  of  10  to  11  times  cash  flow  for  similar 
properties  now.  Debt  payments  are  outpacing  cash  flow 
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COVER  STOP 


GuaiSWd 

Rebate. 

If  the  rebate  goes  up  in  1990, 
Chrysler  will  pay  you  the  difference. 


Chrysler  LeBaron  Convertible  *1000         Dodge  Caravan  MOOO  Eagle  Tklon^lOOO 


Jeep  Cherokee  ^1000  Chrysler  Imperial  HOOO  Dodge  Dakota  H500 

The  best  rebates  on  the  best  in  the  house. 


That's  right.  If  the  rebate  increases  during 
the  1990  model  year,  you  can  get  a  check  lor 
the  difference.* 

Get  guaranteed  rebates  of  up  to  $2000  on 
our  best  1990  models  now  through  January  31: 
Get  $1000  back  on  Plymouth  Laser  and 
Plymouth  Voyager,  On  Chrysler  LeBaron  Coupe 
and  Convertible,  New  Yorker  Fifth  Avenue. 
Chrysler  Imperial  and  Chrysler  Town  &  Country 


'Must  lake  delivery  Irom  n 


inuarv  31  See  dealer  lor  d 


minivan.  There's  $1000  back  on  Dodge  Daytona. 
Dodge  Caravan,  and  on  the  Dakota  Club  Cab. 

Plus  there's  $1000  back  on  Eagle  TSilon  and 
Premier  LX  and  on  Jeep  Cherokee  and  Jeep 
Wagoneer  Limited. 

You'll  get  $1500  back  on  Dodge  Daytona  ES 
Turbo  or  Shelby.  Dodge  Dakota  (excluding  "S  " 
modell.  the  Dodge  D/W  Club  Cab.  and  on  Eagle 
Premier  ES. 


CHRYSLER 
W  MOTORS 


And  get  $2(X)0  back  on  Eagle  Premier 
Limited  and  selected  Dodge  Ram  Pickups. 

Just  take  delivery  of  your  vehicle  before 
January  31. 1990  and  you've  locked  in  the  highest 
rebat<'  of  the  model  year.  Our  best  rebates  on  the 
best  in  the  house.  The  guaranteed  rebate.  From 
Chrysler  Corporation.  No  other  car  company  has 
ever  done  that. 


CHRYSLER  •  PLYMOUTH  •  DODGE 
DODGE  TRUCKS  •  JEEP  •  EAGLE 


ntertainment 


MOVIES  I 


CAN  THE  KING  OF  YUCKS 
BRING  IN  THE  BUCKS? 


Mel  Brooks  waiits  to  go  public,  but  he  may  bomb  on  the  Street 


ay  the  Schwartz  be  with  you." 
With  that  blessing,  a  Yiddish- 
speal^ing  mystic  named  Yogurt 
sends  his  friends  off  to  battle  in  Space- 
balls,  Mel  Brooks's  1987  Star  Wars  spoof. 
It's  also  the  comedian's  homage  to  Alan  U. 
Schwartz,  his  longtime  lawyer.  Brooks  and 
Schwartz  know  good  shtick  when  they  see 
it.  But  will  Wall  Street  share  in  the  yucks? 
Brooks  will  find  out  in  mid-January,  when 
shares  of  his  production 
company,  Brooksfilms 
Inc.,  are  offered  to  the 
public. 

Like  comedy,  public  of- 
ferings rely  on  good  tim- 
ing. But  in  this  case,  it  is 
bewilderingly  absent. 
Not  only  is  the  market 
for  new  stock  issues  in 
the  doldrums,  but  similar 
Hollywood  investments 
haven't  exactly  been 
rousing  performers  (ta- 
ble). Moreover,  Brooks, 
63,  who  has  directed  only 
two  films  in  the  past  de- 
cade, has  never  had  a 
film  to  match  his  mid-70s 
hits  Blazing  Saddles 
and  Young  Franken- 
stein. "It's  going  to  be 
a  hard  sell,"  says 
PaineWebber  Inc.  ana- 
lyst Lee  Isgur. 
SADDLE  SORE.  So  why  go 
public  now?  Brooks  has 
his  reasons,  some  of 
which  are  emotional.  Af- 
ter years  of  making  hits 
for  other  studios,  the 
onetime  writer  for  Sid  Caesar's  Your 
Shoiv  of  Shows  says  he  wants  a  bigger 
piece  of  the  action.  "The  studios  give  you  a 
fee,  and  they  own  your  vork,"  he  adds, 
sighing.  "Blazing  Saddhy  should  have 
been  mine,  but  I'm  not  goiny  to  cry  over 
spilt  celluloid." 

The  prospectus  reveals  anoii:  r  reason 
for  the  $15  million  offering.  Brook.-  desper- 
ately needs  cash.  His  next  movit.  Life 
Stinks,  a  comedy  about  the  homeless, 
won't  hit  theaters  until  next  Christmas. 
That's  more  than  18  months  after  his  most 
iccent  production,  The  Fly  II.  The  result: 
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Earnings  for  the  first  half  of  fiscal  1989, 
ended  Aug.  31,  fell  by  327',  to  $240,000  on 
revenues  of  $979,000.  The  next  year  isn't 
likely  to  be  much  better,  concedes  Brooks. 
Even  sales  generated  by  his  library,  which 
includes  partial  rights  to  18  films,  are  start- 
ing to  fall  off.  For  the  fiscal  first  half, 
those  revenues  amounted  to  just  $844,000. 

The  moviemaker  swears  he  can  produce 
profits  as  well  as  slapstick.  His  pictures 


TAKING  STOCK:  THE 
INDEPENDENT  MOVIEMAKERS 


Company 

Date  of  IPO 

Initial 
price 

Recent 
price 

DELAURENTIIS  (5/86) 

12 

IMAGINE  FILMS"  (7/86) 

12 

15 

KINGS  ROAD  (9/85) 

10 

Va 

NEW  LINE  CINEMA  (9/86) 

8 

6% 

VESTRON  (10/85) 

13 

IVe 

*Filed  for  Chapter  1 1 :  August,  1 988               *  *Units 
DATA:  BRIDGE  INFORMATION  SYSTEMS  INC..  COMPANY  REPORTS 

are  rarely  expensive.  And  Brooks  an  j 
Schwartz,  who  has  signed  on  as  chief  opei 
ating  officer,  say  they've  structured  tli 
.company  so  that  they  have  few  upfroi:j 
costs.  They  won't  distribute  their  ow 
films  and  will  avoid  taking  on  much  debt- 
two  costly  mistakes  that  have  sunk  severe 
"indies." 

For  his  upcoming  film.  Life  Sfinkt 
Brooks  gave  away  a  big  chunk  of  the  mo\ 
ie's  domestic  and  video  rights  to  get  Path 
Communications  Corp.  to  pay  most  of  th 
costs  for  making  the  film.  Warner  Brotl 
ers  Inc.  will  distribute  it  in  the  U.  ^ 
Brooksfilms  kept  all  of  the  rights  to  foi 
eign  revenues  and  has  already  sold  foreig 
videocassette  rights  for  $4.4  million.  Tha 
went  toward  the  $5  million  it  had  to  pu 
into  the  film,  budgeted  to  cost  a  total  o 
$13.5  million. 

A  good  reason  to  hang  on  to  the  foreig 
rights:  Brooks's  productions  do  well  over 
seas.  Spaceballs  and 
horror  film,  The  Fly,  ha< 
overseas  ticket  sales  o 
$13  million  each,  enougl 
to  generate  a  tidy  profit 
Both  films  also  raked  ii 
healthy  cable  and  video 
cassette  sales. 
ROBO  COUP.  Brooks  say: 
he'll  start  churning  ou 
three  films  a  year,  som< 
by  other  filmmakers.  H( 
is  now  scheduled  to  di 
rect  five  of  his  company'; 
next  12  films,  a  danger 
ously  high  reliance  oi 
any  individual,  no  matte: 
how  gifted.  He  already 
has  some  new  blood  a 
work,  with  RoboCop  di 
rector  Peter  Verhoevei 
working  on  a  biblical  ac 
tion-adventure  film.  0th 
er  projects  seem  riskier 
Game-show  developei 
Merv  Griffin  is  working 
on  one  based  on  the  nove 
The  Fortune  Teller 
And  Boston  public  televi 
sion  station  wgbh  will  co 
produce  A  Trial  Of  Gen 
erals,  the  true  story  of  the  trial  of  ; 
Japanese  general  blamed  for  the  Bataar 
Death  March. 

Investors  are  being  asked  to  place  theii 
bets  on  Mel  Brooks  and  his  ability  to  picl 
films  as  well  as  direct  them.  He's  expectec 
to  ask  for  $9  to  $11  a  share  for  the  privi 
lege.  That's  about  24  times  earnings,  i 
lofty  price  for  a  company  that  has  only  hac 
a  few  moderate-size  hits  in  the  past  decade 
One  thing's  for  sure:  Brooks  hasn't  lost  hit 
sense  of  humor. 

By  Ronald  Grover  in  Los  Angeles,  with 
Susan  Duffy  in  New  York 


A/here  Imagination  Becomes  Reality 


FAXIOOOL 


Imagination  creates  the  blueprint  for 
reality.  For  over  50  years,  Ricoh  has  been  M| 
using  its  imagination  to  make  a  wide  range  of  7| 
innovative  products  become  a  reality.  Our  passionate 
commitment  to  research  and  development  has  led  to  more 
than  2,000  international  patents.  Plus  breakthroughs  in  fields 
as  diverse  as  image  processing,  digital  communications,  cus- 
tomized semiconductors,  and  artificial  intelligence. 

Current  realization  of  Ricoh's  imagination  lives  in  our  high 
speed  digital  fax  machines  and  copiers.  Not  to  mention  our  new  Digital 
Intelligent  System— which  unites  fax,  copier  and  printer  technologies  in  one 

machine.  Such  advanced  office  equipment  allows 
you  to  put  your  imagination  to  work  on  running 
your  business  instead  of  your  office. 

Transforming  imagination  into  reality  has 
y f  fueled  Ricoh's  rise  into  the  top  200  of  the 

FORTUNE  International  500.  Because  when 
you  create  the  products  of  imagination  busi- 
nesses need,  success  becomes  a  reality. 


DS32(f 

Digital  Intelligent  System 


Fr559(r 

High  Performance  Copier 


lown  with  optional  equipment 
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AS  THE  CROWD  GOES  ONE  WAY, 
THE  MARKET  GOES  ANOTHER 


The  high-flyiiig  Dow  may  be  a  sign  that  Oct.  13  and  other  bad  news  gave  investors  a  bum  steer 


For  months,  investors  have  been  act- 
ing as  if  there  was  no  oomph  left  in 
the  stock  marivet.  They  snapped  uj) 
defensive  issues  like  utilities,  foods,  and 
beverages,  and  shunned  the  manufactur- 
ing and  technology  stocks.  The  view  was 
that  the  economy  was  dangerously  close 
to  recession,  profits  were  plummeting, 
and  bankruptcies  would  soon  skyrocket. 
Says  Byron  Wien,  U.  S.  investment  strat- 
egist at  Morgan  Stanley  &  Co:  "I  can't 
remember  when  so  many  peo- 
ple were  thinking  the  same 
thing." 

But,  as  it  often  does,  the 
market  foiled  the  crowd's  ex- 
pectations. The  New  Year 
took  off  with  a  one-day  57- 
point  surge  in  the  Dow  Jones 
industrial  average,  propelling 
it  above  2800  for  the  first 
time  ever.  The  market  gave 
up  only  0.42  points  of  that  on 
Jan.  3.  The  Standard  &  Poor's 
500-stock  index  came  within  a 
hair  of  its  high  watermark. 
A  3200  DOW?  Adding  it  up, 
the  Dow  has  climbed  200 
points  in  the  past  two  months, 
even  as  investors  were  get- 
ting gloomy.  "After  Oct.  13, 
people  were  questioning  the 
J  I  ill  market,"  says  Richard  L. 
i' vans,  director  of  research  at 
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Dow  Theory  Forecasts.  "This  latest 
move  confirms  that  the  bull  market  is 
still  with  us."  Evans'  next  target  for  the 
Dow  is  3200. 

The  investment  crowd,  still  on  the  cau- 
tious side,  figures  the  1990's  opening- 
day  surge  was  a  rebound  from  yearend 
tax-related  selling  by  individual  inves- 
tors and  portfolio  "window  dressing"  by 
pension  fund  and  mutual  fund  manag- 
ers. Some  of  the  biggest  advances  came 


THE  STOCK  MARKET  VAULTS 
INTO  THE  NEW  YEAR 
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in  stocks  that  had  been  beaten  down  for 
months,  such  as  IBM  and  General  Motors 
Corp.  Big  Blue,  which  at  yearend  was 
selling  at  its  lowest  level  in  nearly  sever 
years,  shot  up  4%  points — or  57o — in  twc 
days.  "We've  seen  strange  things  hap- 
pening in  January  before,"  says  Williarr 
C.  Fletcher,  executive  vice-president  at 
Independence  Investment  Associates 
Inc.  "I  don't  think  you  can  draw  much 
inference  from  this." 

But  the  crowd  may  agair^ 
be  wrong.  A  minority  view  is 
starting  to  emerge  that  there 
are  more  than  just  technicai 
factors  at  work  in  the  mar- 
ket's stunning  opening-daj 
rally.  "You're  seeing  a  slow 
ponderous  turning  away  fron- 
the  fear  that  the  economy  is 
slipping  into  recession,"  says 
Monte  J.  Gordon,  director  oJ 
research  for  The  Dreyfus 
Corp.  "That  means  the  out 
look  for  earnings  is  signifi- 
cantly better  than  the  market 
had  assumed." 

Indeed,  some  indicators  arc 
starting  to  signal  that  per 
haps  the  economy  will  not 
slow  further,  and  in  fact,  maj 
well  pick  up.  News  of  a  rise  ir 
the  National  Association  oi 
Purchasing  Management  in- 
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int  hope  for  a  pickup  in  industrial 
,y.  The  reported  1.57"  increase  in 
■uction  spending  also  reinforced 
ronger-economy  scenario  and  sent 
reign  exchange  traders  into  a  dol- 
ying  frenzy,  which  also  aided  the 
market.  That  stocks  could  advance 
prices  were  falling  in  the  govern- 
bond  market  was  taken  by  some 
ors  as  a  vote  of  confidence  in  the 
^th  of  the  economy, 
don  also  believes  that  investors 
ignored  the  effect  of  the  strong 
1  economy  on  U.  S.  business, 
e  a  huge  exporting  nation,  so  a 
f  global  economy  has  to  help," 
Gordon.  "There's  a  lot  of  resiliency 
5.  manufacturing." 
DRIC  FEELING.'  The  booming  equity 
its  abroad  may  also  spur  foreign- 
buy  U.  S.  stocks.  "There's  a  gen- 
iuphoric  feeling  in  the  European 
its  and  in  the  Far  East,  too,"  says 
n  L.  Bowyer,  president  of  Credit 
'.  Asset  Management.  And  there's 
to  "be  a  spillover  effect,  he  main- 
"Sure,  the  U.  S.  has  debt  problems 
rk  out,  but  those  problems  are  al- 
pretty  well  known."  Europeans 
able  to  satisfy  some  of  their  appe- 
r  U.  S.  stocks  on  Jan.  2  and  Jan.  3, 
e  advance  did  not  include  the  Japa- 
whose  markets  and  financial  insti- 
s  were  still  closed  for  the  New 
i  holiday.  If  smitten  with  the  "buy 
ican"  bug,  they  could  further  fuel 
ry  gains. 

2ks  could  also  get  a  boost  from 
itional  money  managers  eager  to 
ore  of  their  ample  cash  reserves  to 

Mutual  fund  managers  especially 
lave  to  start  spending.  Their  cash 
have  grown  enormously,  as  inves- 
irchases  picked  up  late  last  year 
)ortfolio  managers'  appetites  for 
>  didn't.  January  can  be  one  of  the 

market's  strongest  months,  and 
f  managers  who  miss  the  move 
spending  the  rest  of  the  year 
ig  catch-up.  Says  Peter  S.  Hager- 

managing  director  of  Hallmark 
il  Management  Inc.:  "We  could 
a  big  move  just  driven  by  that 
ity." 

he  rally  holds,  it  will  be  ready  for  a 
n  several  weeks,  just  about  the 
companies  start  to  report  fourth- 
er  earnings.  Analysts  have  been 
ing  their  forecasts  for  months  in 
nse  to  poor  third-quarter  results, 
ome  think  those  forecasts  are  still 
igh.  But  then  again,  profits  may 
i  as  weak  as  the  crowd  thinks.  And 
if  they  are,  the  market  may  kiss  it 
id  instead  look  to  the  earnings  re- 
1  that's  expected  later  in  the  year, 
d,  it's  not  too  soon  for  the  market 
have  as  if  those  profits  were  al- 
in  the  bag. 
'y  Jeffrey  M.  Laderman  in  New  York 
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SEEMS  LIKE  OLD  TIMES 
FOR  OIL  STOCKS 


Fuel  prices  are  soaring — and  demand  is  expected  to  stay  healthy 


otorists  may  not  be  lining  up  at 
the  gas  pumps  just  yet,  but  in- 
vestors have  already  begun  to 
form  a  queue — for  oil  stocks.  Led  by 
volatile  drilling  stocks,  1990  has  begun 
on  an  upbeat  note  for  the  oil  patch, 
which  showed  special  buoyancy  as  an 
unusually  cold  winter  descended  on  most 
of  the  nation,  driving  up  fuel  prices. 
"Everything  has  gone  right  for  this 
group:  oil  prices,  gas  prices,  and  even 
the  weather,"  observes  Prudential-Bache 
Securities  Inc.  energy  analyst  Thomas 
R.  Driscoll. 

A  seasonal  decline  in  petroleum  prices 
and  profit-taking  may  well  cause  a  de- 
cline in  oil  stocks  in  the  coming  weeks. 
But  in  the  view  of  the 
legions  of  oil  bulls,  any 
drop  would  merely  pro- 
vide an  opportunity  for 
investors  to  join  in  the 
oil-stock  binge.  Their 
case  for  a  continued  ral- 
ly in  oil  stocks  is  pretty 
much  summed  up  as 
follows:  Oil  and  natural- 
gas  prices  should  con- 
tinue to  be  strong, 
worldwide  oil  consump- 
tion will  keep  growing, 
and  production  will  fall 
in  the  U.  S.  and  Soviet  Union,  the  largest 
producer. 

Oil  prices  are,  of  course,  the  crucial 
factor.  OPEC  nations  plan  to  boost  pro- 
duction by  7%  this  year,  which  will  hard- 
ly do  prices  any  good.  However,  demand 
is  likely  to  remain  healthy.  Oil  purchases 
by  less  developed  countries  are  expected 
to  more  than  offset  any  slowing  in 
growth  in  demand  from  the  U.  S.  and 
Europe. 

Already,  oil  prices  have  shown  re- 
markable strength,  largely  as  a  result  of 
unexpectedly  high  demand  for  heating 
oil.  On  Jan.  3,  crude  oil  prices  topped  $23 
a  barrel  for  the  first  time  since  April, 
the  February  futures  contract  for  do- 
mestic crude  trading  at  $23.64  a  barrel. 

Still,  the  consensus  is  for  modest  in- 
creases in  oil  prices.  Merrill  Lynch  &  Co. 
analyst  George  Baker  expects  a  6%  an- 
nual gain  over  the  next  three  years.  A 
stronger  rise  is  probably  not  necessary 
for  continued  earnings  growth  in  the  in- 
dustry. Major  oil  companies  are  stepping 
up  exploration  and  production  spending, 


OIL'S  UNEVEN  SURGE 


Stock  group 

Price  gain 

Dec 

1  -  Jan.  2 

OFFSHORE  DRILLERS 

19.4% 

MAJOR  OIL  COMPANIES 

8.3 

OIL-FIELD  SERVICES 

6.2 

SMALL  OIL  COMPANIES 

4.9 

S&P  500 

3.9 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC 


which  will  help  such  oil-field  service  com- 
panies as  Schlumberger  Ltd.  and  Halli- 
burton Co.  "Optimism  has  returned,  and 
companies  are  starting  to  spend  [on  drill- 
ing] again,"  notes  Salomon  Brothers  Inc. 
analyst  James  D.  Crandall.  "But  we're 
still  in  the  early  stages  of  a  recovery." 
NATURAL  APPEAL.  The  sharp  decline  in 
oil  prices  to  $10  a  barrel  four  years  ago 
was  most  damaging  to  oil  drilling  and 
oil-field  service  companies,  which  tend  to 
flourish  when  times  are  good  and  disin- 
tegrate when  oil  prices  decline.  With 
prices  on  the  rebound,  these  stocks  have 
gained  the  most  and  should  continue  to 
outpace  the  pack.  Far  less  volatile  than 
the  oil  drillers  are  the  large  integrated 
oil  companies,  such  as 
Exxon  Corp.  and  Mobil 
Corp.,  which  neverthe- 
less have  gained  hand- 
somely in  recent  weeks 
(table). 

For  all  the  excite- 
ment about  oil,  some  of 
the  loftiest  gains  may 
well  be  generated  by 
natural-gas  producers, 
which  should  continue 
to  enjoy  healthy  price 
hikes.  Merrill  Lynch's 
Baker  expects  natural- 
gas  prices  to  advance  12%  a  year  over 
the  next  three  years — twice  the  rate  an- 
ticipated for  oil.  Supplies  of  natural  gas 
had  been  relatively  flush  in  recent  years, 
forcing  producers  to  cut  back.  As  a  re- 
sult, supplies  have  tightened  lately,  and 
a  number  of  analysts,  such  as  Pru- 
Bache's  Driscoll,  see  demand  on  the 
rise — in  part  for  environmental  reasons. 
Everett  G.  Titus  III,  an  oil  analyst  at 
Tucker,  Anthony  &  R.  L.  Day  Inc.,  feels 
that  this  is  the  beginning  of  a  four-to- 
five-year  cycle  of  "sharply  rising  natu- 
ral-gas prices."  Among  the  more  widely 
recommended  companies  with  natural- 
gas  holdings  are  Mitchell  Energy  &  De- 
velopment Corp.,  Louisiana  Land  &  Ex- 
ploration Co.,  and  some  larger  producers 
such  as  Amoco,  Amerada  Hess,  and 
Wainoco. 

Despite  the  recent  runup  in  prices, 
many  institutional  investors  have  stayed 
on  the  sidelines.  If  they  join  the  fray,  the 
rally  in  oil  stocks  may  be  only  beginning. 

By  Gary  Weiss  in  New  York,  with  Mark 
Ivey  in  Hoiiston 
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TDB  IN  GENEVA:  COMPETtTION  FROM  RIVALS  SUCH  AS  SAFRA  WAS  FIERCE 


AMEX  CANCELS  ITS 
MEMBERSHIP  IN  A  RiTZY  CLUB 

-Aiter  a  seven-year  stab  at  Swiss  private  banking,  it's  selling  TDB 


In  Januarj-.  1983.  American  Express 
officials  could  barely  contain  their 
excitement  when  they  announced  a 
deal  to  buy  the  Trade  Development 
Bank.  Owned  by  Lebanese  financier  Ed- 
mond  J.  Safra.  the  Geneva-based  bank 
was  considered  a  jewel  among  Switzer- 
land's private  banks.  And  the  S5o0  mil- 
lion price  tag  seemed  reasonable  enough 
for  admission  to  the  select  group  of 
banks  that  cater  to  the  world's  wealthi- 
est indi\iduals. 

But  seven  years  later.  American  Ex- 
press Co.  is  scaling  dowTi  its  ambitions. 
The  company  announced  on  Dec.  28  that 
it  was  selling  TDB  American  Express 
Bank  to  Compagnie  de  Banque  et  d'ln- 
vestissements,  a  Swiss  private  banker 
and  asset  manager,  for  SI  billion.  AmEx 
would  wind  up  with  20%  of  the  combined 
bank.  Official-  .said  the  sale  represents 
the  company's  decision  to  focus  on  its 
core  businesses,  such  as  charge  cards, 
t.i-avelers'  checks,  and  travel  sen-ices. 
bKj  leap.  The  retreat  from  private  bank- 
ing is  a  turning  point  in  a  long  .struggle. 
Ever  since  American  Express  founded 
its  international  banking  business  in 
1919,  the  company  has  striven  to  expand 
its  menu  of  ser%'ices  for  upscale  indi\'id- 
uaLs.  Breaking  into  Switzerland's  clubby 


private-banking  market  was  a  big  leap 
forward  in  AmEx's  plans  for  a  global 
financial  services  network. 

True,  doubts  about  the  plan  cropped 
up  every  so  often.  Before  the  chance  to 
buy  TDB  came  up,  the  company  had  tried 
in  1981  to  sell  its  international  banking 
operations.  But  TDB  opened  doors  to  a 
ritzy  class  of  client  that  AmEx  had  yet 
to  tap.  AmEx  capitalized  on  the  deal  by 
doubling  assets  under  management  at 
TDB  over  the  past  sLx  years,  to  §12  bil- 
lion. "It  was  profitable  and  it  was  doing 
well,"  says  G.  Pdchard  Thoman,  head  of 
AmEx's  overseas  acti\ities. 

The  problem:  scant  business  flowing 
from  TDB  to  the  rest  of  the  company. 
Unlike  U.  S.  private  bank- 
ing, which  lends  and  sells 
a  variety  of  ser\ices  to 
high  net  worth  individ- 
uals, SwLss-stjie  private 
banking  stresses  asset 
management.  TDB  special- 
izes in  what  Safra  has 
called  the  lockbox  busi- 
ness, where  the  emphasis 
is  on  preserving  wealth 
in  safe  investments,  such 
as  money-market  instru- 
ments. Given  this  conser- 
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vative  bent,  cross-selling  of  produi 
proved  troublesome  to  those  TDB  ct 
tomei-s  who  valued  discretion.  Thorn; 
admits  that  the  bank's  clients  were  ma 
interested  in  "in-depth,  personal"  ser\i 
than  in  AmEx's  mass-market  producj 
such  as  charge  cards.  I 
AmEx  also  found  the  competition  i 
private  banking  clients  a  lot  fiercer  thi 
the  industry's  sedate  image  suggesi 
Private  banking  assets  are  estimated  i 
SI  trillion  worldwide,  of  which  $650  b 
lion  is  in  Switzerland,  according  to  ar 
lyst  Stephen  Lewis  of  Salomon  Brothe 
Inc.  The  three  big  Swiss  banks — UI 
Credit  Suisse,  and  Swiss  Bank  Cor 
dominate  the  market.  And  there  we 
doubts  about  whether  AmEx  could  ii 
prove  its  position. 

SCANDAL.  Ironically,  some  of  the  keene 
competition  came  from  Safra  himse 
When  his  noncompete  agreement  wi 
AmEx  expired  in  1988.  Safra  formed 
new  private  bank,  Safra  Republic  Ho: 
ings.  And  using  the  new  Geneva-basi 
bank,  he  was  able  to  lure  some  of  Y 
former  clients  from  TDB.  The  rival 
took  a  bizarre  twist  last  summer,  whi 
articles  began  appearing  in  Europei 
publications  linking  Safra  to  mon< 
laundering  and  organized  crime.  Ami 
Chairman  James  D.  Robinson  III  £ 
knowiedged  that  "persons  acting  on  fc 
half"  of  American  Express  were  respc 
sible  and  apologized  to  Safra.  Ami 
also  agreed  to  pay  S8  million  to  Safrs 
favorite  charities  to  settle  the  matter. 

Thoman  denies  that  competition  wi 
Safra,  or  the  subsequent  scandal,  hi 
anvthing  to  do  with  selling  TDB.  ^ 
though  some  clients  defected  to  Safi 
"we  lost  far  fewer  than  we  thought  \ 
would  have,"  he  says.  And  the  proceei 
from  the  sale  will  be  funneled  irl 
AmEx's  international  operations.  I 
prime  benefician,-  will  likely  be  AmE)! 
card  business,  which  is  lagging  behii 
Visa  International  Inc.  and  MasterCai 
International  Inc.  in  Europe  and  Japr^ 

The  transaction  also  won't  affect 
other  operations  of  American  Expr- 
Bank  Ltd.  The  bank  will  continue  to  .<) 
cialize  in  trade  finance  and  foreign  - 
change,  while  offering  savings  and 
vestment  products.  W 
86  locations  in  39  co; 
tries,  AmEx  bank  ser 
affluent  clients  from  1- 
rope  to  Asia.  And  Tl 
man  says  American  F 
press  still  hopes  to  !> 
prominent  global  pri\  ; 
banker  someday.  But  I 
probably  won't  be  of  t= 
Swiss  variety. 

By  John  Meehan  in  S 
York,  with  Blanca  Rien 
in  Paris 
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KR  GETS  CAUGHT  IN 
CIDUD  OF  ASBESTOS 


ntiffs  claim  an  LBO  was  tailored  to  avoid  a  $3  billion  liability 


i  s  tlie  bluebloods  of  the  buyout 
\  game,  the  LBO  firm  of  Kohlberg 
^  Kra\is  Roberts  &  Co.  has  long 
spared  the  seamy  bankruptcy  court 
■kouts"  that  are  the  bane  of  even 
nost  successful  financiers.  No  more, 
a  large  LBO  client  seeking  protec- 
from  creditors  in  Chapter  11  for  the 
time,  KKR  is  faced  with  a  problem 
could  be  expensive  as  well  as  em- 


August,  1987,  KKR  took  the  otherwise 
flourishing  Jim  Walter  private  in  a  S2.4 
bilhon  LBO. 

In  a  complicated  transaction,  KKR  then 
split  the  orginal  Jim  Walter  into  two 
holding  companies.  Jim  Walter  Corp. 
kept  C«lotex,  and  Hillsborough  Hold- 
ings, with  James  Walter  as  chairman, 
took  control  of  the  other  properties.  To 
finance  the  deal.  KKR  sold  Sl.l  billion  in 


Hillsborough  Holdin^s'^hflW^onds  and 

began  selling  off  parts  of  the  company. 
One  of  its  first  sales  was  of  Jim  Walter 
Corp.  to  Jasper  Corp. 

But  KKR  had  seriously  underestimated 
the  litigation  risk.  Almost  two  years  lat- 
er, a  new  lawsuit  named  KKR  as  liable 
for  an  estimated  S3  billion  in  asbestos 
claims  by  Celotex  workers.  Even  though 
KKR  no  longer  owned  Celotex,  plaintiffs 
argued  that  the  LBO  was  an  elaborate 
conspiracy  to  shortchange  them.  "\Miat 
KKR  did  was  outrageous.  They  di\-ided 
the  company  up  and  stole  billions  from 
asbestos  litigants,"  says  Ronald  L.  Mot- 
ley, an  attorney  for  the  plaintiffs.  KKR's 
response:  "It's  an  absurd  assertion.  KKR 
does  not  do  deals  to  shortchange  claim- 
ants," says  a  spokesman. 

The  suit  was  originally  filed  at  a  state 
court  in  Beaumont,  Tex.,  where  some 
plaintiffs  lived  and  where  a  jur\'  might 
be  svTnpathetic.  For  starters,  plaintiffs' 
lawyers  w^ere  able  to  block  any  further 
asset  sales  of  Hillsborough  Holdings, 
causing  Hillsborough's  junk  bonds  to 
plummet.  This  price  decline  made  it  verj- 
difficult  for  KKR  to  make  good  on  its 
commitment  to  reset  the  interest  rates 
on  Jan.  1,  1990,  to  bring  the  market  val- 
ue of  the  bonds  back  to  par. 

Instead,  KKR  offered  a  restructuring 
that  was  not  acceptable  to  enough  bond- 
holders. KKR  wouldn't  commit  to  a  defi- 
nite plan  for  bu\ing  out  the  bondholders 
at  face  value  within  six  months,  says  a 
'awyer  involved  in  the  negotiations. 
p]ven  though  default  was  not  imminent, 
n  Dec.  27,  Hillsborough  filed  for  Chap- 
ter 11  in  Tampa.  "Most  bondholders  be- 
;eve  KKR  made  a  tactical  decision  to  file 
ankruptcy,"  says  the  lawyer. 
TRAUMATIC.'  The  motive?  The  filing  may 
ue  a  clever  maneuver  to  avoid  bearing 
the  full  brunt  of  the  asbestos  litigation 
by  getting  a  bankruptcy  judge  in  Tampa 
to  consolidate  and  transfer  the  cases  to 
Tampa.  "It's  a  ven."  plausible  explana- 
tion for  putting  the  company  into  Chap- 
ter 11,"  says  Robert  W.  Hamilton,  a  cor- 
porate law  professor  at  the  Universitv' 
of  Texas  at  Austin. 

A  KKR  spokesman  declined  to  com- 
ment on  the  firm's  strateg}',  although 
Hillsborough  executives  deny  it  is  avoid- 
ing the  Texas  courts.  "This  has  been  a 
very  traumatic  experience  for  Mr.  Wal- 
ter. After  40  years  building  the  business, 
he  wasn't  going  to  do  this  as  a  legal 
strateg}','"  says  Kenneth  J.  Matlock, 
Hillsbbrough's  Chief  Financial  Officer. 

The  irony  is  that  Hillsborough  Hold- 
ings is  a  healthy  company.  It  had  the 
cash  on  hand  to  cover  the  interest  pay- 
::.-r:.is  to  bondholders  at  the  old  interest 
rales.  Now,  it  is  up  to  the  bankruptcy 
court  to  decide  how  to  di\ide  the  house 
that  Jim  Walter  built. 

By  Leak  J.  S'athans  in  Xeu-  York,  with 
Gail  DeGeorge  in  Miami 


BUSINESS  WEEK/ JANUARY  15,  1990  69 


iSSing.  KKR  IS  St\'- 

in  restructtiring 
borough  Holdings 
.,  and  the  firm 
;  injun'  claims  of 
!  $3  billion  from 
stos  \ictims. 
le  complex  and 
y  web  ensnaring 

had  unremark- 

beginnings  more 

40  years  ago.  In 
,  James  W.  Wal- 

stumbled  on  a 
1  idea:  building 
homes  finished 

on  the  outside, 
selling  them  to  lot 
?rs,  usually  Gis  re- 
ing  from  World 

II.  He  founded 

Walter  Corp.  in 
pa  and  soon  ex- 
led  into  the  South- 
states  and  the 
;gage  business. 
r  the  1960s,  Wal- 
ook  his  now-public 
Dany  on  an  acquisition  spree  that  in- 
sd  a  srfiall  company  that  made 
y-on  asbestos  insulation.  The  compa- 
fas  Celotex  Corp.  In  1972,  Celotex 
ired  Panacon,  which  also  made  as- 
3S  insulation  products.  As  research 
!d  asbestos  to  cancer  and  other  ail- 
ts,  lawsuits  from  workers  who  had 
lied  Panacon's  products  piled  up. 
RAGEOUS.'  Jim  Walter's  "asbestos 
lem"  w^as  well  known  by  the  time 
came  courting.  Lawsuits  pending  to- 
d  more  than  50,000.  KKR  spent 
ths  analyzing  the  litigation  risk  and 
led  that  it  was  manageable.  Under 
blished  corporate  law,  the  parent, 
Walter,  could  not  be  held  liable  for 
ns  against  a  subsidian,-,  says  Pa)bert 
inberg,  a  Latham  &  Watkins  part- 

who  advised  Jim  Walter  Corp.  In 


HOW  A  KKR  DEAL  WOUHD 
UP  IN  BANKRUPTCY  COURT 

►  AUGUST,  !987  Kohlberg  Kra vis 
Roberts  &  Co.  strikes  deal  to  buy  Jim 
Walter  Corp.  for  S2.4  billion 

►  JANUARY,  1988  KKR  sets  up  HiUs- 
borough  Holdings  Corp.  to  split  off  Wal- 
ter's homebuilding  and  natural  re- 
sources operations.  Three  months  later, 
KKR  sells  Jim  Walter  Corp.,  whose  Ce- 
lotex subsidiary'  has  58.000  asbestos 
claims  pending  

►  JULY,  1989  Asbestos  plaintiffs  sue 
KKR.  Court  halts  Hillsborough  asset 
sales,  compEcating  its  efforts  to  restruc- 
ture  its  debt  

►  DfOMBER,  1989  Hillsborough  files 
for  Chapter  11  bankruptcy  protection  af- 
ter bondholders  reject  proposed  re-  . 
structuring  plan   
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CORPORATE  FINANCE! 


BERNIE  BRENNAN  HAS 
THE  LAST  LAUGH  AT  WARD'S 


His  hit  makeover  proves  the  value  of  junk-free  financing 


WIDER  MARGINS 
MONTGOMERY 


Forgive  Bernard  F.  Brennan  if  he 
doesn't  get  misty-eyed  over  the  re- 
lentless slide  of  Campeuu  Corp.  He 
always  thought  junk-bond  financing  in  a 
business  as  cash-hungry  as  retailing  was 
a  chump's  game.  And  while  debt- 
drenched  Campeau  struggles  to  avoid 
bankruptcy  court,  Brennan's  junk-free 
buyout  at  Montgomery  Ward  &  Co.  is 
starting  to  look  like  a  smash  hit. 

About  two  years  ago,  such  Wall 
Street  wizards  as  Kohlberg  Kravis  Rob- 
erts &  Co.  came  calling  on  Ward's  CEo. 
Mobil  Corp.  had  just  put  the  retailing 
unit  on  the  sales  rack,  and  Brennan  had 
plans  to  take  the  department  store  chain 
private.  "All  of  these  guys  were  dying 
to  use  junk-bond  financing,"  recalls 
Brennan.  "Had  we  gone  that  route,  we'd 
be  in  the  same  mess  as  Campeau." 

Instead,  Ward's  man- 
agement, General  Elec- 
tric Capital  Corp.  (GECO, 
and  Kidder,  Peabody  & 
Co.  chose  a  less  perilous 
course.  They  acquired  the 
nation's  ninth-largest  re- 
tailer from  Mobil  for  $3.8 
billion  in  equity  and  debt. 
Brennan  then  quickly 
sold  off  Ward's  credit 
card  business  to  GECC  for 
about  $1  billion  in  cash 
and  the  assumption  of 
$1.7  billion  in  debt.  The 
transaction  left  the  newly  independent 
Ward  with  only  about  $1.1  billion  in  fi- 
nancing need.s — and  a  stronger  balanc"' 
sheet  than  before  the  deal. 
RUNNING  ROOM.  Rather  than  paying 
high-teen  interest  rates  on  junk  debt, 
Brennan  borrowed  $600  million  at  a  rea- 
sonable IV-i  points  above  prime.  That 
gave  him  running  room  to  pursue  his 
strategy  of  recasting  Ward  from  a 
dusty,  broad-line  general  merchant  into 
an  operator  of  stores  with  narrowly  fo- 
cused formats.  Today,  its  remodeled 
stores  group  specialty  "boutiques"  sell- 
ing brai :  '  'VTme  electronics,  apparel,  jew- 
elry, and  1,  (•  and  auto  accessories  un- 
der one  root. 

So  far,  the  »-ategy  appears  to  be 
working.  Ward  is  xpected  to  earn  about 
$150  million  for  19c-' >,  almost  thret  times 
earnings  in  1985,  the  year  Brennan  came 


on  board.  Meanwhile,  its  debt  since  the 
buyout  has  been  worked  down  to  just 
under  $900  million.  That's  about  a  2.5:1 
debt-equity  ratio,  far  below  the  10:1  gap 
following  the  buyout. 

What's  the  company  worth  today?  As- 
suming that  Ward  could  fetch  a  price  at 
a  conservative  multiple  of  10  times  1989 
earnings,  or  about  $1.5  billion,  manage- 
ment's 50%  equity  stake  is  potentially 
worth  an  eye-popping  $750  million. 
GECC's  stake  would  be  worth  $600  mil- 


value.  "It  has  been  a  very  successful 
LBO,"  says  Peter  J.  Solomon,  whose  in- 
vestment firm  specializes  in  retail  deals. 
"Brennan  is  an  extremely  aggressive, 
hardworking  guy." 

■  Ward  isn't  completely  in  the  clear. 
True,  Brennan  has  made  tremendous 
strides  at  the  once-moribund  chain, 
which  Mobil  actually  considered  liquidat- 
ing in  1985  for  $500  million.  But  he  still 
needs  to  shake  Ward's  dowdy  image  in 
apparel,  a  typically  high-margin  business 
that  represents  only  about  30%  of  the  $5 
billion  chain's  sales.  To  do  so,  he's  beef- 
ing up  Ward's  offerings  with  brand 
names  such  as  Bugle  Boy  and  Cotler. 
Brennan  has  debuted  such  specialty  for- 
mats as  its  Electric  Ave.  appliance  and 
Kids  Store  apparel  boutiques. 

Brennan  is  driven  about  finishing  his 
makeover.  He  routinely  hops  aboard  the 
company's  Falcon-20  jet  to  check  up  on 
Ward's  326  stores  nationwide.  He  de- 
lights in  twitting  his  older  brother,  Ed- 
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BRENNAN:  REVAMPING  STORES,  CUTTING  DEBT,  AND  REWARDING  THE  TROOPS  WITH  INCENTIVES 


lion,  while  Kidder's  would  translate  into 
$150  million.  Not  a  bad  return  for  the 
$100  million  in  equity,  about  half  of  it 
from  management,  pumped  into  the  deal 
by  investors.  Says  Errol  M.  Glasser, 
managing  director  at  Kidder  Peabody: 
"The  moral  is  to  team  up  with  one  of  the 
best  operators  in  the  industry." 

For  now,  Brennan  says  he  has  no 
plans  to  cash  in  his  chips.  Even  so,  man- 
agement can  be  heartened  by  the  swell- 
ing value  of  its  stock  options,  issued  as 
part  of  the  deal.  Since  the  buyout,  the 
options  have  jumped  from  $1  a  share  to 
about  $14,  based  on  Ward's  1988  book 


ward,  chairman  at  crosstown  rival  Sears, 
Roebuck  &  Co.,  for  adopting  Ward's 
brand-name  and  everyday-low-pricing 
strategies. 

Brennan  will  spend  much  of  1990  re- 
fining his  specialty  store  concept.  And  to 
keep  the  troops  motivated,  he's  spread- 
ing around  some  of  Ward's  burgeoning 
wealth.  About  1,500  employees,  includ- 
ing store  managers  and  buyers,  can  get 
stock  incentives  or  bonuses  up  to  300 
shares.  For  executives  and  managers, 
the  bonuses  are  a  constant  reminder  of 
the  advantages  of  equity  over  debt. 

By  Brian  Bremner  in  Chicago 
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77i/s  advertisement  is  neither  an  offer  to  selJ  nor  a  solicitation  of  an  offer  to  buy  any  of  these  secundes. 
The  offering  is  made  only  by  the  Prospectus. 


December  21.  1989 

35,000,000  Shares 

lUUVEEIM 

Municipal  Advantage  Fund,  Inc. 

Common  Stock 


Price  $  15  Per  Share 


Copies  of  the  Pmspectus  may  be  obtained  from  such  of  the  Underwriters  as  may  legally  offer  these  securities 
in  compliance  with  the  securities  laws  of  the  respective  states. 


Alex.  Brown  &  Sons 

Incorporated 

Prudenbal-Badie  Capital  Funding 
A.  G.  Edwards  &  Sons,  Inc. 


Shearson  Lehman  Hutton  Inc 


Blunt  Ellis  &  Loewi 

Incoiporaled 


John  Nuveen  &  &». 

Incorpomed 

Smith  Barney,  Harris  Upham  &  G>. 

Incorporated 

Legg  Mason  Wood  Walker 

Incorporated 


Donaldson,  Lufkin  &  Jeorette 

S«cunbes  Corporabon 


ar,  Steams  &  Co.  Inc, 

vest,  Inc.  William  Blair  &  Company  J.  C.  Bradford  &  Co. 
uscher  Pierce  Refsnes,  Inc.  Raymond  James  &  Associates,  Inc. 


Kidder,  Peabody  &  Co. 

Incorporated 


Dain  Bosworth 

incorporated 


bert  W.  Baird  &  Co. 

Incorporated 


PaineWebber  Incorporated 
Oppenheimer  &  Co.,  Inc. 
The  Robinson-Humphrey  Company,  Inc. 
Boettcher  &  Company,  Inc. 

Cowen  &  Co.  Crowell,  Weedon  &  Co. 

Fahnestock  &  Co.  Inc. 


Bateman  Eichler,  Hill  Richards 

Incorporated 


Gruntal  &  Co.,  Incorporated 
Johnston,  Lemon  &  Co. 

Incorporated 

McDonald  &  Company 


D.  A.  Davidson  &  Co. 

Incorporated 

Ferris,  Baker  Watts 

Incorporated 

J.  J.  B.  Hiiliard,  W.  L.  Lyons,  Inc. 


Josephthai  &  Co. 

Incorporated 

Morgan  Keegan  &  Company,  Inc. 


Ragen  MacKenzie 

Incorporated 

Stifel,  Nicolaus  &  Company 

Incorporated 


Rodman  &  Renshaw,  Inc. 


e  Chicago  Corporation 
pier,  Guerin  &  Turner,  Inc. 
st  of  Michigan  Corporation 
iney  Montgomery  Scott  Inc. 
vett  Underwood  Neuhaus  &  Webb,  Inc 
escott.  Ball  &  Turben,  Inc 
;phens  Inc. 

Incorporated  Incorporated  Inc 

Anderson  &  Strudwick  Boenning  &  Scattergood  Inc. 

incorporated 

The  Chapman  Company  B.  C.  Christopher  Securities  Co. 

Craigie  Incorporated  Davenport  &  Co.  of  Virginia,  Inc. 

Gulfstream  Financial  Associates,  Inc 
sup  &  Lamont,  Incorporated  John  G.  Kinnard  and  Company  J.  T.  Moran  &  Co.,  Inc. 

Incorporated 

ivid  A.  Noyes  &  Company  J.  A.  Overton  &  Co.  Parker/Hunter  Philadelphia  Investors,  Ltd. 


Dean  Witter  Reynolds  Inc. 
Piper,  Jaffray  &  Hopwood 

Incorporated 

Wheat  First  Butcher  &  Suger 

Capital  Marketa 

Butler,  Wick  &  Co.,  Inc. 

R.  G.  Dickinson  &  Co. 
First  Albany  Corporation 
Interstate/ Johnson  Lane 

Corporation 


Sutro  &  Co. 

I  nc  orporaled 


Tucker  Anthony 

Incorporated 


len  &  Company 

ol  Honda,  inc 

I  Charles  Securities,  Inc. 
big  &  Associates,  Inc. 
Iger  Nolan  Fleming  Douglas 

Incorporated 


Ladenburg,  Thalmiuin  &  Co.  Inc. 

The  Ohio  Company 

Roney  &  Co.  Rotan  Mosle  Inc.  Scharff  &  Jooes,  Inc 

Van  Ketsper  &  Company  Wedbush  Morgtui  Securities 

Branch,  Cabell  and  Company 
City  Securities  Corporation 
First  Affiliated  Securities,  Inc. 
Hazlett,  Burt  &  Watson,  Inc. 
W.  H.  Newbold's  Son  &  Co.,  Inc. 


Dominick  &  Dominick, 

Incorporated 

Hamilton  Investments,  Inc. 


9tt  &  Stringfellow  Investment  Corporation 


Smith,  Hague  &  Co. 

Incorporated 


Smith,  Moore  &  Co. 


Raffensperger,  Hughes  &  Co. 

Incorporated 

Southwest  Securities,  Inc.         Henry  F.  Swift  &  Co. 


BY  GENE  G.  MARCIAL 


A  COSTUME  JEWELER 
THAT  COULD  HAVE 
HIDDEH  SPARKLE 


Claire's  Stores  was  one  of  the  fast- 
rising  stars  of  the  mid-1980s.  But 
the  nation's  largest  retailer  of 
low-priced  women's  fashion  accessories 
choked  on  its  rapid  growth.  Inventory 
problems  developed  from  poor  controls 
as  Claire's  added  stores  at  a  257"  annu- 
al rate.  When  earnings  slumped  in 
1987,  the  stock  tumbled,  dropping  to  a 
low  of  2%  by  early  1988  from  a  high  of 
15  in  1985.  Last  year,  though,  Claire's 
Stores  recovered  as  profit  margins  wid- 
ened. Some  analysts  estimate  that  the 
company  will  post  earnings  of  950  a 
share  for  the  year  ending  on  Jan.  31, 
up  sharply  from  1988's  36$  a  share. 
The  stock  has  been  moving  up,  too — 
moving  to  more  than  14. 

The  attractive  fundamentals  behind 
Claire's  rebound  and  its  bright  pros- 
pects for  containing  costs  make  the 
stock  a  tempting  buy,  according  to 
Robert  Jordan,  an  analyst  at  Brean 
Murray,  Foster  Securities.  But  there's 
more  behind  the  recent  glitter. 

"What's  even  more  exciting  is  the 
prospect  of  Claire's  becoming  a  buyout 
play,"  says  one  New  York  money  man- 
ager who  has  been  accumulating 
shares.  He  notes  that  the  company's 
founder,  72-year-old  Rowland  Schaefer, 
who  is  also  Claire's  chairman  and  presi- 
dent, controls  30%  of  the  stock.  That 
307c  stake  includes  1.1  million  shares  in 
a  trust  for  the  Schaefer  children. 

At  some  point,  says  the  pro, 
Schaefer  or  some  members  of  his  fam- 
ily will  start  thinking  of  cashing  out  or 
taking  some  action  to  boost  the  value 
of  the  stock.  This  investor  maintains 
that  two  of  the  nation's  major  general- 
merchandise  retailers  are  already  eye- 
ing Claire's.  And,  he  adds,  when  the 
raiders  get  wind  of  the  situation,  the 
Schaefers  ni:.y  have  to  accelerate  any 
plans  they  mi;.'-ht  have.  A  spokesman 
says  the  compaii>  isn't  for  sale. 
EXCESS  CASH.  1  .'dan  figures  that 
Claire's  is  worth  ;i'  least  $19  a  share 
over  the  near  terns  iiased  on  its  ability 
to  achieve  earnings  growth  of  207^  to 
257o  annually  for  ;ii  least  the  next 
three  years.  With  li  t'.>  debt,  Claire's 
generates  excess  casi  "om  operations 
and  is  estimated  to  ha  posted  a  447" 
return  on  average  equi  m  1989.  But 
some  money  managers  :  i  lieve  that 
based  on  Claire's  takeo\  i  prospects. 


CLAIRE'S  IS  ON 
THE  REBOUND 


DATA:  BRIDGE  INFORMATION  SYSTEMS  INC 


the  stock  is  worth  at  least  $25  a  share. 

Using  Jordan's  1990  earnings  esti- 
mate of  $1.25  a  share,  the  stock's  cur- 
rent price-earnings  ratio  is  only  10.  He 
figures  that  1991  earnings  will  rise  to 
$1.55  a  share.  The  company's  strength, 
says  Jordan,  is  that  it  specializes  in 
selling  inexpensive  fashion  and  cos- 
tume jewelry.  The  average  price  of  the 
items  in  its  more  than  800  accessory 
stores  located  in  malls  in  47  states  is 
$4.  Most  retailers,  including  Claire's, 
will  suffer  if  a  recession  occurs.  But, 
notes  Jordan,  because  Claire's  focuses 
on  the  low  end  of  the  market,  a  sharp 
slowdown  would  have  less  impact  on 
its  earnings  than  it  would  on  those  of 
most  other  retailers. 


CORNERIHG 
AN  OFFKE  KING 


espite  its  stellar  reputation 
jaround  the  world,  Herman 
Miller,  the  nation's  second-larg- 
est designer  and  maker  of  office  furni- 
ture, isn't  getting  much  respect  on 
Wall  Street  these  days.  At  $20  a  share, 
the  stock  is  selling  for  11.6  times  earn- 
ings— well  below  the  industry's  p-e. 

But  John  Calcagnini,  an  analyst  at 
13D  Research,  says  that  if  the  stock 
were  to  trade  at  its  peer  group's  earn- 
ings and  cash-flow  multiples,  Herman 
Miller  would  sell  at  about  30.  Indeed, 
based  on  its  own  historic  p-e  ratio,  the 
stock  should  be  at  25,  he  says.  And,  in 
the  event  of  a  takeover,  Calcagnini 
thinks  Herman  Miller  would  go  for  as 
much  as  $40  a  share. 

No  wonder,  then,  that  three  of  the 
sawiest  money  managers  around  each 
owns  a  nice  chunk  of  Herman  Miller 


stock.  John  Rogers,  president  of  Arit 
Capital  Management,  who  scouts  f( 
little-followed,  underpriced  emergin] 
growth  stocks,  is  one  of  them.  He  r| 
cently  raised  Ariel's  stake  from  8%  1 
107".  The  two  other  money  managei 
that  each  own  nearly  57"  of  Herma 
Miller  are  Reich  &  Tang  and  First  P; 
cific  Advisors. 

"The  company  has  one  of  the  mos 
respected  names  in  the  industry  hei 
and  overseas,"  says  Rogers,  "yet  it  hi 
been  out  of  favor."  Why?  One  reasoi 
Rogers  explains,  is  stiff  competition  i 
the  office-furniture  business.  But  th 
industry  is  in  the  process  of  consolida 
ing,  he  notes,  and  Herman  Miller  is  a 
ideal  candidate  for  a  takeover.  It  woul 
be  an  alluring  target  for  a  foreign  cor 
glomerate,  Rogers  adds,  because  it  oj 
erates  in  35  countries. 


RIVAL  FLYERS 

ARE  EYEING  PAN  AM 


Shares  of  Pan  Am  have  been  in 
tailspin  since  last  summer — an 
with  good  reason.  Not  one  piec 
of  happy  news  has  surfaced  to  lift  ir 
vestors'  spirits.  The  company  is  losin. 
money  by  the  planeload,  and  prospect 
are  that  it  will  post  a  loss  of  $2  a  shar 
in  1990  on  top  of  an  estimated  loss  o 
$3.50  in  1989.  Since  early  August,  Pa 
Am's  stock  has  fallen  from  iVi  to  2 Mi 
Even  so,  some  smart-money  player 
have  been  picking  up  shares.  Why 
Whispers  are  that  American  Airline 
has  been  looking  over  Pan  Am's  open 
tions  and  assets  with  a  view  to  a  poss 
ble  buyout  of  either  the  entire  airlin 
or  its  aircraft  and  other  assets.  AnotI 
er  rumor  has  Trans  World  Airline 
Chairman  Carl°  Icahn  eyeing  Pan  Ar 
as  a  merger  candidate  for  TWA.  Som 
analysts  won't  rule  out  such  a  mov 
because  they  say  Pan  Am  could  be  a; 
attractive  partner  for  TWA,  which  one 
dominated  the  European  market  alonj 
with  Pan  Am.  One  analyst  estimate 
that  despite  Pan  Am's  huge  debt  loac 
the  airline  could  be  worth  $5  a  share. 
Pan  Am  may  have  to  sell  more  as 
sets  to  raise  cash  to  cover  operatinj 
losses.  One  attractive  asset  is  the  Pai 
Am  Shuttle,  which  runs  between  Ne\ 
York  (out  of  LaGuardia  Airport)  am 
Boston  and  Washington,  D.  C.  Base( 
on  the  recent  sale  of  the  Eastern  Shut 
tie  to  Donald  Trump,  the  Pan  Am  Shut 
tie  could  fetch  more  than  $300  million 
says  Bob  McAdoo,  an  analyst  at  Op 
penheimer.  Pan  Am  may  also  sell  somi 
of  its  B-747  aircraft,  worth  about  $20i 
million,  and  then  lease  them  back. 
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HowTbFIyThiDughCustDnis. 


)  other  shipping  company 
to  more  countries  overseas 
Federal  Express, 
id  nobody  helps  your  ship- 
t  fly  through  overseas 
)ms  like  Federal  Express. 
teraU,  with  the  addition  of 
ig  Tigers'  40-years'  worth  of 
national  experience, 
dy's  more  accustomed  to 
ms  over  there. 

Express  Corporation 


lb  the  regulations, 
lb  the  paperwork. 
Tb  the  people. 

So  whether  it's  knowing  our 
way  around  siesta  in  Salamanca, 
or  how  to  be  diplomatic  in  Dubai,' 
our  local  employees  have  the 
local  know-how  to  rush  your 
package  through  customs. 

And  get  it  delivered  with 
Federal's  customary  speed. 


Because  in  international  deliv- 
eiy,  getting  it  there  is  one  thing. 
But  getting  it  through  is  another 

Federal  Express-gets  it  done. 


^  TheBest% 


airs 


PRIVACY  I 


IS  YOUR  BOSS 
SPYING  ON  YOU? 


High-tech  snooping  in  'the  electronic  sweatshop' 

"True  or  false: 

■  /  aw  i^ery  strongly  attracted  to  wcw- 
bers  of  my  own  sex. 

■  /  believe  in  the  second  coming  of 
Christ. 

■  /  have  no  difficulty  starting  or  Ay 
holding  my  urine."  'T' 


It  isn't  information  that  most  peo- 
ple volunteer.  But  applicants  for 
security  guard  at  Minneapolis- 
based  Target  Stores  must  answer 
those  and  701  similar  questions. 
Last  April,  Sibi  Soroka  passed  the 
test  and  snagged  a  job.  Afterward, 
though,  he  felt  "humiliated"  and  "em- 
barrassed" at  having  to  reveal  "my 
innermost  beliefs  and  feelings."  So  in 
a  class  action  filed  last  September,  he 
has  accused  Target  of  illegal  prying. 

That  dispute  over  workplace  privacy 
highlights  what  will  be  "the  hottest  em- 
ployment-law topic  of  the  1990s,"  pre- 
dicts Eric  H.  Joss,  a  corporate  law>'er  in 
Santa  Monica,  Calif.  More  than  employ- 
ees imagine,  federal  and  state  laws  al- 
ways have  given  private  employers  wide 
latitude  for  prying.  Bosses  could  rifle 
through  desks  or  listen  in  on  calls, 
though  they  may  not  have  done  so  often. 

But  now,  new  snooping  technology  is 
leading  to  more  frequent  and  foolproof 
spying.  Employers  are  bugging  and  tap- 
ing workers,  monitoring  them  at  their 
computers,  even  using  special  chairs  to 
measure  wiggling  (wigglers  aren't  work- 
ing). "The  electronic  sweatshop  is  here," 
says  Sanford  Sherizen,  president  of  Data 
Security  Systems  Inc.  in  Natick,  Mass.,  a 
computer-security  consultant.  And  get- 
ting new  attention.  Last  year.  Congress 
outlawed  the  use  of  lie  detectors  at 
work.  This  year,  it  may  go  further. 
THE  BIG  TIME.  No  one  knows  exactly  how 
much  workplace  spying  goes  on.  But  it's 
spreading,  says  William  P.  Callahan, 
president  of  United  Intelligence  Inc.  in 
New  York,  which  does  everything  from 
installing  bugs  to  tailing  workers.  Some 
examples:  General  Electric  Co.  says  it 
uses  tiny,  fish-eye  lenses  installed  be- 
hind pinholes  in  walls  and  ceilings  to 
watch  employees  suspected  of  crimes. 
Du  Pont  Co.  says  it  uses  hidden,  long- 
distance cameras  to  monitor  its  loading 


docks  around  the  clock.  At  airlines  such 
as  Delta,  computers  track  who  writes 
the  most  reservations.  And  Management 
Recruiters  Inc.  in  Chicago  says  its 
bosses  surreptitiously  watch  computer- 
ized schedules  to  see  who  interviews  the 
most  job  candidates. 

There  are  lots  of  good  reasons  for 
checking  up  on  workers.  Court  cases 
have  led  to  the  so-called  negligent  hiring 
theory,  which  holds  a  boss  liable  for  a 
worker's  crimes  or  negligence  on  the  job 
if  the  employer  fails  to  screen  for  per- 
sonality quirks  or  past  misdeeds.  "If  En- 
cyclopaedia Britannica  sends  a  convict- 
ed rapist  door-to-door,  the  company  will 
pay  mightily  in  court  if  something  goes 
wrong,"  says  Lawrence  Z.  Lorber,  attor- 
ney for  the  American  Society  for  Per- 
sonnel Administration. 

Another  goal  is  preventing  theft.  Holy 
Cross  Hospital  in  Silver  Spring,  Md., 


says  it  was  trying  to  track  disappearing 
narcotics  in  1987  when  nurses  discovered 
by  chance  that  the  silver  box  with  red 
lights  hanging  on  their  locker-room  wall 
was  a  camera.  Trouble  was,  the  images 
it  captured  were  broadcast  over  the  hos- 
pital's closed-circuit  TV  network.  Holy 
Cross  said  only  the  security  chief  should 
have  seen  them,  which  upset  the  nurses 
even  more,  since  that  person  was  a  man. 
MORE  CAREFUL?  Monitoring  can  create 
friction  even  when  employees  know 
about  it  Safeway  Stores  Inc.  in  Oakland, 
Calif.,  has  dashboard  computers  on  its 
782  trucks.  The  boxes  record  driving 
speed,  oil  pressure,  engine  RPMs,  idling 
time,  and  when  and  how  long  a  truck  is 
stopped..  If  anything  is  abnormal,  the 
driver  is  questioned.  Safeway  says  this 
helps  hold  down  maintenance  and  fuel 
costs;  monitored  drivers  are  more  care- 
ful, knowing  that  the  data  can  help  build 
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ciplinary  case.  George 
n,  secretary  of  Team- 
Local  350  in  Martinez, 

says  Safeway  tries  to 
nd  or  discharge  up  to  20 
s  a  year  using  the  comput- 
,ta — prompting  grievance 
i.  "If  a  trucker  is  just  two 
es  late,  he  can  be  brought 

charges,"  says  Sveum. 
stronic  snooping  can  get 
yers  in  trouble  if  it  isn't 
right.  In  an  internal  inves- 
)n  last  year,  a  high-tech 
iny  found  that  an  execu- 
lad  a  checkered  past  and 
haring  confidential  market- 
ans  with  competitors.  With 
lanager  nearing  dismissal, 
.ttorney,  August  Bequai, 
le  "did  a  reverse  investiga- 
3  find  out  how  they  discov- 
;he  truth  about  my  client." 
li  found  that  the  company — he 

name  it — had  improperly  gotten 
;  of  the  executive's  credit  reports, 
1  law-enforcement  source  to  look  at 
lential  arrest  records,  and  may 
tapped  the  executive's  office  phone 
ut  a  warrant  or  his  permission.  Be- 
got the  company  to  let  his  client 
I — with  a  settlement  in  the  high  six 

!S. 

lOUS?  For  the  most  part,  a  compa- 
ist  be  sloppy  to  get  cornered.  Fed- 
,nd  state  laws  let  employers  inter- 
phone and  electronic  commun- 
ns  with  a  court  order  or  the 
nt  of  at  least  one  party  to  the  call, 
also  permit  monitoring  of  business- 
d  conversations.  In  1987,  some 
I  employers  eavesdropped  on  the 
lone  conversations  of  close  to  1.5 
n  workers — most  of  whom  had  no 
they  were  being  monitored,  says 
!sentative  Don  Edwards  (D-Calif.). 
ployees  can  sue  for  invasion  of  pri- 

But  to  win  damages,  judges  have 

workers  must  prove  that  their 
enable  expectations  of  privacy" 
iigh  the  company's  reasons  for  spy- 
Imployers  can  get  around  even  this 
by  informing  workers  of  surveil- 
policies.  Some  have  applicants  sign 
:y  waivers  as  a  condition  for  hiring. 
i  despite  their  loss  last  year  on 
;raphs,  employers  usually  have 
d  off  attempts  to  stiffen  the  rules 
■ivacy.  In  1987,  the  telemarketing 
try  helped  kill  a  bill  that  would 
required  an  audible  beep  when  em- 
rs  eavesdrop  on  worker  phone 

A  year  earlier,  American  Tele- 
;  &  Telegraph  Co.  says,  it  helped 
1  a  similar  law  in  West  Virginia  by 
tening  to  locate  a  proposed  credit 
gement  center  elsewhere. 
1,  privacy  advocates  have  gotten 
life  from  a  recent  police  scandal. 

November,  a  special  governor's 


WHAT  COMPANIES  DO  TO  KEEP^ 
TABS  ON  WORKERS... 


other  bill,,  introduced 
Representative  William 


►  Eavesdrop  with  hidden  microphones  and  transmitters  at- 
tached to  telephones  that  pick  up  office  conversations 

►  Video-spy  with  pinhole  lenses  in  walls  and  ceilings 

►  Rifle  through  offices,  desks,  lockers,  and  mail 

...AND  HOW  THEY  CAN  AVOID 
 LAWSUITS  

'  Have  employees  sign  waivers  that  give  management  the 
option  to  conduct  surreptitious  monitoring  and  random 
searches  as  well  as  eavesdrop  using  electronic  devices 

►  Notify  employees  that  snooping  may  occur  without  their 
knowledge  and  that  refusal  to  permit  it  may  be  grounds  for 
discipline,  including  termination 

►  Display  copies  of  search  policies,  and  follow  them  closely 


committee  in  Connecticut  found  that  for 
15  years  the  state  police  had  illegally 
bugged  incoming  and  outgoing  calls  at 
its  barracks — including  privileged  dis- 
cussions between  defendants  and  law- 
yers. Within  weeks,  unauthorized  phone 
taping  also  was  uncovered  at  police  de- 
partments in  Rhode  Island,  West  Virgin- 
ia, and  Utah. 

Now,  two  proposed  federal  laws,  once 
considered  dead,  may  have  a  better 
chance.  Last  June,  Representative  Ron- 
ald V.  Dellums  (D-Calif.)  introduced  a 
bill  that  would  ban  phone  bugging  with- 
out a  warrant,  unless  all  parties  to  the 
call  consent.  The  Dellums  bill  also  would 
require  that  voice-activated  tape  record- 
ers be  equipped  with  beep  tones.  The 


SPY  VS.  SPY: 
THE  WORKERS 
ARE  SNOOPING,  TOO 


lot  just  employers  are  snoops. 
Employees  do  it,  too — "to  get 
I  ahead,"  says  Larry  V.  Rigdon, 
a  security  consultant  in  Atlanta. 

And  to  protect  themselves.  In  1986,  a 
new  regime  took  control  at  Cincinnati- 
based  Baylis  Bros.  Company  Inc., 
which  makes  girls'  dresses.  Design 
manager  Stephanie  Ludwig  wanted  to 
know  her  fate.  So  she  and  her  husband 
hired  a  private  eye,  David  W.  Reif- 
steck,  who  installed  three  bugs  to  lis- 
ten in  on  reorganization  discussions. 
Reifsteck  got  six  months  in  jail  for  con- 
spiracy after  Ludwig  changed  her 
mind,  removed  the  devices,  and  fessed 
up  to  a  U.  S.'  Attorney.  But  prosecutors 
didn't  go  after  the  Ludwigs  because 
they  didn't  profit  illegally. 


by 
L. 

Clay  (D-Mo.),  goes  further. 
Employers  would  have  to  notify 
workers  with  a  visual  or  aural 
signal  when  they're  being  moni- 
tored with  computers,  cameras, 
or  taping  machines.  It  also 
would  give  employees  access  to 
records  collected  on  them  elec- 
tronically— and  bar  job-perfor- 
mance decisions  based  solely  on 
such  data.  While  chances  of  pas- 
sage this  year  seem  slim,  grow- 
ing public  awareness  of  abuses 
"is  strengthening  the  drive  for 
remedial  legislation,"  says  Jan- 
lori  Goldman,  the  American  Civil 
Liberties  Union's  privacy  expert. 

Such  measures  wouldn't  be 
foolproof.  Polygraphs  have  been 
replaced  with  so-called  honesty 
tests,  such  as  the  one  at  Target. 
A  Target  spokesperson  says  the  test  is 
required  only  for  security  guards,  about 
1,200  of  its  85,000  employees,  and  helps 
assess  suitability  for  "high  stress"  posi- 
tions. Now,  the  Congressional  Office  of 
Technology  Assessment  is  studying 
whether  such  tests  can  predict  behavior 
relevant  to  job  performance.  Its  findings 
are  expected  in  February. 

Privacy  advocates  aren't  looking  for  a 
ban  on  surveillance,  just  better  controls. 
But  even  that  isn't  likely  soon.  So  work- 
ers may  just  have  to  live  with  the  idea 
that  bosses  can  learn  more  about  them 
than  they  would  tell  their  best  friends. 

By  Jeffrey  Rothfeder  and  Michele  Galen 
in  New  York,  with  Lisa  Driscoll  in  New 
Haven 


Another  case  seems  to  protect  em- 
ployee prying.  On  Dec.  6,  a  federal  ap- 
peals court  in  New  York  ruled  that 
"surreptitious  tape-recording"  by  a  for- 
mer compensation  director  at  Champi- 
on International  Corp.  in  Stamford, 
Conn.,  might  represent  "a  kind  of  dis- 
loyalty to  the  company"  but  isn't  auto- 
matic grounds  for  dismissal.  That  case 
involves  Irwin  Heller,  who  in  1982 
feared  that  he  would  be  demoted  be- 
cause of  his  age — then  52.  After  check- 
ing with  a  lawyer,  Heller  taped  his  su- 
pervisor when  he  got  demoted.  Fired 
for  that,  he  sued  Champion  for  age 
discrimination,  among  other  things. 

A  jury  gave  Heller  $350,000.  The 
judge  threw  it  out,  only  to  be  reversed 
by  the  U.  S.  Court  of  Appeals  for  the 
Second  Circuit.  "Every  disgruntled  em- 
ployee . . .  will  feel  free  to  report  to 
work  with  a  tape  recorder  hidden  on 
his  person,"  wrote  the  lone  dissenter. 

Maybe  not:  Champion  could  still  win 
a  new  trial.  But  for  now,  it  seems,  all's 
fair  when  it  comes  to  snooping. 

By  Michele  Galen  in  New  York 
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HOW  SONY  PULLED  OFF 

ITS  SPECTACULAR  COMPUTER  COUP  

An  oddball  team  of  engineers  rushed  a  powerful,  low-priced  workstation  to  market  in  record  time 


JAZZ  ENTHUSIAST  DOI  CHOSE  A  GROUP  OF  CORPORATE  MISFITS  AND  GAVE  THEM  COMPLETE  FREEDOM  TO  DEVELOP  A  NEW  MACHINE 


In  March,  1986,  Toshi  T.  Doi  was 
Hearing  despair.  Determined  to  make 
his  company  a  major  player  in  the 
world  computer  marl<et,  the  research 
and  development  manager  at  Sony  Corp. 
had  led  a  group  of  engineers  in  produc- 
ing a  prototype  for  a  powerful  desktop 
computer  similar  to  the  engineering 
workstations  built  by  Sun  Microsystems 
Inc.  and  Apollo  Computer  Inc.  But 
Sony's  production  people  were  telling 
Doi  it  would  take  two  years  to  get  the 
machine  to  market.  Such  a  delay,  he 
knew,  could  doom  the  project. 

So  Doi  made  an  unusual  appeal  to 
Sony  President  Norio  Ohga.  He  drew  a 
cartoon.  The  first  frame  showed  Doi  on 
a  boat  with  a  big  fish  on  his  line.  The 
next  showed  the  fish  rotting  on  the 
deck.  The  caption  warned  that  time  was 
of  the  essence.  Two  months  later,  Ohga 
handed  Doi  $6  million  and  a  mandate  to 
speed  up  production  of  his  "fish." 

That  decision  saved  one  of  the  most 
successful  projects  in  the  annals  of  Ja- 
pan's computer  industry.  With  the  spunk 
and  fire  of  a  Silicon  Valley  startup,  Doi's 
team  went  on  to  Imild  a  low-priced  work- 
station that  left  Fujitsu,  NEC,  Nihon  DEC 
(Digital  Efjuipment's  -lapanese  subsid- 
iary), and  IBM  Japan  m  the  dust.  The 
machine,  called  News,  for  net  work  sta- 
tion, seized  nearly  a  fifth  of  the  Japa- 
nese workstation  market  during  its  first 
year  on  the  market.  It  spawned  a  Japa- 
nese boom  in  desktop  publishing.  And 
Sony's  experience  may  help  it  later  this 


decade,  when  "multimedia"  computers 
could  blend  computer  graphics,  video, 
and  stereo  sound.  If  such  systems  catch 
on,  Sony  could  finally  achieve  its  goal  of 
becoming  a  major  computer  supplier  in 
the  U.  S.  and  Japan. 

News  already  has  broken  Sony's  long 
losing  streak  in  computers.  In  1980  it 
launched  a  line  of  word  processors  in  the 
U.  S.  just  as  PCS  began  making  such  ma- 
chines obsolete.  Sony's  first  PC  appeared 
in  1982,  but  it  used  a  microprocessor 
that  handled  only  8  bits  of  data  at  once 
and  was  incompatible  with  the  16-bit  IBM 
PC  then  setting  the  industry  standard. 
"We  were  on  the  same  track  as  every- 
one else,"  says  Doi,  "but  we  were  one 
full  lap  behind." 

'MISFITS.'  In  1985,  fresh  from  guiding- 
Sony  to  dominance  in  professional  digital 
audio  equipment,  Doi  was  put  in  charge 
of  catching  up.  He  recruited  11  young 
engineers  and  christened  the  project 
Ikki,  the  Japanese  term  for  gulping  a 
glass  of  liquor  without  taking  a  breath. 
Doi  told  the  team  that  it  could  design 
any  kind  of  computer  it  wanted,  but  it 


'Step  right  up 
and  try  one. 

Sony  workstations! 

They  actually  run!' 


had  to  use  as  the  central  controller  ont 
of  the  new,  32-bit  microprocessors  thei! 
being  developed  by  chipmakers.  And  thf 
prototype  had  to  be  ready  in  six  months 
"The  32-bit  age  was  coming,"  says  Doi 
"I  used  to  surf,  so  I  knew  about  waves 
and  I  didn't  want  to  miss  this  one." 

A  wiry  iconoclast  with  a  passion  foi 
jazz  and  hang  gliding,  Doi,  47,  says  thai 
"Sony  was  suffering  from  Big  Companj 
Syndrome."  He  found  middle  managers 
to  be  terrified  of  risk.  Doi's  antidote 
"Pick  a  team  from  among  the  companj 
misfits,  and  give  them  100%  freedom." 

The  misfits  headed  in  an  unexpectec 
direction.  Doi  had  assumed  that  thej 
would  build  an  office  computer.  Bui 
looking  back,  Doi  suspects  that  some  oJ 
his  designers  signed  on  to  build  the  typ( 
of  computer  they  wanted  to  use.  In  1985 
Sony  engineers  were  still  queuing  up  foi 
time  on  DEC  minicomputers — and  lusting 
for  workstations.  They  also  wanted  £ 
specific  version  of  Unix,  the  basic  soft 
ware  that  runs  workstations.  They  pre- 
ferred a  variation  that  had  been  devel 
oped  at  the  University  of  California  al 
Berkeley,  not  the  one  sold  by  Americar 
Telephone  &  Telegraph  Co.,  the  creatoil 
of  Unix.  Ikki  succeeded,  Doi  believes  j 
"because  the  team  was  constructing  its 
own  dream  machine." 

Like  the  small  IBM  unit  that  created 
the  original  PC,  Doi's  team  moved  quick- 
ly by  using  off-the-shelf  parts.  To  shrink 
the  machine,  they  put  all  the  major  com- 
ponents on  a  single  circuit  board.  In  just 
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onths,  that  key  part  was  finished. 
)y  January,  1986,  a  rough  proto- 
vas  ready.  Doi  called  in  Kouichi 
a,  known  as  the  father  of  Japa- 
Jnix,  to  see  it.  "The  machine  was 
tic,"  says  Kishida,  technical  direc- 
Software  Research  Associates,  a 
3se  software  supplier.  SRA  gave 
a  boost  by  agreeing  to  write  appli- 
3  software  for  it. 
Doi  hadn't  persuaded  the  rest  of 
Managers  in  other  divisions  re- 
the  freewheeling  Ikki  team  and 
oned  whether  Sony  could  succeed 
kstations.  Some  of  the  fears  were 
jd.  Aside  from  Doi,  none  of  the 
members  had  ever  shepherded  a 
;t  to  the  manufacturing  stage. 
)oi  was  taking  his  first  stab  at 
ting.  "People  thought  we  were  too 
t,"  says  Ikki  alumnus  Masao  Hori. 

saw  no  reason  why  we  should 
3d."  Sony's  computer  division, 
was  making  PCs  and  word  proces- 
ar  Japan,  was  particularly  hostile, 
ts  own  products  to  build,  it 
d  to  make  the  Ikki  ma- 
a  priority. 

t's  what  prompted  Doi's 
irtoon.  In  May,  1986,  it  won 
:ki  team,  then  numbering 
;  go-ahead  for  an  internal 
•e  company  to  produce  and 
lews.  The  drawback  was 
he  team  no  longer  could 
1  Sony's  corporate  facilities 
^velopment,  testing,  and 
'acturing.  Just  four  Ikki 
are  designers  had  to  com- 
;he  basic  workstation — and 
/  20  different  types  of  pe- 
al equipment  for  it.  Ikki's 
ire  aces  were  pressed  into 
5ive  effort  to  debug  a  Japa- 
mguage  Unix, 
ivc.  As  the  team  pushed  to- 
its  deadline  in  the  fall  of 
;he  windowless  Ikki  lab  be- 

a  bivouac.  Chairs  and 
doubled  as  cots,  and  make- 
cardboard  mattresses  ap- 
1.  Ikki  members  survived 
3  balls,  ice  cream,  and  vita- 
Irinks.  Team  leader  Hori 
,  hut  from  a  cardboard  box, 
3te  with  a  nameplate  and  a 
sline  for  his  socks.  "Hori 
valuable  lessons,  like  how 
ep  on  three  chairs,"  says 
li  Tezuka,  the  team's  Unix 

"He  also  offered  an  ad- 
i  course — two  chairs." 

Doi,  meanwhile,  the  most 
t  question  was  how  to  pro- 
and  sell  News.  Sony's  net- 
of  office  equipment  distrib- 

couldn't  do  it,  and  Doi 
I  the  funds  to  train  comput- 
alers  to  handle  News.  He 
d  to  build  News  worksta- 


tions for  Sun  and  Data  General  Corp.  to 
sell,  but  they  turned  him  down.  Finally, 
Software  Research  Associates'  Kishida 
came  to  the  rescue.  SRA  became  the  first 
News  dealer  and  introduced  Doi  to  40 
other  software  houses,  which  eventually 
wrote  200  applications  packages  for 
News.  When  test  units  were  available, 
Kishida  carefully  selected  50  top  univer- 
sity engineers  to  receive  free  machines, 
so  word  of  the  product  would  reach  the 
right  ears. 

The  official  debut  of  the  News  work- 
station, at  the  Tokyo  Data  Show  in  Octo- 
ber, 1986,  was  the  team's  big  payoff. 
Rumors  of  Sony's  workstation  had 
spread,  and  the  reaction  at  the  Tokyo 
Data  Show  was  exuberant.  "Ordinarily, 
you're  not  supposed  to  handle  the  mer- 
chandise at  a  show,"  says  Hori.  "But  we 
were  too  proud  to  stop  people.  In  fact, 
we  lined  up  five  machines  in  a  row,  then 
stood  in  front  shouting:  'Step  right  up 
and  try  one.  Sony  workstations!  They 
actually  run!'  " 


SONY'S  RISE 
IN  WORKSTATIONS 


SHIPMENTS  OF 
WORKSTATIONS 
IN  JAPAN 

□  SONY 

□  SUN  MICROSYSTEMS 

□  APOLLO' 

B  HEWLEn  PACKARD' 
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^EST. 


▲thousands  OF  UNITS 
'HP  AND  APOLLO  MERGED  IN  1989 


YEARS  ENDING  MAR.31 
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Thanks  in  part  to  aggressive  pricing, 
demand  was  overwhelming.  Nev/s  ran 
about  20%  faster  than  the  comparable 
Sun  3  and  sold  for  $12,000,  or  about  one- 
fifth  the  price  of  the  Sun  model.  Hitting 
the  market  in  January,  1987,  Sony  sold 
900  units  in  just  three  months,  putting  it 
slightly  behind  Sun  and  Apollo  for  the 
year  ended  Mar.  31,  1987. 

Victories  stacked  up  quickly.  The  low 
price  of  News  prompted  40  Japanese 
software  suppliers  to  write  desktop  pub- 
lishing packages  for  it.  And  demand  was 
so  strong  among  programmers  that 
News  stole  the  thunder  from  Sigma,  a 
$200  million  software  automation  project 
of  the  Ministry  of  International  Trade  & 
Industry  (MITI).  Sigma's  centerpiece,  a 
Unix  workstation,  came  out  four  months 
after  News — to  a  resounding  yawn. 
NEW  WAVE.  For  Doi,  upstaging  Sigma 
was  a  particular  coup.  He  had  petitioned 
MITI  to  let  Sony  work  on  Sigma.  But  the 
bureaucrats  had  excluded  consumer 
electronics  companies.  Today,  as  senior 
general  manager  of  Sony's  Com- 
puter Group,  Doi  heads  a  400- 
employee,  $190  million  operation. 
And  News  has  held  its  market 
share.  "That  tells  you  some- 
thing," says  Doi.  "Workstations 
remain  the  hottest  growth  sector 
of  the  Japanese  computer  mar- 
ket, and  even  now,  all  our  com- 
petitors are  American." 

But  News'  success  in  Japan 
has  given  Sony  no  grand  illu- 
sions about  its  role  in  computers. 
Moving  into  larger  office  sys- 
tems would  be  risky  and  expen- 
sive. Sony's  success  remains  lo- 
cal: After  two  years  in  the  U.  S., 
News  has  barely  gotten  off  the 
ground. 

So  Doi's  goal  now  is  to  catch 
the  new  wave  of  computing  that 
incorporates  elements  of  consum- 
er electronics  and  entertainment. 
"Computers  are  tools  that  handle 
logic,  but  they  ought  to  handle 
emotion,"  he  argues.  In  the  U.  S., 
companies  such  as  Apple,  IBM, 
and  Intel  are  chasing  the  dream 
of  multimedia  systems.  Sony  has 
advantages  in  high-resolution 
displays,  optical  disks,  and  high- 
fidelity  audio.  And  if  develop- 
ments such  as  high-definition 
television  blur  the  boundaries  be- 
tween computers,  TVs,  and  stere- 
os, Sony  has  a  treasure  chest  of 
programming  in  CBS  Records  Inc. 
and  Columbia  Pictures  Entertain- 
ment Inc.  "My  role  is  to  weave  in 
entertainment  to  make  comput- 
ers more  enjoyable,"  says  Doi. 
With  News  on  track,  he's 
ready  to  begin  reeling  in 
;    more  big  fish. 

By  Neil  Gross  in  Tokyo 
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Now  Kodak  copiers  have  outscored  every  other  high  volume  copier  in 
9  consecutive  Datapro*  User  Surveys.  And  who  knows  more  about 
copiers  than  customers? 

Since  1980,  Kodak  cofjiers  have  been  top-rated  in  every  Datapro  high  volume 
copier  User  Rating,  including  every  special  merit  award  for  overall  vendor 
satisfaction.  While  others  may  make  similar  claims,  our  ratings  are  based  on 
user  surveys  conducted  by  Datapro.  There  can  be  no  higher  compliment.  No 
stronger  evidence  of  our  dedication  to  total  customer  satisfaction.  Real 

customers  are  telling  us  that  we're  #1  in  customer  satisfaction,  in  reliability 
in  service,  in  copy  quality 

HI  /o'^  f/^^  Kodak  copier  family  of  customers  who  are 

^■^,_«,,_pP       '     not  just  satisfied,  but  delighted.  There's  a  Kodak  copier 

designed  for  every  need,  and  now  there's  a  great  way  to 
J  save  on  every  Kodak  copier 

n  Ca//  for  details:  1 800  255-3434,  Ext.  152. 


The  new  vision  of  Kodak 


f7i.ii)  Kodjk  Cnmpjnv, 


What  we  do  with  our  386-based  computers  is 
interesting.  What  you  do  with  them, even  more  so. 


At  NEC,  we  make  machines 
that  run  on  the  purest  and  most  pre- 
cious of  fuels.  The  human  mind. 

With  these  machines  you 
come  face-to-face  with  your 
dreams.  Whether  they  involve 
building  an  ocean-going  vessel  for 
that  once-in-a-lifetime  trip  around  the  world,  or  some- 
thing more  practical,  but  just  as  challenging,  like  com- 
plex financial  and  scientific  modeling. 

The  PowerMate®  386/25 
is  a  high-end  desktop  com- 
puter. Running  at  25  MHz, 
0  wait  states,  and  with  a  vari- 
ety of  NEC  high-speed  disk 
drives,  dreams  come  true  in 
a  hurry  with  this  nsju  hine. 


PdWi-rMnlt  SX  Plux 


It's  also  the  perfect  network  file  server. 

The  PowerMate  SX  Plus  has  a  386SX^"  CPU  that 
runs  at  16  MHz.  It  ideally  positions  you  to  run  all  of 
today's  386  software  as  well  as  tomorrow's.  And  it  has 
one  of  the  most  popular  features  in     .  ^ 
the  computer  industry:  386  power 
without  the  386  price.  Ditto  for  the     I  ^1^1  i 
PowerMate  Portable  SX.  And  being  a 
portable,  you  can  take  this  machine 
anywhere  your  dreams  may  lead  you. 

As  you  can  see,  NEC  has  certainly  done  a 
lot  with  these  machines  (you  might  expect  that 
from  a  $24  billion  world  leader  in  computers  and 
communications).  But  it 
doesn't  compare  to  what 
you'll  do  with  them. 
WE'RE  MAKING  THINGS  BETTER  FOR  YOU. 


PowerMate 
Portable  SX 


SEC 


NEC  Technologies,  Inc.,  1414  Massachusetts  Ave.,  Boxborough,  MA  01719.  1-800-NEC-INFO.  In  Canada,  1-800-343-4418. 

^  Copyright       NB('  Tk-hnologies,  Inc.  Powertlate  is  a  registpred  trademark  of  NEC  (Vnp  38(iSX  is  a  trademart  of  Intel  Corp  Persona]  Designer  software  compliments  of  Pnme  t'4^)mputer. 


GBETS 

I A  LITTLE  ENGINE 


lese  and  U.  S.  carmakers  are  racing  to  perfect  the  two-stroke 


ntil  a  month  ago,  Chrysler 
wouldn't  even  talk  about  it.  GM, 
too,  was  cagey.  But  amid  the 
lights,  glitz,  and  chrome  at  the 
American  International  Auto 

in  Detroit's  Cobo  Hall,  there  they 
experimental  cars  powered  with 

foke  engines. 

T  the  secrecy?  Simple.  Japanese, 
can,  and  European  auto  makers 
mpeting  fiercely  to  perfect  a  new 
ition  of  two-stroke  engines.  Once 


Orbital  announced  it  would  convert  a 
former  GM  factory  in  Tecumseh,  Mich., 
to  build  two-strokes  for  an  unidentified 
European  car  company  by  1993. 

Meanwhile,  Japanese  carmakers 
Toyota  Motor  Corp.  and  Fuji  Heavy  In- 
dustries Ltd.,  maker  of  Subaru  cars,  re- 
cently unveiled  their  own  two-stroke  en- 
gine designs.  Fuji  says  it  plans  a 
production  version  by  1993.  Toyota  is 
eyeing  the  lucrative  U.  S.  full-size  pickup 
market  for  a  two-stroke-powered  model 


ONCEPT  CAR  AND  ENGINE:  TWO-STROKES  HAVE  FEWER  MOVING 
AND  SAVE  GAS— BUT  MAY  FAIL  FUTURE  EMISSIONS  STANDARDS 


1  to  snowmobiles,  lawn  mowers, 
lainsaws,  two-cycles  have  been  too 
ned  and  polluting  for  most  cars. 
1  the  1990s,  auto  makers  believe 
ne  engines  could  have  a  profound 
Their  simple,  compact,  and  light- 
t  design  may  radically  alter  the 
of  automobiles. 

race  to  build  practical,  low-pollut- 
o-stroke  auto  engines  was  sparked 
Dital  Engine  Co.  The  scrappy  Aus- 
1  company  pioneered  a  sophisticat- 
)-stroke  design,  dubbed  the  Orbital 
!,  that  significantly  reduced  emis- 

In  the  past  two  years,  General 
3  Corp.  and  Ford  Motor  Co.  have 
!d  Orbital's  combustion  and  fuel- 
Dn  knowhow.  And  last  summer, 


in  the  mid-90s.  And 
in  Europe,  Peugeot 
and  the  French  Pe- 
troleum Institute  are 
working  on  a  hybrid  two-stroke  engine. 
"Suddenly,  everybody  and  his  dog  has  a 
two-stroke  engine,"  grouses  Ralph  T. 
Sarich,  inventor  of  the  Orbital  engine, 
who  had  hoped  his  design  would  domi- 
nate the  world  market. 

The  attraction  of  two-strokes  is  that 
their  simplicity,  small  size,  and  efficien- 
cy could  save  manufacturers  $200  to 
$400  per  car.  The  engines  have  about  200 
fewer  components  than  a  conventional 
engine,  in  part  because  they  lack  moving 
intake  and  exhaust  valves.  They  also 
produce  about  50%  more  power,  since 


each  cylinder  fires  twice  as  often  as  in  a 
four-stroke.  Yet  Orbital's  1.2  liter  engine 
weighs  just  90  pounds,  compared  with 
about  280  pounds  for  a  four-stroke  en- 
gine of  similar  power. 

Fuel  savings  could  amount  to  20% — a 
big  consideration  as  federal  lawmakers 
push  for  significantly  higher  fuel  econo- 
my standards.  Because  the  two-stroke 
engine  is  so  compact,  designers  also 
have  much  greater  freedom — they  can 
devote  less  space  to  the  engine  and  more 
to  passengers.  "What  you  can  do  with 
two-stroke  engines  is  amazing,"  says 
David  E.  Cole,  head  of  the  University  of 
Michigan's  Office  for  the  Study  of  Auto- 
motive Transportation. 
SMOGBUSTERS.  Sophisticated  electronic 
controls  make  the  new  two-stroke  de- 
signs feasible.  Older  two-stroke  designs, 
such  as  the  smoke-belching.  East  Ger- 
man-made Trabant  cars,  are  heavy  pol- 
luters. To  reduce  emissions.  Orbital  pio- 
neered the  technique  of  injecting  a  fine 
mixture  of  fuel  and  air  directly  into  the 
cylinder  an  instant  before  combustion. 
That  keeps  unburned  fuel  from  mixing 
with  exhaust  and  spewing  into  the  atmo- 
sphere, where  it  can  form  smog.  The 
Orbital  engine  and  most  other  designs 
use  compressed  air  to  force  exhaust  out 
of  the  cylinder.  However,  Chrysler 
Corp.'s  version  takes  the  opposite  ap- 
proach, sucking  exhaust  gases  from  the 
cylinder  with  an  external  pump  that 
works  like  a  turbocharger  in  reverse. 

Toyota,  too,  is  taking  a  different 
tack — one  that  may  give  it  an  edge  in 
this  race.  It  is  working  on  both  gas  and 
diesel  two-strokes  adapted  from  exist- 
ing, overhead-valve  four-stroke  engines. 

Although  the  design 
sacrifices  some  of 
the  inherent  simplic- 
ity and  compactness 
of  most  two-strokes, 
the  engines  rely 
more  on  proven  tech- 
nology. They  still  de- 
liver lots  of  power  at 
low  engine  speeds. 
Toyota  also  reports 
that  its  two-strokes 
generate  only  one-fifth  the  vibration  of 
conventional  four-stroke  engines — desir- 
able especially  in  luxury  cars,  another 
market  the  company  is  considering  for 
the  engines. 

For  all  their  progress,  however,  car- 
makers may  face  a  significant  hurdle. 
New,  stricter  emissions  standards  in  the 
revised  Clean  Air  Act  likely  to  pass  Con- 
gress this  year  may  slow  introduction  of 
the  engines.  Proposals  being  considered 
by  the  House  of  Representatives  and  the 
Senate  mandate  cutting  nitrogen  oxide 
(NOX)  emissions  to  levels  that  may  be 
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Project  Management: 
Art,  Science  or  Bull? 

Running  a  project  well  demaiids  a 
special  blend  of  make-it 
happen  skills.  No 
manager  can  bring  it 
all  together  consis- 
tently by  depending  on 
intuitive  artistry,  rigid 
technique,  or  enthusiastic 
hoorays  and  hoopla. 

What's  it  like  in  your 
company?  How  well  are 
your  projects  running? 
How  sure  are  you  that 
you  are  receiving  the  quality  information 
needed  to  understand  issues,  make 
judgements,  choose  among  alternatives? 

Disciplined  project  management  is  an 
intelligent  framework  in  which  to  judge 
progress,  ask  questions  and  verify  answers. 


As  the  leading  developer  of 
project  management  software,  we'd  like 
to  send  you  our  free  booklet:  "Making  It 
Happen:  A  Senior  Executive's  Guide  to 
Project  Management. " 

Because  the  future  is  too  important  to 
let  it  happen  by  itself. 


Help  me  "make  it  happen." 
Please  send  me  your  FREE  booklet. 

Name  

Title  


Company_ 
Address  _ 
City  


State. 


-Zip_ 


PRIMAVERA  SYSTEMS,  INC. 

Project  Management  Software 
Two  Bala  Plaza,  Bala  Cynwyd,  PA  19004 
(800)  423-0245  'In  PA  (215)  667-8600 

FAX:  (215)  667-7894 
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beyond  current  two-stroke  technologi 
The  high  level  of  oxygen  in  two-stro 
exhaust  makes  it  impossible  to  redi 
the  smog-producing  chemicals  with  ci 
ventional  catalytic  converters.  "We' 
still  worried  about  NOX,"  says  Donald 
Runkle,  head  of  GM's  research  staff. 

In  addition,  proposed  regulatioi 
would  require  cars  to  meet  emissio. 
standards  for  100,000  miles,  twice 
long  as  current  law.  Cars  pollute  mn 
as  they  age,  and  manufacturers  compc 
sate  for  such  deterioration  in  designii 
pollution-control  equipment.  How  mui 
two-stroke  emissions  will  slip  with  use 
not  yet  clear.  Indeed,  GM  hasn't  starti 
road  tests  for  emissions  durability.  Ai 
the  Orbital  engine's  lengthiest  durabili 
run  so  far  is  just  10,000  miles. 

Uncertainty  over  future  U.  S.  em; 
sions  rules  could  delay  full-scale  comm 
iTients  to  two-cycle  engine  programs 
Detroit.  "Regulations  are  running  fast 
than  our  technology  development,"  sa; 


VOYAGER  Hi: 
NOW  nKI'S 
A  CONVERTIBLE 


ost  of  Detroit's  concept  cj 
I  sleek  speedsters  packed  wi 
Iwhiz  technology.  But  CI 
Corp.'s  latest  car-of-the-future  literal^ 
apart  at  the  seams. 

The  Voyager  III,  unveiled  at  the 
American  International  Auto  Show  in 
on  Jan.  6,  splits  in  two.  The  front  h 
nimble,  104-inch-long  three-seat  cot 
car  powered  by  a  four-cylinder,  low-en 
propane  engine.  Back  it  into  the  s 
rear  module,  though,  and  the  commut 
rear  tires  retract  up  into  the  whe 
while  the  rear  wall  flops  back  to  becc 
floor.  Voila!  It's  a  minivan,  with  a 
four-cylinder  gasoline  engine  in  tl" 
module  for  extra  power  when  the  van 
ed.  The  combined  vehicle  is  only 
longer  than  today's  Plymouth  Grand 
er  minivan. 

UNANSWERED  QUESTIONS.  Chrysler 
President  Robert  A.  Lutz  toyed  with  t 
for  such  a  hybrid  for  a  number  of  ye 
saw  motor  homes  towing  cars  and  grit 
cities  from  Tokyo  to  Paris  to  Los  A 
"Is  there  a  rational  way  to  have  a 
that's  more  when  needed  and  less 
needed?"  he  wondered.  About  10 
ago,  he  asked  his  engineers  to  build  V 
III. 

They  faced  formidable  hurdles.  Th 
neers  had  to  ensure  that  the  combine 
body  was  structurally  sound  without  s 
in  the  "docking  ring"  joints.  They  also 
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A  LONG-TERM  LEADER 


,r  0.  Simko,  manager  of  Ford's  en- 
•esearch  department.  Detroit  is  par- 
rly  wary  of  risky  ventures  while 
iles  are  on  the  skids  and  hefty  re- 
eclipse  profit  margins.  All  of  the 
'hree's  North  American  auto  busi- 
s  lost  money  in  the  third  quarter, 
ourth-quarter  results  will  likely  be 
of  the  same. 

NG  CATCH-UP.  Japanese  car  compa- 
lave  been  more  willing  to  take  the 
of  bringing  new  technology  to  mar- 
uickly.  In  the  mid-1980s,  for  in- 
5,  Toyota  and  others  pioneered  the 
pread  use  of  more  powerful  multi- 
engines.  Detroit  tried  to  ignore  the 
—and  is  now  hustling  to  catch  up. 
a  time  when  the  American  auto 
try  is  in  retreat,  winning  the  two- 
;  race  could  give  Detroit  a  signifi- 
idge.  But  that  won't  be  easy.  Only 
inies  that  keep  their  R&D  machines 
ng  at  full  throttle — even  in  hard 
— can  hope  to  stay  in  the  contest. 
Daind  Woodrujf  in  Detroit,  with  bu- 
"■eports 


to  mesh  power  from  two  engines 
d  yet  not  have  the  result  look  like 
•ailer.  Some  of  the  problems  have 
1  But  docking  isn't  easy.  After 
oacks  the  commuter  car  to  within 
es,  the  van  section  is  rolled  for- 
nd.  Once  they  are  nearly  engaged 
motor  pulls  them  together.  And 
tions  remain:  How  would  govern- 
ators  tally  its  emissions  and  fuel 
How  would  insurance  companies 
tiere  do  you  put  the  license  plates'? 


[UP,  OR  A  20-PERSON  BUS 


nits  that  even  if  the  regulatory 
e  clarified,  it  would  take  about 
3  to  engineer  Voyager  HI  proper- 
is  still  thinking  up  new  variations, 
iter  car  could  be  driven  by  alterna- 
or  even  electricity.  Given  a  stan- 
)cking  ring,  the  rear  module  could 
y  from  minivan  to  camper  to  pick- 
20-person  bus.  "It's  a  vehicle  that 
i  questions  than  it  answers,"  Lutz 
concedes.  "That's  kind  of  the 

By  James  B.  Treece  in  Detroit 


Magellan:  #1  for 
Long-Term  Growth. 

Fidelity  Magellan  Fund  is  ranked  #1  of  all  mutual  funds  for  10  and  15  year 
performance  ended  9/30/89.*  And  Magellan  has  outperformed  9"%  of  all 
funds  for  5  years  and  94%  of  all  funds  for  1  year.*  Of  course  past  perfor- 
mance is  no  guarantee  of  future  results.  But  if  you're  looking  for  an  aggressive 
growth  fund,  look  at  the  record.  There  is  only  one  Magellan  Fund. 

*Thefimd  is  ranked  #1  oulof -id^  funds,  #1  oiiKif      funds,  #21  out  uf  "10  funds  and  #9Souti)f  IdlO  funds 
for  IS,  10,  S  and  1  \ear  performance  for  peri(jds  ending  WMVW  according  to  Lipper  .\nalytical 
Services,  Inc.,  an  mdependenl  nnitual  fund  performance  nmnilor. 


1-800-544-6666   24  hours 


Fidelity  Magellan  Fund,  fo  r  more  coiiipiete  iiilnrmatioii, 
including  manageiiifiu  fees,  e\peii.ses  unci  llie  fund's  .-i"  .  sales  charge,  call  or  write  for  a 
free  prospectus.  Please  read  it  carefully  before  investing  or  sending  money,  Fidelitv 
Distributors  Corporation  (General  Distribution  .\gent),  P,0,  Box  (i(iO(i()3,  Dallas,  TX 
7526(1(1603  Service  for  the  hearing  impaired,  TDD/1-800-544-0118. 
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Investments  ® 

CODE:  BW/MAG/011590 


McGRAS^-HILL 


It's  up-to-the-minute  business  news.  Online  and  in  time 
for  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI,Telemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call  jj| 
us  toll-free  at  1-800-426-0647.  And  get  the  news. 
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ONSIDERING  WHERE  MOST 
PEOPLE  LEARN  TO  DRIVE. 
MAYBE  YOU  SHOULD  CXNISIDER 

pviNGAvoiya 

According  fo,  lli^feional  S^^^^  longevity  and  above  all,  passenger  safely.  So  its 


average  driver  wijl  be^P^ved  in  an  automobile  a  car  r 
accident  once  every  fiiteears.  its  pas 

Which  is  a  very  good*^as()n  for  driving  a  Volvo.  Ma 
Throughout  the  yearsM)ivo  has  come  to         as  bun 
epitomize  a  commitmentWiQuality;  A/'OUVO 

' '  A  cai  yt)u  can  believe  iO|s 


a  car  not  only  designed  to  last  long,  but  to  help 
its  passengers  do  the  Scime. 

Maybe  that's  why  we  likelo  think  of  Volvos 
as  bumper  cai-s  that  can  help  protect  you  on  a 
ro     ride  in  the  real  world.  A 


CALL  TOLL  FREE  FOR  YcSp  CATALOG  OF  1990  VOLVOS:  1-800-221-9)36.  ©  1989  VOLVO  NORTH  AMERICA  CORPORATION. 
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)  BY  OTIS  PORT 


THE  PRICE  TAG, 

N  ASK  IT  A  QUESTION 


The  sight  of  custom- 
ers rummaging 
through  supermarket 
shelves  for  packages 
that  still  carry  older 
and  lower  price  stick- 
ers may  soon  be  but 
a  memory  of  the  past. 
Several  chains  are 
experimenting  with 
electronic  systems  that 
will  do  for  package 
pricing  what  automat- 
.nners  have  done  at  checkout  counters, 
ead  of  printed  prices  slapped  on  the  front  edge  of 
s  by  stock  clerks,  each  product's  cost  is  displayed  on  a 
crystal  display — the  same  kind  of  screen  found  on  most 
;  calculators.  The  LCDs  are  linked  to  the  store's  comput- 
when  a  price  is  changed,  it  is  instantly  relayed  to  the 
)nic  shelf  display  and  to  the  checkout  registers, 
iddition  to  prices,  some  LCDs  can  provide  other  data  at 
ish  of  a  button,  such  as  cost  per  serving  or  coupon 
nts.  And  the  version  developed  by  Telepanel  Inc.  in 
lam,  Ont,  even  counts  the  number  of  times  shoppers 
the  buttons  on  each  display.  That  helps  the  store  gauge 
-ner  interest  in  a  product.  Other  suppliers  include  Epsi 
3  USA,  a  Huntington  (N.  Y.)  subsidiary  of  the  Paris  com- 
.hat  leads  the  competition  in  Europe;  PriceLink  in  Santa 
Calif.;  and  Graphic  Technology  Inc.,  of  Olathe,  Kan. 


V,  CHEAP  AND  EASY 

OR  PRINTS  FROM  A  VIDEO 


ture  this:  producing  color  prints  from  your  favorite 
3me  videos,  videotapes,  or  live  TV  shows  in  90  seconds, 
igh  video  printers  have  been  available  for  about  five 
most  cost  several  thousand  dollars  and  are  quite  cum- 
ne.  Now,  Sears,  Roebuck  &  Co.  and  Hitachi  Ltd.  have 
d  up  to  market  a  consumer  video  printer  that  is  no 
•  than  a  vcR  and  sells  for  $999. 

:reate  a  print,  you  freeze  the  desired  image  on  a  TV  or 
iter  monitor  and  adjust  its  color,  contrast,  and  bright- 
vith  the  video  printer's  controls.  At  the  push  of  a  button, 
aage  is  transferred  onto  special  thermographic  paper 
Eastman  Kodak  Co.,  producing  a  4-by-5y2-inch  color  print 
irable  in  quality  to  instant-print  film.  Sears,  the  first 
retailer  to  market  the  Hitachi  machine,  is  selling  the 
r  through  this  year's  Wish  Book  catalog  and  its  444 
Central  consumer-electronics  outlets. 


r  WHEN  COLD  FUSION 

KED  DEAD  IN  THE  WATER . . 


ovember,  cold  fusion  seemed  to  get  the  kiss  of  death — 
exhaustive  study  summarized  in  Nature  magazine  attrib- 
,he  fuss  early  last  year  to  sloppy  laboratory  procedures, 
ow,  two  Japanese  research  teams  say  they  have  turned 
id  evidence  of  fusion  in  a  jar.  And  two  U.  S.  laboratories 
'ound  new  signs  that  tabletop  fusion  might  prove  to  be  a 
cal  source  of  energy. 


Both  Jajianese  groups  detected  high  levels  of  neutron  radia- 
tion, a  telltale  signal  that  fusion  has  occurred.  The  lack  of 
neutron  emissions  in  many  previous  experiments  is  a  chief 
reason  for  skepticism  among  physicists  regarding  the  claims 
made  last  March  by  chemists  B.  Stanley  Pons  and  Martin 
Fleischmann.  But  physicists  at  Nagoya  University  say  they 
found  neutron  spurts  up  to  20,000  times  higher  than  normal — 
and  researchers  at  Osaka  University  report  neutron  counts  of 
2.5  million  times  normal. 

Meanwhile,  scientists  at  Oregon  State  University  and  Oak 
Ridge  National  Laboratory  say  their  experiments  have  pro- 
duced inexplicable  bursts  of  excess  heat  that  lasted  for  up  to 
two  weeks.  Wary  of  the  intense  criticism  leveled  at  Fleisch- 
mann and  Pons,  the  U.  S.  researchers  postulate  that  the  sur- 
plus heat  may  stem  from  some  as  yet  unknown  process. 


LASERS  MAY  MAKE  THE  BIOPSY 
A  THING  OF  THE  PAST 


Israeli  scientists  have  unveiled  a  new  way  to  detect  most 
types  of  cancer:  Just  shine  a  laser  beam  on  a  treated  sample 
of  blood  cells.  The  technique  could  not  only  end  the  need  for 
most  biopsy  surgery  but  also  spot  cancer  earlier. 

The  test  is  based  on  the  reaction  of  white  blood  cells  to 
cancer.  When  lymphocytes  from  a  blood  sample  are  exposed  in 
test  tubes  to  cancer  antigens,  those  that  have  previously  en- 
countered the  cancer  undergo  a  structural  change.  This  reac- 
tion shows  up  when  the  lymphocytes  are  tagged  with  a  fluo- 
rescent marker  and  examined  under  laser  light. 

In  tests  at  Tel  Aviv's  Ichilov  Hospital,  the  procedure  has 
been  almost  98%  accurate  in  detecting  colon,  lung,  and  breast 
cancers  in  2,000  patients.  Those  three  cancers  represent  907"  of 
all  malignancies.  Israel  Aircraft  Industries  is  now  developing  a 
machine,  dubbed  the  Cytoscan,  to  test  up  to  120  blood  samples 
an  hour.  Arye  Weinreb,  head  of  the  research  team  at  Bar  Ilan 
University  that  developed  the  test,  predicts  that  the  $175,000 
Cytoscan  will  be  on  the  market  within  three  years. 


KEEPING  HAIR  IN  PLACE 
^WITHOUT  MESSING  UP  THE  AIR 


What's  the  second-largest 
source  of  air  pollution 
from  consumer  products  after 
drying  paint?  According  to  a 
study  by  the  California  Air  Re- 
sources Board,  it's  hair  spray. 
These  grooming  aids  burden 
California's  air  with  27  tons  of 
noxious  fumes  every  day — 
only  two  tons  less  than  paints. 
Nonaerosol  "pump"  sprays  are 
the  worst  offenders,  since  they 
contain  more  alcohol  solvent 
than  many  aerosol  sprays. 

So,  Cosmosol  Ltd.,  a  White 
Plains  (N.  Y.)  startup,  figures 
the  time  is  ripe  for  New  Idea,  a  hair  spray  that  coiiLains  no 
alcohol.  Invented  by  Stephen  Shemov,  former  director  of  aero- 
sol research  at  Faberge  Inc.,  New  Idea  will  arrive  in  stores 
this  spring.  Its  secret:  a  new  water-soluble  formulation  based 
on  dimethyloxide,  a  propellant  that  doesn't  threaten  the  ozone 
layer.  Each  spritz  releases  only  20%  to  40%-  as  much  of  chemi- 
cal pollutants  as  other  aerosol  sprays,  Cosmosol  claims.  New 
Idea  will  cost  more,  but  the  company  says  the  product  is  so 
concentrated  that  each  can  will  last  twice  as  long. 
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Investing 


EVEN  INDEX  FUNDS 
CAN  BE  UNPREDICTABLE 


It  seems  so  simple.  Instead 
of  gamblinji;  on  a  fund 
manager's  stock-picking 
expertise,  you  put  your  mon- 
ey into  an  index  fund.  The 
fund  buys  shares  in  the  com- 
panies that  make  up  a  market 
barometer,  such  as  tlie  Stan- 
dard &  Poor's  GOO-stock  index, 
the  Wilshire  4500,  or  various 
international  indexes.  And  if 
the  index  goes  up,  the  value 
of  your  fund  marches  right 
along  with  it. 

Or  does  it?  Although  adver- 
tised as  replicas  of  market  in- 
dexes, most  index  funds 
aren't  mirror  images  of  their 
indexes  at  all.  They  can  do 
better — or  worse — than  the 
market  (table).  One  obvious 
reason  is  that  few  own  all  the 
stocks  in  the  index.  But,  more 
important,  many  fund  manag 
ers  fear  that  if  they  mimic  an 
index  precisely,  shareholders 
could  get  burned  in  a  down- 
turn. So,  some  augment  their 
funds  with  financial  instru- 
ments such  as  options  and  fu- 
tures contracts. 
PREMIUMS.  This  can  help — or 
hurt.  Peter  Thayer,  portfolio 
manager  of  the  Gateway  Oji- 
tion  Index  Fund,  invests  in  all 
the  stocks  in  the  S&P  100.  He 
also  sells  call  options  on  the 
index.  These  options  give  the 
buyer  the  right  to  acquii-e 
shares  of  stock  at  a  predeter- 
mined price  before  a  specified 
deadline.  Buyers  of  call  op- 
tions think  the  market  is  go- 
ing to  go  up;  sellers  simply 
keep  the  premiums  if  it  dro{)s 
or  stays  flat. 

Because  of  the  prolonged 
bull  market,  this  strategy  has 
kept  Gateway  Option  from 
besting  the  S&P  100.  "We've 
sold  away  some  of  the  upside 
potential"  concedes  Thayer. 
"There  are  years  when  the 
market  just  explodes,  and  we 
don't  keep  up." 

Other  fund  managers  don't 


match  their  indexes  because 
they  buy  only  a  sampling  of 
the  index  stocks,  claiming  it's 
too  expensive  and  time  con- 
suming to  buy  them  all.  If 
they  can  avoid  the  laggards  in 
their  index,  investors  will 
cheer.  But  sometimes  their 


sampling  of  stocks  doesn't  do 
as  well  as  the  index. 

If  you're  not  necessarily 
getting  the  index,  why  bother 
investing  in  an  index  fund? 
There  are  several  advantages. 
For  one,  they've  been  very 
hot  during  the  bull  market. 


The  S&P  500  was  up  29.4%  i 
1989  and  the  S&P  100  was  u 
26.8%'.  By  contrast,  the  ave: 
age  equity  mutual  fun 
gained  19.7%-  over  the  sam 
period,  according  to  fun 
watchers  at  Chicago's  Mori 
ingstar.  Even  if  an  index  fun 
only  came  close  to  matchin 
its  index,  investors  woul 
have  profited  nicely. 

The  funds  are  also  relativi 
ly  inexpensive.  Althoug 
some  have  sales  fees  of  up  t 
4.75%,  most  are  no-load  an 
have  low  management  fees 
the  theory  being  that  there' 
not  much  managing  to  do. 
PLAIN  VANILLA.  Since  eac 
fund  has  a  different  strateg 
for  following  its  index,  rea 
the  prospectus  carefully.  1 
will  say  whether  a  fun 
hedges  with  options  or  invest 
only  in  stocks.  It  also  shoul 
tell  you  how  large  a  sampl 
the  fund  holds. 

Be  sure  to  find  out  hoi 
much  cash  the  funds  keep  o 
hand  for  redemptions.  Rougl 
ly  U7<  in  cash  is  average  fo 
equity  mutual  funds,  accon 
ing  to  the  Investment  Compj 
ny  Institute  in  Washingtor 
D.  C.  Index  funds  tend  t 
keep  much  less — about  1?- 
Some,  such  as  the  Vanguar 
Index  Trust  500  Portfolio,  ar 
fully  invested  at  all  times  an 
have  to  sell  stock  to  redeer 
shares.  Others,  like  Principj 
Preservation  S&P  100  Plu 
Portfolio,  keep  as  much  as  Z 
on  reserve.  Low  cash  reserve 
can  be  a  plus,  since  mutm 
funds  typically  put  their  extr 
money  in  Treasury  bills 
which  don't  achieve  stella 
returns. 

Over  the  past  decade,  inde 
funds  that  hedge  the  leas 
have  done  the  best.  Var 
guard's  Index  Trust  500,  th 
oldest  and  largest  index  func 
has  long  been  one  of  the  to 
performers.  It  has  gaine 
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HOW  SOME  BIG  INDEX  FUNDS  STACK  UP 


over  the  past  10  years, 
liling  the  S&P  500's  10- 
jturn  of  353.27'.  "We 
'vanilla'  index  fund, 
don't  take  bets  what- 
"  explains  Gus  Sauter, 
anages  the  fund  for 
ird. 

fund's  charter  allows 
to  trade  stock-index 
and  options,  but  he 
he  leeway  sparingly, 
index  futures  only 
they  become  cheaper 
leir  underlying  stocks, 
/es  him  immediate  par- 
)n  in  the  market — at  a 
t.  Then  he  gradually 
■  his  futures  holdings 
places  the  contracts 
e  actual  stocks. 


Net  fund  assets 

Millions  of  dollars 

1989  total  return 

Percent 

S&P  500  FUNDS 

VANGUARD  QUANTITATIVE  PORTFOLIOS 

$170.4 

29.6% 

S&P  500 

29.4 

VANGUARD  INDEX  TRUST  500 

1,686.8 

29.1 

COLONIAL  U.S.  EQUITY  INDEX  TRUST 

34.9 

26.9 

S&P  100  FUNDS 

S&P  100 

26.8 

PRINCIPAL  PRESERVATION  S&P  100  PLUS 

$20.4 

22.6 

RUSHMORE  STOCK  MARKET  INDEX  PLUS 

30.8 

21.6 

GATEWAY  OPTION  INDEX  FUND 

28.0 

18.4 

*Through  Dec.  22,  1989,  with  dividends  reinvested 

DATA 

MORNINGSTAR  INC. 

A  few  funds  come  close  to 
owning  all  of  the  stocks  in 
their  index.  One  of  them  is 
Colonial  U.  S.  Equity  Index.  It 
owns  487  of  the  S&P  500 


stocks,  and  it  doesn't  hedge. 
"We're  just  a  buy-and-hold 
fund,"  says  Stephen  Lanzen- 
dorf.  Colonial's  portfolio  man- 
ager. "Why  make  things  com- 


plicated?" His  fund  returned 
26.9'X'  in  1989,  somewhat  be- 
low the  S&P  500.  The  fund's 
results  are  hurt  by  the  fact 
that  it's  in  so  many  stocks, 
which  means  it  has  hefty 
transaction  costs. 

Principal  Preservation  S&P 
100  Plus  takes  a  much  more 
cautious  approach.  It  routine- 
ly hedges  by  buying  and  sell- 
ing options.  Although  the 
fund  beat  the  S&P  100  in  1988, 
it  underperformed  in  1989. 
"It's  hard  to  keep  up  with  a 
raging  bull  market,"  says 
portfolio  manager  Jim  Rullo. 
But  should  the  market  go 
down,  investors  in  funds  such 
as  Rullo's  will  be  glad  they've 
hedged.  Laura  Zinn 


rhen   the  weather 
outside  is  frightful, 
the  fire  is  so  de- 
— unless  you've  got  a 
:tioning  fireplace.  Yet 
hope:  The  art  of  get- 
1  old  hearth  to  blaze 
las  made  great  strides 
)ast  few  years. 
)est  source  of  help  is  a 
sweep.  Though  once 
defunct,  the  profession 
'ived  over  the  past  15 
■thanks  to  the  mania 
ng  up  old  houses 
irtments,  and  the 
crisis.  The  Na- 
Chimney  Sweep 
301  774-5600)  in 
Md.,  maintains 
of  restoration 
sts. 

y's  sweeps  have 

!nal  of  space-age 

;  their  disposal — 

ling  from  flexible 

^  liners  to  "chim- 
videocam  scan- 

at  seek  out  hard- 
cracks.  Still, 

;ing  the  problems 

:akes  "incredible 

ve  work,"  says 

[c  Knight  of  Irish 

in  Oakland,  Calif. 

rxACK.  The  diag- 

tarts  with  an  in- 

1  and  basic  clean- 
a  few  lucky  cases,  a 

veeping  is  all  that's  re- 
It  takes  about  an  hour 

jnerally  costs  $50  to 

But  things  get  more 

;ated  if  the  fireplace 

been  used  for  awhile. 

ewer  of  Magic  Sweep 


Home 


HOW  DO  YOU  MEHD 
A  BROKEN  HEARTH? 


in  Norfolk,  Va.,  once  did  a 
fireplace  that  had  been  closed 
for  30  years.  "It  took  the  bet- 
ter part  of  a  day"  just  to  dis- 
lodge the  debris  that  had  ac- 
cumulated inside,  he  recalls. 
Then  the  actual  restoration 


stack.  But  this  costly  proce- 
dure often  involves  tearing  up 
the  entire  chimney.  Sweeps 
prefer  the  newer,  neater 
method  of  simply  inserting  a 
tube  down  the  chimney.  These 
tubes  are  made  of  stainless 


Mc  KNIGHT:  SPOTTING  FIREPLACE  PROBLEMS  TAKES  "INCREDIBLE  DETECTIVE  WORK 


work  begins.  One  of  the  most 
common  jobs  is  relining  the 
flue,  or  lining  it  in  the  first 
place:  Flue  liners  didn't  be- 
come common  until  the  1940s. 

Flues  can  still  be  lined  the 
old-fashioned  way:  using  clay 
tile  to  build  a  stack  within  a 


steel  (never  regular  steel, 
which  rusts)  or  a  concrete-like 
"cast-in-place"  material.  Al- 
though the  cast  tube  is  more 
costly — at  least  $1,500,  double 
the  price  of  steel — some 
sweeps  prefer  it:  "You're  add- 
ing structural  integrity  to  the 


chimney,"  says  Brewer.  How- 
ever, smaller  or  oddly  bent 
flues  usually  require  the  more 
flexible  steel. 

The  firebox  is  another  prob- 
lem area.  Bricks  can  get 
cracked,  especially  if  they 
aren't  heat-resistant  firebrick. 
Mortar  may  need  grouting, 
and  foundations  can  be  dis- 
lodged by  shifts  in  the 
ground.  Rebuilding  a  firebox 
can  run  from  $350  to  $1,150 
and  is  one  of  the  more  pains- 
taking tasks — especially 
if  the  brickwork  is  laid 
in  an  intricate  pattern, 
says  Victor  Imgarten  of 
St.  Louis'  Clean  Sweep. 
Duplicating  such  de- 
signs can  take  a  week. 

The  average  full  res- 
toration in  a  two-story 
suburban  home  takes 
three  days  and  costs 
roughly  $2,000  to  $3,000. 
But  that  figure  quickly 
jumps  if  a  chimney 
mounts  several  floors, 
takes  an  unusual  curve, 
or  has  multiple  flues 
feeding  into  a  central 
stack.  Even  so,  restor- 
ing an  old  fireplace  is  al- 
most always  less  expen- 
sive than  acquiring  a 
new  one,  since  new  ones 
frequently  have  to  be 
custom-built. 

Sweeps  can  also  add  de- 
vices such  as  grate  fans  and 
glass  doors  to  improve  energy 
efficiency.  When  they're  done, 
light  the  fire,  sit  back,  and  let 
it  snow,  let  it  snow,  let  it 
snow.  Troy  Segal 
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Smart  Money 

WHEN  CONVERTIBLES  AREN'T  ALL 
THEY'RE  CRACKED  UP  TO  BE 


With  the  economy  get- 
ting weaker,  Wall 
Street  is  awash  in  uncertain- 
ty. What's  an  investor  to  do? 
If  you  are  risk-averse,  the 
conventional  wisdom  is  to 
buy  convertibles — bonds  or 
preferred  shares  that  can  be 
converted  into  common 
stock.  You  lose  the  big  re- 
turns of  stocks,  but  you 
won't  get  shellacked  on  the 
downside. 

This  time,  though,  the  con- 
ventional wisdom  may  be 
best  ignored.  Over  the  past 
few  years,  mutual  funds  that 
invest  in  convertible  securi- 
ties have  lagged  behind  both 
bonds  and  stocks. 

Convertible  securities  usu- 
ally sell  for  more  than  the 
value  of  the  underlying 
stock,  but  they  pay  interest. 
Thus,  these  hybrid  instru- 


Only  a  handful  of 
the  funds  have 
met  expectations 


ments — issued  mainly  by 
smaller  companies — combine 
the  income-producing  aspects 
of  a  bond  with  the  apprecia- 
tion potential  of  a  stock.  The 
idea  is  that  the  yield  will 
compensate  investors  for 
any  downside  risk. 

But  in  the  three-year  peri- 
od ended  in  November,  con- 
vertible-bond funds  posted  a 
total  return  averaging  6.57<  a 
year.  In  contrast,  price 
changes  and  income  on  in- 
vestment-grade, tax-exempt 
bond  funds  averaged  (xS'A, 
and  equity  funds  returned 
11.7%.  Convertible  bond 
funds  "have  not  done  what 
they  were  designed  to  do," 
says  Tyler  Jenks,  research 
director  at  Kanon  Bloch 
Carre,  a  brokerage  specializ- 
ing in  mutual  funds. 

That  is,  many  funds  have 


not.  But  a  few  turned  in  de- 
cent returns  in  1989.  Among 
them:  Prudential-Bache  In- 
comeVertible  Plus,  which 
gained  20.3%,  American  Capi- 
tal Harbor,  gaining  19.57", 
and  Phoenix  Convertible, 
which  gained  18.6%. 

Investors  should  take  a 
close  look  at  what  their 
funds  own,  since  many  con- 
vertibles are  junk  bonds. 
Some  funds  with  good  long- 
term  records  have  recently 
done  poorly  because  they  are 
heavily  invested  in  the  trou- 
bled junk  bond  market.  The 
Lord  Abbett  Bond  Deben- 
ture fund,  for  instance,  had  a 
1989  return  of  about  4.7%. 
BIG  ISSUE.  Meanwhile,  the 
market  for  individual  con- 
vertibles is  bracing  for  a 
huge  Time  Warner  issue  on 
Jan.  10.  To  finance  Time's  ac- 
quisition of  Warner  Commu- 
nications, the  combined  com- 
panies will  issue  $5.3  billion 
in  two  separate  convertibles 
to  Warner  shareholders. 
That  represents  an  enormous 
10%  of  the  $50  billion  con- 
vertible market. 

The  8%%  Time  Warner 
convertible  will  make  cash 
interest  payments,  and  the 
11%  PIK,  or  payment-in-kind 
convertible,  will  make  its 
quarterly  payments  in  addi- 
tional paper.  A  number  of 
Wall  Street  firms,  including 
Bear  Stearns  and  Goldman 
Sachs,  recommend  both. 

Others  are  convinced  that 
they  could  depress  the  entire 
market.  At  the  very  least, 
some  wonder  how  the  Time 
Warner  convertibles  will 
fare.  "It's  not  hkely  to  be  a 
sterling  outperformer  until 
the  volume  gets  absorbed," 
says  Terry  Hamacher,  port- 
folio manager  of  IncomeVer- 
tible  Plus.  Analysts  think 
that  could  take  three  to  six 
months — by  which  time  the 
conventional  wisdom  may 
have  swung  to  something 
else.  Leah  Nathans 
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Autos 


THE  TOWN  CAR  HAS  CHANGED 
—MOSTLY  FOR  THE  BETTER 


F 


lord  is  hailing  the  1990 
Lincoln  Town  Car  as  "all 
new,"  but  loyalists 
needn't  be  too  concerned.  For 
those  who  want  a  square  six- 
seater  devoted  to  size  and  a 
smooth  ride,  the  Town  Car 
still  fits  the  garage. 

Nevertheless,  the  1990  mod- 
el boasts  some  substantial  im- 
provements over  earlier  ver- 
sions. The  most  striking 
example  is  the  suspension.  To 
truly  appreciate  the  differ- 
ence, take  the  '89  model  for  a 
drive  over  rough  roads.  The 
ride  can  be  flaccid.  It  wallows. 
Next,  take  the  wheel  of  the 
'90.  It  glides.  A  new  air-spring 
rear  suspension  combined 
with  steel  springs  up  front 
yields  a  dramatically  smooth- 
er ride  and  prevents  tail-drag- 
ging— even  when  the  trunk  is 
fully  loaded. 

And  that's  saying  a  lot.  The 
Town  Car,  with  a  base  price 
of  about  $28,000,  has  always 
been  known  as  the  kind  of  car 
with  a  trunk  that  can  hold 
four  sets  of  golf  clubs.  The 
new  model's  trunk  is  even 
bigger:  It  has  swollen  from 
20.3  cubic  feet  to  a  humon- 
gous  22  cubic  feet. 

As  for  design,  most  of  this 
year's  changes  were  fairly  mi- 
nor. Although  the  Town  Car 
is  not  a  study  in  "aero"  styl- 
ing, its  edges  have  lost  their 
creases.  The  inside  looks  fa- 


miliar: overstuffed  ai 
roomy.  And  there  are  son 
nice  new  touches.  Windov 
and  window  seals  have  be< 
redesigned  to  reduce  wir 
noise,  and  both  the  driver  at 
passenger  sides  are  equippi 
with  airbags. 

INDECISION.  It's  not  perfec 
though.  The  transmission, 
leftover  from  earlier  mode 
isn't  nearly  as  smooth  as  tl 
suspension.  It  particular 
suffers  from  shift  indecisi( 
at  around  38  mph  to  40  mp 
and  the  shifter  tends  to  pau 
at  "reverse"  on  its  way 
"park." 

The  power  steering 
speed-sensitive.  That  means 
requires  less  muscle  at  lo 
speeds  and  more  on  the  hig 
way.  The  system  works  fii 
most  of  the  time,  but  tl 
Town  Car  needs  some  he 
straightening  out  after  dri 
ing  through  tight,  low-spei 
curves — like  those  in  a  par 
ing  garage.  And  while  tl 
power  seats  are  comfortabl 
the  controls  for  them  m; 
seem  confusing:  Some  are  ( 
the  door  handle,  while  othe 
are  on  the  side  of  the  se 
near  the  door. 

Of  course,  those  gripes  w 
seem  minor  indeed  to  tho; 
who  appreciate  the  comfoi 
space,  and  luxury  of  tl 
Town  Car.  You  know  who  y( 
are.  Jim  Tree 
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BLENDED 

SCOTS  WHISKY 

1005;  Seo>eh  WhisKies 


The  uncommonly  smooth 
Scots  Whisky 


LIVE  A  CUTTY  ABOVE 


To  seriM  ,i  qit;  nt  Cutty  Sark  anywhere  in  Ihe  USA,  where  legal, 
dial  1-800-238-4373. 


Personal  Business 


Outdoors 


TAKING  THE  PLUNGE 
DOWN  THE  LUGE  TRACK 


People  usually  have  one 
of  two  reactions  when 
they  watch  the  luge  on 
television:  "They  gotta  be  cra- 
zy" or  "Hey,  I'd  love  to  do 
that."  Most  are  in  the  first 
camp,  and  who  can  blame 
them?  Screaming  down  ser- 
pentine chutes  of  solid  ice  at 
more  than  70  mph,  flat 
on  your  back  on  a  little 
sled,  is  not  a  pursuit  for 
the  super-prudent. 

I  figured  I'd  love  it. 
And  after  placing  a  call 
to  the  Olympic  training 
grounds  in  Lake  Placid, 
N.  Y.,  I  learned  that  I'm 
not  alone:  The  1,000-me- 
ter, $10  million  refriger- 
ated luge  track  at  Lake 
Placid  had  about  18,000 
runs  last  winter,  double 
the  number  just  four 
years  ago. 

Anyone  willing  to 
sign  his  or  her  life  away 
on  a  disclaimer  form 
can  ride  the  luge  at 
Lake  Placid.  You  can 
pay  $10  a  shot  or  join 
the  U.  S.  Luge  Assn. 
and  enjoy  unlimited 
runs  for  $50  a  yeai'. 
Smaller  luge  tracks  arc 
located     in  Duluth, 

Minn.;  Fairbanks,  Alas-  I  

ka;  Marquette,  Mich.;  and 
Muskegon,  Mich.  (Call  USLA  at 
518  523-2071.)  Rides  are  also 
available  on  the  world-class 
track  at  Olympic  Park  in  Cal- 
gary, Alta."(403  247-5490). 

After  arriving  for  my  luge 
run,  I  began  to  have  second 
thoughts.  Seeing  someone 
whip  around  a  curve  at 
speeds  that  would  be  illegal 
on  the  highway  is  a  lot  scarier 
in  real  life  than  it  is  on  TV. 
Just  how  dangerous  is  it?  No- 
body has  been  killed  ow  the 
track  at  Lake  Placid.  Bui  on 
the  day  I  visited,  I  met  one 
person  whose  knee  v,'as 
crushed  during  training.  I 
saw  another  wipe  out  ba(ily 
and  get  carried  away  on 
stretcher. 
My  "lesson"  didn't  make 


me  feel  much  more  secure, 
since  it  lasted  all  of  three  min- 
utes. "Keep  your  back  and 
shoulders  flat  on  the  sled," 
my  instructor  said.  "Keep 
your  head  back.  To  turn, 
press  your  shoulder  in  the  di- 
rection you  want  to  go,  and 
push  on  the  opposite  runner 


and  instead  of  whooshing 
through  the  chutes,  slow- 
moving  sleds  ridden  by  begin- 
ners tend  to  bounce  off  the 
sides.  Veterans  call  it  "ping- 
ponging." 

BLACK  AND  BLUE.  Starting  to 
slide  sideways,  I  tried  to  steer 
myself  straight.  Nothing. 
Suddenly  I  took  a  jarring  hit 
off  the  chute  and  my  legs 
shot  up  into  the  air.  Both 
came  down  on  the  same  side 
of  the  sled.  At  this  point,  I 
was  racing  through  a  curve, 
and  by  the  time  I  got  both 
legs  in  proper  position,  fear- 


without  falling  completely  r" 
my  sled.  But  it  wasn't  e- 
gant.  It  wasn't  fun.  And  r 
ankle  hurt.  An  experiencl 
slider  (don't  call  them  lugeii 
told  me  that  beginners  tend 
oversteer,  and  that  the  lit 
way  to  get  out  of  a  dicey  sit 
ation  is  to  press  both  shu 
ders  down  hard,  keep  yo 
head  back,  and  let  the  tra 
do  the  steering. 

Good  advice.  On  the  ne 
run,  I  paid  strict  attention 
basic  form  and  went  down 
smoothly  as  a  bullet  throuj: 
a  gun  barrel.  I  felt  the  ru; 


TMEOIUTES  AT 

IP:  EVCM 
REAL  LIFE 


with  your  foot.  Oh,  and  did 
someone  find  you  a  helmet? 
You'll  need  it."  End  of  lesson. 

As  a  beginner,  I  could  only 
start  from  halfway  up  the 
track.  That  would  take  me 
through  six  turns  and  get  me 
up  to  about  30  mph.  I  thought 
I  sensed  a  vaguely  sadistic 
grin  on  the  Olympic  veteran 
who  pushed  me  off  at  Curve 
No.  9.  But  there  was  no  time 
to  ponder.  The  luge  concen- 
trates the  mind  wonderfully. 
Once  you're  barreling  down 
the  track,  there's  no  way  out. 
I  remember  thinking  only  one 
thing:  "I  could  hurt  myself 
very  badly." 

Actually,  the  possibility 
of  serious  damage  at  30  mph 
is  slight.  But  the  tracks  aren't 
built  for  such  slow  speeds, 


ing  a  crash  all  the  while,  I 
was  entering  the  next  chute 
heading  toward  the  wall.  That 
started  me  ping-ponging 
again.  My  elbows  and  ankles 
took  the  brunt  of  the  slam- 
ming, and  later  they  turned 
black  and  blue  (some  extra 
padding  would  have  helped). 
I  did  make  it  all  the  way 


Worth  Noting 


■  RENT  A  RENTA.  Renting 
formal  wear  isn't  just  for 
men  anymore.  One  Night 
Stand  in  Manhattan  (212  772- 
7720)  and  Philadelphia  (215 
568-9200)  rents  dresses  by 
Oscar  de  la  Renta  and  others 
for  $95  to  $350  nightly. 
Among  others  that  rent: 


of  increasing  speed  throuj 
the  chutes  and  a  graceful  e 
tion  as  I  rounded  the  curv< 
Twenty-five  seconds  lat 
I  got  off  the  sled  wearii 
a  big,  fat  smile.  I  see  he 
people  could  get  addicted 
this.  "I  want  to  do  it  aga: 
but  faster,"  I  said.  I  gotta 
crazy.  Russ  Mitch 


Dressed  to  Kill  in  Los  Ang< 
les  (213  652-4334)  and  Chics 
go's  Therapy  Boutique  &  S{ 
Ion  (312  427-0557). 
■  SAVE  THOSE  BILLS.  Ca 
phones  have  become  invali 
able  for  many  business  pec 
pie.  But  as  of  1990,  they'r 
tax-deductible  only  if  yo 
can  prove  at  least  half  th 
calls  were  for  business,  not 
accountants  Miller  Cooper. 
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The  Romac  Report 
1990  Edition 
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what's 
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Contents: 

I  Salaries: 
Banking  Salaries 
Accounting  Salaries 
Data  Processing  Salaries 
I  Profile  to  the  Year  20fX) 
The  Cost  of  Hiring  ... 
Top  10  Job  Hunting  Errors 
Incentives,  Perks.  .  .  j 
Cost  of  Living 
Best  Cities  for  Kids 
Renter  Sticker  Shock 


The  Romac  Report  —  1990 
Edition  focuses  on  salary  informa- 
tion for  accounting,  finance,  bank- 
ing and  data  processing  profes- 
sionals. 

To  receive  your  FREE  copy, 
call  the  ROMAC  office  nearest 
you  [see  the  white  pages  of  your 
phone  directory]. 

^ROMAC 


Prime  franchise  locations  available.  For  information, 
call  Jerry  Giguere  at  1-800-341-0263. 


IMAGINE 

youR 


CONSTANTLY  ON  DISPLAY  ON  THE 
FACE  OF  A  GORGEOUS  WRIST- 
WATCH,  24-HOURS  A  DAYI 

AN  IDEAL  AND  UNIQUE  WAT  TO  ADVERTISE  AND  PROMOTE  rOUR 
COMPANY  USE  IT  EDR  INCENTIVES  OR  AS  BUSINESS  GIFTS  ANY  WAY 
YOU  USE  IT  ITS  TIME  HAS  COMEi 

EACH  WATCH  IS  MADE  WITH  A  BEAUTIFUL  GOLD-TONE  USE,  QUALmf 
QUARTZ  MOVEMENT  AND  GENUINE  LEATHER  STRAP  AVAILABLE  IN 
DIFFERENT  MODELS  AND  IN  SMALL  QUANTITIES 

For  a  personal  sample,  send  us 
your  color  logo  &  $16.50 

+  S2.50  SHIPPING  S  HANDLING. 


LOVELY  TIME,  INC. 

1426  South  Broadway 
Los  Angeles,  CA  90015 

ATTENTION:  Simeon  TEL,21  3, 746,3231 
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IF  YOU  THINK  A  FAX  IS  A  FAX, 
THEN  YOU  DON'T  H  A/E  ALL 

V  THE  FACTS. 


FACT  The  Sharp  FO-330 
is  the  first  small  fax  machine 
with  high-tech,  high- 
performance  features. 

FACT  The  FO-330  auto- 
feeds  up  to  !0  pages  at  a  time, 
so  you  save  time  and  money. 

FACT  The  Sharp  FO-330 
is  equipped  with  an  auto- 
cuttenThat  makes  a  big 
difference  when  you  get 
a  20  page  fax. 

FACT  Its  sixteen-shade 
halftone  control  lets  you 
send— and  receive— clear, 
crisp  pictures. 

FACT  With  its  32  num- 
ber auto-dialer  and  full-size 
key  pad,  the  Sharp  FO-330 
lets  you  dial  faster  and  more 
accurately. 

FACT  The  Sharp  brand 
outsold  all  other  fax  machines 
in  1987 and  1988. To  get  even 
more  facts  on  the  FO-330  fax, 
call  1-800-BE-SHARR 
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STOCKS 

Dec.  Ji 


Dec.  28  Jan.  3 


52-week  change 
^  28.4% 


1  -week  change 
+  2.9% 


BONDS  THE  DOLLAR 

Dec.       June       Dec.      Dec.  28-Jan.  3  Dec,       June       Dec.     Dec.  28-Jan.  3 

 1410        110  I 


■  360  1350 
.  358  76 


■  355        1 500 


•  350  lOiO 


.  345  900 


Shearson  Lehman 
Treosury  Index 


T  f 


1380  100 


.A  1351  04 


1290  70 


J.  P.  Morgan 
Index 


52-week  change  1-week  change  52-week  chonge  1-week  change 
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tKET  ANALYSIS 


change 


OCKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ogo 

NES  INDUSTRIALS 

2809.7 

3.1 

29.0 

90-DAY  TREASURY  BILL  YIELD 

7.9% 

8.0% 

8.4% 

tPANIES  (Russell  1000) 

187.8 

2.7 

27.1 

30-YEAR  TREASURY  BOND  YIELD 

8.0% 

8.0% 

9.1  % 

OMPANIES  (Russell  2000) 

170.8 

2.9 

15.1 

S&P  500  DIVIDEND  YIELD 

3.1  % 

3.1% 

3.4% 

\PANIES  (Russell  3000) 

200.1 

2.7 

26.1 

S&P  500  PRICE/EARNINGS  RATIO 

14.8 

14.4 

12.1 

H  STOCKS 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

Latest 

Week 

52-week 

S&P  500  26-week  moving  average 

344.6 

343.2 

Positive 

(FINANCIAL  TIMES  100) 

2463.7 

2.8 

37.4 

Stocks  above  26-week  moving  overage 

42.5% 

36.0% 

Neutral 

NIKKEI  INDEX) 

38,915.9 

0.3 

28.7 

Speculative  sentiment:  Put/coll  ratio 

0.27 

0.32 

Neutral 

3  (TSE  COMPOSITE) 

4009.5 

2.0 

18.6 

Insider  sentiment:  Vickers  sell/buy  ratio 

0.98 

0.94 

Positive 

ISTRY  GROUPS 


BRIDGE  INFORMATION  SYSTEMS  INC 


fEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

JD  GAS  DRILLING 

17.7 

84.1 

ROWAN 

21.5 

108.7 

12 

1 1.6 

45.3 

WESTMORELAND 

18.3 

61.7 

241/4 

BERING  AND  CONSTRUCTION 

1 1.3 

57.4 

FLUOR 

13.2 

60.4 

371/2 

NE  TOOLS 

7.8 

-24.2 

CROSS  &  TRECKER 

22.9 

-52.4 

73/8 

WARES 

7.7 

39.7 

NEWELL 

10.3 

69.9 

24 
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change 
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Weakest  stock  in  group 
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Price 

^NCE  BROKERS 
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i  AND  MOTELS 
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■STATE  INVESTMENT  TRUSTS 


-8.5 


36.2 


MARSH  &  McLENNAN 


-7.9 


66.2 


WALT  DISNEY 


-6.7 


31.1 


PRIME  MOTOR  INNS 


-6.0 


26.7 


AMR 


-5.8 


-21.5 


LOMAS  &  NETTLETON 


-9.6 


38.7 


-10.4 


75.7 


-17.2 


-26.6 


-10.2 


1 1.4 


-14.5 


-67.4 
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S 
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% 
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Four-week  total  return 

% 

GLOBAL  GROWTH— JAPAN 
TY  SELECT  ENERGY  SERVICE 
MERICA  HIGH  GROWTH 

11.3 
11.0 
10.1 

PASADENA  GROWTH 
BARON  ASSET 

DEAN  WIHER  AMERICAN  VALUE 

-10,2 
-9.6 
-9.0 

total  return 

% 

52-week  total  return 

% 

i  SMALL  CAPITALIZATION  PORTFOLIO 
D  SERVICES  GOLD  SHARES 
rEGIC  INVESTMENTS 

65.1 
63.2 
61.2 

STRATEGIC  GOLD/MINERALS 
NATIONAL  REAL  ESTATE  INCOME 
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-7.3 
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S&P  500 
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U.  S.  stocks 
$13,399 

+  3.53% 


Hi 


Treasury  bonds 
$12,063 

-1.35% 


Foreign  stocks 
$11,815 

+  1.44% 


nil 


Money  market  fund 
$10,739 

+  0.16% 


Gold 
$9,665 

-3.25% 


•n  this  page  are  as  of  market  close  Wednesday,  Jan.  3,  1990,  unle 
oups  include  S&P  500  companies  only;  performance  and  share  prices 


erwise  indicoted- 
of  market  close 


Jan.  2.  Mutual  fund  returns  ore  as  of  Dec.  29,  Relative  portfolios 
detailed  explanation  of  this  poge  is  available  on  request. 
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STRATEGIC  DEALS  CAN  BE 
GOOD  BUILDING  BLOCKS 

To  keep  in  close  touch  with  Poland's  efforts,  and  those 
other  East  Europeans,  and  to  consolidate  hard-won  politic 
and  economic  freedoms,  President  Bush  should  name  a  hig 
level  envoy  or  permanent  task  force  to  coordinate  U. 
policy  in  the  region:  Last  summer.  Bush  rightly  encourage 
the  European  Community  to  take  a  leading  role  in  organ 
ing  financial  and  technical  aid  to  Eastern  Europe.  But  tl 
fledgling  democracies  there  also  need  what  only  the  U. 
can  provide:  firm  political  support  from  the  world's  stro 
gest  democracy,  backed  by  unmatched  ability  to  mobili 
swift  help  from  the  West,  should  the  Eastern  states  need 
in  their  painful  transition.  It's  no  sure  thing  that  Polan 
Romania,  Czechoslovakia,  and  their  neighbors,  after  thro' 
ing  off  the  Marxist  yoke,  can  build  stable  democratic  i 
gimes.  The  U.  S.  has  an  enormous  stake  in  making  sure  th 
they  do  so  by  offering  a  steady  hand  over  the  rough  spo 
ahead. 

■  f  you  look  over  the  carnage  of  the  Eighties — the  deals 
H  that  got  acquisitors  in  trouble  or  diverted  their  attention 
H  from  more  important  management  tasks — it  would  be 
easy  to  throw  up  your  hands  and  say,  "Forget  dealmaking." 

In  reporting  this  week's  Cover  Storj'  on  mergers  and 
acquisitions  (page  52),  business  week  correspondents  found 
it  difficult  to  come  up  with  many  genuinely  successful  deals. 
Considering  that  corporations  spent  $1.3  trillion  on  mergers 
and  acquisitions  during  the  decade,  it's  revealing  that  it  is  so 
hard  to  find  successful  examples. 

There's  no  question  that  American  management  became 
obsessed  with  acquisitions,  and  that  this  aggravated  the 
tendency  to  make  decisions  based  on  short-term  financial 
goals.  In  this  environment,  some  executives  became  easy 
prey  to  fee-oriented  operators  on  Wall  Street. 

So  should  corporations  stop  making  deals?  Hardly.  Merg- 
ers and  acquisitions  can  be  useful  building  blocks,  and  a  few 
savv\'  executives  proved  that  when  done  correctlv,  deals  can 
help  a  company  grow,  compete  more  effectively  internation- 
ally, perform  more  efficiently,  and  yield  the  shareholder 
more.  Dow  Chemical,  May  Department  Stores,  and  Wells 
Fargo  are  all  more  effective  competitors  thanks  to  deals 
that  they  made. 

The  key  ingredient  in  these  success  stories  was  a  manage- 
ment that  understood  what  kind  of  deal  to  make  and  didn't 
listen  to  the  first  investment  banker  who  came  along  with  a 
deal  to  peddle.  They  all  had  a  strategic  purpose,  and  each 
paid  a  reasonable  price  and  didn't  go  overboard  in  borrowing 
money  to  carry  out  ambitious  plans.  Perhaps  most  impor- 
tant, they  moved  decisively  to  integrate  the  businesses  they 
bought.  Acquisitions  of  this  kind  can  be  a  powerful  weapon 
as  U.  S.  business  strives  to  compete  in  an  increasingly  global 
marketplace. 

SNOOPS  PUT  A  STRAIN 
ON  EMPLOYEE  lOYALTY 

^^^B  ost  major  U.  S.  companies  overtly  or  secretly  vide 
BBflH  tape,  eavesdrop,  bug,  tail,  rifle  through  lockers  ai 
■  WBdesks,  or  use  computers  to  monitor  employees  ( 
the  job  and  off.  Employers  say  that  snooping  isn't  a  choi 
anymore,  it's  a  requirement:  They  must  do  it  to  prote 
themselves  against  negligence  lawsuits,  to  guard  again 
theft,  to  stop  employees  from  sharing  secrets  with  the  coi 
petition,  and  to  make  sure  their  workers  don't  have  checkf 
ed  lifestyles  (page  74).  But  all  the  appropriate  reasons  in  tl 
world  won't  make  snooping  palatable  to  workers. 

Right  now,  the  legal  scales  weigh  far  too  heavily  in  fav' 
of  employers.  The  few  privacy  laws  that  exist  in  this  count: 
only  prohibit  companies  from  bugging  telephones  without 
court  order.  But  these  laws  allow  covert  monitoring  of  tel 
phone  conversations — as  well  as  any  other  snooping  acti'' 
ty — if  there  is  a  legitimate  business  reason  to  do  so.  Emplo 
ees  deserve  some  protection  against  excessive  snoopin 
Two  proposed  bills  in  Congress  would  give  them  this:  On 
sponsored  by  Representative  Ronald  V.  Dellums  (D-Calif 
would  ban  any  type  of  telephone  eavesdropping  without 
warrant,  unless  all  parties  to  the  conversation  consents 
The  other  bill,  backed  bv  Representative  William-  L.  Clay  (] 
Mo.)  and  three  co-sponsors,  would  require  employers  to  n 
tify  workers  with  a  visual  or  aural  signal  when  they're  beir 
monitored  in  any  way.  It  would  also  give  employees  acce 
to  all  records  collected  about  them  through  electronic  meai 
and  would  bar  job-performance  decisions  that  are  bas« 
solely  on  this  data. 

Neither  measure  is  an  ideal  solution.  Employers  should  1 
able  to  monitor  workers  to  improve  productivity  and  discou 
age  theft.  But  they  should  treat  employees  as  hardworkii' 
and  honest  unless  there's  evidence  to  the  contran,'.  Manag 
ment  can  avert  far-reaching  legislation  by  recognizing  th 
fundamental  workers'  right.  And  it  makes  good  busine 
sense.  A  palpable  disdain  for  and  distrust  of  employees  c; 
strain  worker  loyalty  and  productivity  far  beyond  any  moi 
toring  scheme's  ability  to  repair  the  damage. 

OFFERING  A  STEADY  HAND 
TO  EASTERN  EUROPE 

■■or  many  Poles,  as  winter  sets  in,  their  reward  for 
years  of  struggle  against  an  oppressive  Communist 
■    regime  may  seem  like  a  cruel  hoax:  boosts  of  up  to 
600%  in  prices  of  essentials  such  as  coal  and  electricity  and 
the  prospect  of  widespread  factory'  shutdowns  and  layoffs 
as  Warsaw  slashes  its  subsidies  to  inefficient  state-run  in- 
dustries. 

These  measures  are  part  of  a  drastic  shift  to  a  market- 
based  economy  by  Poland's  newly  democratic  government, 
timed  to  qualify  the  country  for  a  loan  package  promised  by 
the  International  Monetan^'  Fund.  The  imp,  of  course,  must 
insist  that  borrowers  carry  out  reforms  to  ensure  that  its 
credits  are  put  to  good  use.  But  if  the  sacrifices  seem  too 
open-ended  and  the  eventual  gains  too  uncertain,  a  political 
backlash  could  derail  the  transition  to  democracy. 
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le  was  thinking  of  starting  witli  a  duplex. 


I  showed  him  how  he  could  end  up  with  the  whole  block. 


All  my  investment  clients  have  their  limits.  My  job  is  to  know  how 
to  make  them  work  to  their  advantage.  Once  we  established  his  comfort 
zone,  I  helped  this  particular  client  leverage  his  dollars  to  make  a  smart 
investment.  That  it  happened  to  be  much  greater  than  he  had  imagined  fit 
quite  nicely  into  his  long-term  plans. 

I  wasn't  surprised.  The  concept  of  prudent  leveraging  is  business 
as  usual  for  the  CENTURY  21"  Commercial-Investment  Professional.  It's 
just  one  of  the  areas  covered  in  the  CENTURY  21  training  programs  I've 
completed. 

And,  as  a  member  of  the  CENTURY  21  Commercial-Investment 
Network,  I  can  take  advantage  of  the  experience  and  expertise  of  other 
Investment  Professionals  during  CENTURY  21  Investment  Connection' 
teleconferences. 

With  billions  in  completed  transactions  in  1988,  the  CENTURY  21 
system  is  already  one  of  the  largest  commercial-investment  real  estate 
organizations  in  the  country.  And,  with  networking  resources,  international 
capabilities  and  satisfied  clients  like  mine,  it's  no  wonder  the  CENTURY  21 
system  is  growing  every  day  ^ 

Find  out  more  about  what  we  r     /%^'r^\i  h  r  ^-1/7 
can  do  for  you.  Call  1-800-321-2579.  K  M^^WT^  r 

(In  California  call  1-800-221-0211.)  ^ZZ^JZ  ^  ^^  ^ V 


HE  BEST-KEPT  SECRET  IIM  THE  IMVESTMEIMT  WORLD. 


The  Commercial-Investment 
Professionals. 


989  Century  21  Real  Estate  Corporation  as  trustee  lor  the  MAP  *  anr)    -  trademarks  of  Centcry  21  Real  Estate  Corporation  Equal  Housing  Ogportunitytal  EACH  OFFICE  IS  INDEPENDENTLr  OWNED  AND  OPERATED. 


HOW  FUJITSU  HELPED 
HOME  DEPOT  BECOME 
A  HOUSEHOLD  NAME. 

Home  Depot  is  a  discount  retailer  mak- 
ing merchandising  history.  Ten  years  ago 
they  didn't  exist.  Today,  their  successful  style 
is  helping  to  shape  the  entire  home  improve- 
ment industry  The  company  was  the  first 
to  bring  the  concept  of  warehouse  retailing 
to  the  "do-it-yourself"  home  improvement 
market.  And  one  of  the  first  to  combine 
low  prices  with  superior  customer  service. 
As  a  result,  today  Home  Depot  has  86  giant 
warehouse  stores  across  the  nation  and 
skyrocketing  sales  approaching  $2  billion. 

ESSENTIAL  ELEMENT 

From  the  beginning.  Home  Depot  rec- 
ognized that  an  essential  element  for  suc- 
cess was  their  point-of-sale  (POS)  system. 
This  system  would  allow  them  to  reduce 
inventory  and  merchandising  costs  while 
freeing  employees  to  give  personalized 
attention  to  their  customers.  Because  the 
POS  choice  was  so  critical.  Home  Depot 
studied  a  variety  of  different  systems.  They 
carefully  evaluated  functions,  features,  ease 
of  use,  and— most  importantly— reliability. 
And,  in  the  end,  they  chose  Fujitsu. 

FUJITSU -A  NAME 
FOR  QUALITY 

Home  Depot  came  to  us  not  only  for 
the  quality  and  reliability  of  our  POS  sys- 
tems, but  also  for  the  depth,  breadth  and 
reputation  of  our  company.  We  are  one  of 
the  world's  largest  computer  manufacturers 

Fujfrsu 


The  global  computer    communications  company. 


and  a  major  developer  of  semiconductors, 
microelectronics  and  telecommunications 
technology.  We  have  over  100,000  employ- 
ees, $18  billion  in  annual  sales  and  facilities 
throughout  27  countries— which  keep  us 
close  to  our  customers. 

QUALITY  CUSTOMER  SERVICE 

Home  Depot  also  came  to  us  because 
we  share  their  commitment  to  quality 
service.  That  service  was  crucial  to  Home 
Depot,  which  within  just  a  few  years  grew 
from  a  regional  to  a  national  chain,  quickly 
becoming  a  household  name.  Fujitsu  was 
there  every  step  of  the  way,  making  sure 
that  Home  Depot's  POS  system  kept  up 
with  its  growth,  and  helping  make  that 
growth  possible. 


Mr  Greg  Hackett  of  Home  Depot  with  Kevin 
Murphy,  senior  vice  president  of  marketing  at 
Fujitsu  Systems  of  America  (FSA).  FSA  markets 
point-of-sale  (POS)  systems,  automated  teller 
machines  (ATMs)  and  handheld  computer  systems. 
For  information  call  (619)  481-4004. 


"It's  always  better 
to  negotiate  from 
a  position  of  powerf 

In  the  conference  room  or  on  the  highway, 
the  more  support  you  have  behind  you,  the  more 
mores  you  can  make  with  absolute  confidence. 
That's  the  whole  idea  of  the  extra  powerfiil  156-hp, 
four-cam,  24-valye  Camry  V6  engine.  Designed 
to  deliver  that  extra  boost  in  passing,  climbing  or 
towing  power,  it  gives  you  the  advantage  in  chal- 
lenging transactioiis  on  the  road.  Yet  it  provides 
you  with  roomy  comfort  you  can  appreciate  even 
at  your  quickest  executive  pace.  The  1990  Toyota 
Canvy  V6.  A  dytuimo  for  a  dynamo. 

''Toyota,  I  love  what  you  do  for  me!' 


Call  1-800-GO-TOYOTA  for  more  information  and  the  location  of  your  nearest  dealer  Get  More  From  Life . . .  Bu 
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'aria  Hills  has  one  of  the  toughest 
3bs  in  Washington  this  year: 
Negotiate  trade  policy  with  Japan 
nd  Europe  without  succumbing 
0  protectionist  pressure  PAGE  50 


The  words  arc  those  of  Jonathan 
Scybold,  perhaps  the  most  respected 
voice  in  desktop  puhhshing.  His  new  s- 
letter,The  Seybold  Report,  reaches 
some  2()0,0{)0  pubHshers-of  w  horn  w  e 
estimate  199,990  have  never  e\  en  tried 
aNeXT™  Computer. 

Certainly,  then,  Mr.  Seybolds  words 
weren't  calculated  to  gain  fa\  or  among 
his  readers. We  suspect  a  far  simpler 
motive:  honesty. 

The  NeXTmachine  has  caused 
manv  to  belie\  e  that  it  was  designed 


graphics-along  w  ith  e\()ansi\  e  libraries 
of  fonts  and  art. 

The  NcXT  Computer  streamlines 
the  entire  publishing  process.  Frame- 
Maker"  software  combines  w  riting, 
graphics  and  lavout  tools  in  one  publish- 
ing package. Which  brings  an  end  to  the 
tradition  of  forever  bouncing  betw  een 
programs,  "importing"and  "exporting" 
as  you  go. 

And,  thanks  to  true  multitasking, you 
can  instantly  access  other  applications. 

The  NeXT  Digital  Librarv,™  for 


THE  BESTCOMPUTER  FOR 
PUBLISHING  EVER  MADE 


exclusively  for  publishing.  Not  a  bad 
theory,  considering  the  evidence. 

To  begin  w  ith,  the  NeXT  Computer 
is  the  first  pure  PostScript'  machine. 
You  can  work  on-screen  with  the  hun- 
dreds of  fonts  in  Adobes  type  library. 
You  can  output  to  any  PostScript  device, 
be  it  laser  printer,  slide  maker  or  the 
highest  quality  professional  typesetter. 
And  what  you  see  on  the  display  is  pre- 
cisely what  will  print. 

As  the  rest  of  the  industry  explores 
ways  to  accomplish  this  feat,  in  a  year 
at  best,  only  the  NeXT  Computer  can 
do  it  today. 

In  addition,  the  quality  of  the  image 
itself  is  raised  dramatically. 

The  NeXT  MegaPixel  Display  pro- 
vides a  huge  workspace,  w  ith  sharp- 
ness and  detail  you  ha\  en  t  seen  on  a 
computer  before.The  NeXT  Laser 
Printer,  at  400  dots  per  inch,  offers 
over  759?- greater  resolution  than  the 
current  300  dpi  standard. 

Ours  is  also  the  only  system  to  offer 
optical  storage  as  a  standard  feature. 
A  single  optical  disk  (256  megabytes) 
lets  you  store  and  transport  multiple 
versions  of  long  documents,  rich  in 


example,  is  always  at  hand.  It  includes 
entire  books,  such  as  Webster's  Ninth 
New  Collegiate  Dictionary"  and  Ciolle- 
giate "  lliesaurus.  Or  archi\  es  of  vour 
past  work,  in  which  you  can  pinpoint 
text  or  graphics  in  seconds,  to  copy  into 
new  documents. 

NeXT  Mail  makes  publishing  a  truly 
collaborati\e  process.  Unlike  ordinary 
e-mail,  it  lets  you  send  and  recei\  e 
messages  that  include  text,  graphics, 
voice,  e\  en  entire  documents.  Ne\  er 
has  there  been  a  more  effecti\e  wav  to 
locate  information,  recei\e  comments 
and  get  appro\  als. 

And,  as  Publish!  magazine  recently 
reported,  the  NeX^F  Computer  "otters  a 
staggering  price  ad\  antage'  w  hen  com- 
pared to  personal  computers  configured 
for  desktop  publishing. 

1b  receixe  our  publishing  brochure, 
call  <SO0-848-NeXi:  While  you  re  on  the 
line,  ask  for  the  location  of  your  nearest 
Businessland  Center.  14iere,vou  can  get 
some  hands-on  experience  w  ith 
the  worlds  most  sophisticated 
desktop  publishing  system. 

And  get  a  quote  on  a  sys- 
tem all  your  own. 


©1990  NeXT,  Int  NeXT.  (he  NeXT  logo  and  Digitdl  l.ibrarv  are  [radeniarks  of  NeXT,  Iir  PoslSttipt  is  a  regisltrred  tfadcnurk  of  ,^dnbc  .S\sienis,  liic  FranitMakci  in  a  registered 
trademark  of  FranieTeL  fiiHilogs  Corp  Webster's  Niiiili  Ness  C;()Ilegiate  Dictionary  and  Collegiate  are  registetcd  trademarks  of  Merriam-Webster,  Int 


The  fuel  of  flight.  For  a  winged  acrobat 
weighing  only  one-tenth  of  an  ounce,  it's 
almost  pure  nectar.  For  a  367-ton  jetliner, 
it's  prime  aviation  fuel,  about  18,000 
gallons  of  it,  to  carry  450  people  from 
New  York  to  Los  Angeles.  This  year, 
BP  America  will  supply  1.6  billion  gallons 
of  aviation  fuel  to  300  airports  across 
the  country,  which  makes  us  one  of  the 
nation's  largest  suppliers.  And  helps  to 
keep  175  different  airlines  humming. 
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FAST-FORWARD  VIDEO  KING 

But  is  Wayne  Huizenga's  chain, 
Blockbuster,  all  growth  and  no  grit? 

The  Corporation 

DRESSER:  BACK  TO  THE  OIL  PATCH 

With  industry  profits  recovering,  it's 
scrambling  to  share  in  the  rebound 

DRILLING  TAKES  A  NEW  TURN 
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last  drop  out  of  the  ground 
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PRODUCTION 

Change  from  last  week:  -0.9* 
Change  from  last  year:  -0.5% 
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LEADING 

Change  from  last  week:  -0. 1  % 
Change  from  last  year:  7.0% 
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The  production  index  dropped  for  the  week  ended  Dec.  30.  Output  ot  crude-oil 
refining,  lumber,  rail-freight  troffic,  ond  electric  power  fell,  while  coal  and  steel 
production  increased.  No  trucks  or  autos  were  produced  because  of  plant  closings 
during  the  holiday  week,  and  data  for  poper  and  paperboord  were  unavailable. 
Prior  to  calculation  of  the  four-week  moving  overage,  the  index  fell  to  170.5  from 
175.2.  In  December,  the  index  was  unchanged  from  174.8  in  November. 

BW  production  index  copyright  1990  by  McGraw-Hill  Inc 


The  leading  index  edged  lower  for  the  week  ended  Dec.  30.  A  jump  in  the 
number  of  business  failures,  slightly  higher  bond  yields,  and  a  slower  pace  of  real 
estate  loans  offset  a  rise  in  stock  prices,  a  smaller  rate  ot  decline  in  materials  prices, 
and  taster  growth  in  M2.  Before  calculation  ot  the  tour-week  moving  average,  the 
index  slumped  to  217.1,  from  the  previous  week's  217.8.  For  December,  the  index 
dropped  to  219.1,  from  220.5  in  November. 

Leading  index  copyright  1990  by  Center  for  Internotionol  Business  Cycle  Research 


PRODUCTION  INDICATORS 


latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  (1/6)  thous.  of  net  tons 

1,699 

1,454# 

-6.8 

AUTOS  (1/6)  units 

38,767 

0# 

-65.3 

TRUCKS  (1/6)  units 

33,271 

0# 

-51.1 

ELECTRIC  POWER  (1/6)  millions  of  kilowatt-hours 

54,163 

57,295  # 

0.6 

CRUDE-OIL  REFINING  (1/6)  thous.  of  bbl./day 

12,510 

12,231 

-5.1 

COAL  (1 2/30)  thous.  of  net  tons 

12,188# 

15,475 

-1 1.9 

PAPERBOARD(  12/30)  thous.  of  tons 

NA# 

710.3 

NA 

PAPER  (12/30)  thous.  of  tons 

NA  = 

747.0 

NA 

LUMBER  (12/30)  millions  of  ft. 

307.5* 

496.1 

-1.5 

RAIL  FREIGHT  ( 1 2/30)  billions  of  ton-miles 

13.1  * 

16.7 

-10.3 

Sources:  American  Iron  &  Steel  Inst,,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Railroads. 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Yeor 
ago 

JAPANESE  YEN  (1/10) 

145 

145 

126 

GERMAN  MARK  (1/10) 

1.68 

1.72 

1.84 

BRITISH  POUND  (1/10) 

1.66 

1.61 

1.77 

FRENCH  FRANC  (1/10) 

5.72 

5.88 

6.27 

CANADIAN  DOLLAR  (1/10) 

1.16 

1.16 

1.20 

SWISS  FRANC  (1/10) 

'  51 

1.58 

1.57 

MEXICAN  PESO  (1/10)^ 

2,693 

2,689 

2,314 

Sources:  Ma|or  New  York  bonks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  U 

S.  dollar,  except  for 

PRICES  :A 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/10)  $/troyoz. 

409.100 

395.000 

-0.1 

STEEL  SCRAP  (1/9)  ^  l  heavy,  $/ton 

106.50 

96.50 

-10.5 

FOODSTUFFS  (1/8)  index,  1967-100 

210.9 

212.1 

-1 1.2 

COPPER  (1/6)  f/lb. 

1 12.0 

H0,2 

-29.2 

ALUMINUM  (1/6)  c/lb. 

74.0 

74.0 

-35.4 

WHEAT  (1/6)  #2  hard,  $/bu. 

4.38 

4.38 

-0.9 

COTTON  (1/6)  strict  low  middling  1-1/16  in.,  c/lb. 

63.21 

64.92 

13.1 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
yeor  ag< 

STOCK  PRICES  (1/5)  S&P500 

356.58 

349.92 

27.5 

CORPORATE  BOND  YIELD,  Aaa  (1/5) 

8.88% 

8.88% 

-8.1 

INDUSTRIAL  MATERIALS  PRICES  (1/5) 

103.2 

103.1 

1.7 

BUSINESS  FAILURES  (12/29) 

248 

232 

-13.C 

REAL  ESTATE  LOANS  ( 1 2/27)  billions 

$352.4 

$353.0 

14.: 

MONEY  SUPPLY,  M2  (12/25)  billions 

$3,209.5  $3,201.6 

4.£ 

INITIAL  CLAIMS,  UNEMPLOYMENT  ( 1 2/23)  thous. 

426 

349 

33.i 

Sources:  Standard  8.  Poor's,  Moody's,  Journal  oi  Commerce  (index;  1980=100),  Dun  i 
Brodstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%  Changi 
year  ag< 

BUSINES  WEEK  PRODUCTION  INDEX  (Dec.) 

174.8 

174.8r 

-0.; 

BUSINESS  WEEK  LEADING  INDEX  (Dec.) 

219.1 

220.5r 

7.C 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (Dec.) 

1 17.9 

1 17.8 

UNEMPLOYMENT  RATE,  CIVILIAN  (Dec.) 

5.3% 

5.3% 

o.c 

Sources:  BW,  CIBCR,  BLS 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  Changf 
year  ag< 

MONEY  SUPPLY,  Ml  (12/25) 

$802.4 

$795.5r 

2.C 

BANKS'  BUSINESS  LOANS  (12/27) 

318.3 

319.6r 

4.4 

FREE  RESERVES  (12/27) 

699r 

635r 

-0.4 

NONFINANCIAL  COMMERCIAL  PAPER  (12/27) 

127.5 

130.9r 

28.9 

Sources:  Federal  Reserve  Board  (in  billions,  except  fo 
a  two-week  period  in  millions). 

r  tree  reserves. 

which  ore  expressed  to 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Year 
ogo 

FEDERAL  FUNDS  (1/9) 

8.25% 

8.54% 

9.08% 

PRIME  (1/10) 

10.00 

10.50 

10.50 

COMMERCIAL  PAPER  3-MONTH  (1/9) 

8.08 

8.13 

9.05 

CERTIFICATES  OF  DEPOSIT  3-MONTH  d/io) 

7.81 

7.81 

9.23 

EURODOLLAR  3-MONTH  (1/3) 

8.25 

8.33 

9.21 

Sources:  Federal  Reserve  Boord,  First  Boston 


#  Row  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment 
1  =  Western  Wood  Products  Assn.         2  —  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  —  revised         NM  =  Not  meaningful 
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enyouVe  oiiteiteiiii 
and  out  of  cash, 
e^ll  be  there  for  you* 

"We  have  one  of  the  largest  cash  machine  programs  in  the  country.  And  when  gg^gggggg^mmm^iM^^ 
ill  people  that  we've  also  got  a  toll-free  number  to  call  for  the  nearest  machine . . .        HpT^  ^^^^wiPPw'wSi ' 
its  something  they  really  appreciate.  You  see,  the  companies  I  deal  with  have  hundreds  iM^^^^^^^BH^M^MHj 
thousands  of  employees  who  travel  all  over  the  country  Now,  when  employees  need  ^ES9^^^^^^^^^^^^H^ 
.t  cash  in  an  unfamiliar  city,  they  just  call  1-800-CITI-ATM.  That  number  sure  l^Bi^iH^RPdii^^H  - 

mes  in  handy"  ^^^iHtjlMNfilttHlH 

Fast,  easy  cash  when  you  travel.  No  one  takes  care  of  the  frequent  business  traveler  ' 
e  Diners  Club. 

'LNliRS  CLUB.  Wli  TAKli  C/UHi  OF  BUSINESS: 


989,  Citicorp  Diners  Club  Inc. 


IF  SAN  DIECX),  CALIFORNIA 
IS  YOUR  MARKET, 
WEEDQ  KENTUCKY  IS 
NONE  OF  YOUR  BUSE^S 


hy  waste  your  money  on  a 
nationwide  900  service,  when  Pacific 
Bell  California  900  gives  you  28 
million  reasons  to  stay  home? 

California  900  is  the  first  and  only 
pay-per-call  900  service  completely 
dedicated  to  the  28  million  con- 
sumers in  the  California  market.  So 
instead  of  blowing  your  budget  on 
Weedo,  Watseka  and  Wenatchee 
—  you  pay  less,  and  get  more. 

A  New  Line  on  Customer 
Service  and  Promotions.  You 

can  turn  out-of-pocket  expenses, 
like  customer  service  lines,  into 
in-the-bank  profits,  with  900  lines. 


You  can  have  promotions  that  pay 
for  themselves  up  front,  instead  of 
down  the  road.  Or,  your  company 
can  discover  a  whole  new  way  to 
make  money.  Even  individual 
entrepreneurs  with  limited  budgets 
are  finding  California  900  to  be  a 
gold  mine. 

With  the  demand  for  informa- 
tion already  at  an  all-time  high,  900 

CALIFORNIA  900 

28  million 
reasons 

to  stay  home. 


services  are  expected  to  grow  more 
than  400%  by  1992. That  gives  you 
the  fastest  growing  product  in  the 
information  industry  combined 
with  one  of  the  fastest  growing  states. 
And  that  means  profits.  Fast. 

It's  Time  To  Pick  Up  The  Phone. 

Don't  waste  your  money  on  a  service 
that  winds  up  in  Weedo,  when 
California  900  can  deliver  the  land 
of  opportunity.  Contact  your  Pacific 
Bell  Account  Executive,  or  call  today. 
In  California: 
811-1900,  Ext.  153. 
Outside  California: 
1  (800)  344-1341,  Ext.  153. 


A  PACIFIC  TELESIS  COMPAIXY  1 1 1  /f  »i 
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PACIFICSIJBELL 

Information  Services 
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fOU  CAN  FOOL  MOTHER  NATURE. 


What  you  see  here  is  an  Alaska 
lines  jet  preparing  to  land  on  a 
jgy  runway.  A  landing  that  many 
iners  couldn't  negotiate. 

You  see,  Alaska  Airlines  is  the  only 
ssenger  airline  eguipped  with  the 
danced  "Heads  Up  Guidance 
>tem."  Which  gives  our  pilots  the 


tools  they  need  to  land,  even  in  near- 
zero  visibility  That  nneans  that  when 
you  fly  to  a  city  notorious  for  fog,  you 
won't  beconne  notorious  for  missing 
your  meetings. 

This  IS  one  of  many  investments 
Alaska  Airlines  has  made  in  sophisti- 
cated technology-all  designed  to  do 


one  simple  thing:  To  get  you  to  your 
destination  comfortably  and  on-time. 

So  next  trip  up  or  down  the  west 
coast,  call  your  travel  agent  or  Alaska 
Airlines.  And  fly  with  an  airline  that 
can  weather  the  weather 

AlaskS^Airlines 


LIFE  AT  THE  TOP 
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THE  NUANCES  IN  JAPAN'S 
VIEW  OF  AMERICA 


What  is  required  of  both  American 
and  Japanese  journalism  is  to 
maintain  a  fair  and  objective  description 
of  events  and  related  statistics  concern- 
ing Japanese-U.  S.  relations.  In  this  re- 
spect, "Japan's  hardening  view  of  Amer- 
ica" (International  Business,  Dec.  18)  is 
disappointing.  Departing  from  BUSINESS 
week's  usual  high  standards,  the  arti- 
cle's sensationalist  phrasing  and  slanted 
description  give  the  poll  results  a  detri- 
mental spin. 

Your  lead  illustration  gives  the  mis- 
leading impression  that  the  Japanese  see 
America  as  feeble  and  decrepit,  while 
Japan  is  the  sun  shining  down  from  on 
high.  While  this  is  apparently  based  on 
the  finding  that  slightly  more  Japanese 
agree  than  disagree  (43%'  to  35%',  with 
the  other  22%  reserving  judgment)  with 
the  statement  that  Japan  eventually  will 
take  America's  place  as  the  leading  eco- 
nomic and  political  power,  it  ignores  the 
fact  that  a  51%'  majority  feels  America 
has  not  begun  an  irreversible  decline. 

You  say  the  Japanese  feel  little 
warmth  for  the  U.  S.,  even  though  your 
poll  shows  42%'  expressing  admiration 
and  adoration  for  the  American  nation. 
There  is  even  a  mistranslation  of  the 
questionnaire  here.  The  respondents 
were  asked  in  Japanese  how  much  "kan- 
shin"  and  "akogare" — admiration  and 
adoration — they  have  for  the  U.  S.  as  a 
nation.  But  the  English  version  says  ad- 
miration and  fondness.  It  is  likely  that 
even  more  Japanese  than  42%-  would 
have  answered  positively  if  asked  how 
fond  they  were  of  the  U.  S.  instead  of 
how  much  they  adored  it. 

The  poll  reveals  that  62%  believe  Ja- 
pan could  be  more  flexible  on  trade 
(compared  with  only  21%-  who  would  re- 
fuse to  make  further  concessions).  And 
64%  favor  reform  of  Japan's  distribution 
system.  Yet  your  story  starts  by  saying 
respondents  blame  U.  S.  companies  for 
their  own  limited  success. 

A  stunning  42%'  cited  too  many  minor- 
ities as  a  reason  for  America's  economic 
problems,  but  you  fail  to  make  it  clear 
that  this  is  a  result  of  respondents' 
choosing  two  or  three  reasons  out  of 


eight  alternatives — all  negative  except 
"none"  and  "not  sure." 

You  seem  to  be  fond  of  sensationalist 
phrasing  and  make  the  following  state- 
ments: "Japanese  public  opinion  is  sur- 
prisingly tough  on  America."  "The  Japa- 
nese have  become  markedly  more 
assertive."  "The  annual  white  paper 
. . .  was  unprecedentedly  harsh  in  its 
criticism  of  11  S.  trade  and  economic  pol- 
icies." "Prime  Minister  Kaifu  also  sur- 
prised U.  S.  officials  by  bluntly  telling 
them  not  to  expect  quick  action  by  Japan 
on  its  so-called  structural  impediments 
to  trade."  While  these  words  alone  may 
not  be  strong  enough  to  mislead  read- 
ers, taken  together,  they  do. 

Readers  who  examine  the  whole  text 
and  the  poll's  figures  carefully  will 
know  better,  but  others  will  be  misled 
by  your  introductory  characterization. 
The  thoughful  reader  will,  of  course,  dis- 
count BUSINESS  week's  spin.  But  if  ev- 
eryone were  that  thoughtful,  our  bilater- 
al relationship  would  not  be  in  its 
present  fix. 

Seiichi  Kondo,  Director 
International  Press  Div. 
Ministry  of  Foreign  Affairs 
Consulate  General  of  Japan 
New  York 

Editor's  note:  BUSINESS  week's  poll 
was  originally  written  in  English  and 
then  translated,  into  Japanese.  We 
coinpared  the  Japanese  version  with 
the  original  and  made  adjustments  in 
the  English  text  to  capture  any  nu- 
ances that  crept  in  duriyig  the  process 
of  translation.  As  in  any  translation, 
the  choice  of  specific  words  can  be  sub- 
ject to  debate — especially  those  dealing 
with  subtleties  of  emotion.  But  we  be- 
lieve that  "admiration  and  fondness" 
is  a  reasonably  close  approximation  of 
the  Japanese  version. 

The  third  paragraph  of  the  story 
noted  that  the  situation  isn  't  one-sid- 
ed, citing  among  other  results  the 
mere  21%  who  think  the  U.  S.  has  be- 
gun a  process  of  irreversible  decline. 
The  poll  did  show  some  other  positive 
feelings  toward  the  U.  S.,  but  they  were 
expressed  mostly  by  a  minority  of  re- 
spondents. What  is  surprising,  and 
worthy  of  emphasis,  is  the  often 
strongly  negative  sentiment  voiced  by 
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There  Was  ATime  When  Businesses  SolvedTheir  Problems 
By  Bringing  In  Better  Resources. 


Corporate 
Membership 


They  Still  Do. 


■m  nuiOHiuau 


CORPORATE 


6376 


ROBERT-  B-  CARL  I  Stl 
R.EX-.PO;RJi  \m. 


Share  the  benefits  of  Corporate  Membership  with  Anierica's  best. 

The  American  Express'  Corporate  Card  is  designed  from  the  ground  up  to  make  doing  business 
easier.  Corporate  Membership  offers  you  efficient  ways  to  organize  and  document  your  expenses,  save 
money,  smooth  your  business  travel,  protect  you,  your  employees  and  your  purchases.  And  more. 

Nearly  two  thirds  of  the  Fortune  500  corporations  have  discovered  how  well  the  Corporate  Card 
succeeds.  So  have  business  people  at  many  of  America's  most  admired  companies.  And  they're  joined 
by  more  than  a  million  dynamic  entrepreneurs. 

The  Corporate  Card  from  American  Express.  Preferential  treatment  for  Americas  best. 

For  information  about  Corporate  Membership,  call  1  800-SUCCESS. 


To  Your  Success 


FIDELITY 
GROWTH  &  INCOME  PORTFOLIO 


Growth  And  Income- 
In  Changing  Markets 
You  Need  Both 


FLEXIBLE  STRATEGY  FOR  A 
VARIETY  OF  MARKET  CONDITIONS 


Fidelity  Growth  &  Income  Portfolio 

The  chart  hc-low  jlhbti  aics  how  Growth  & 
Income  C()nibiiie;>  dividend  income  w  ith  capital 
appreciation  through  changing  markets. 


A  moderate  strategy... 

There  are  markets  in 
which  you  seek  capital  ajijire- 
ciation.  And  there  are  mar- 
kets in  wliich  you  seek  the 
income  "cushion"  of  high 
dividend-paying  stocks.  For- 
tunately there  is  one  stock 
fund  that  offers  you  both. 
Fidelity  Growth  &  Income 
Portfolio. 

...for  long-term  growth. 

Growth  &  hicome  Port- 
folio is  managed  with  the 
flexibility  to  seek  out  the 
many  investment  opportuni- 
ties that  appear  in  today's 
fiLst-moving  markets,  while 
also  pursuing  an  overall 

strategy  of  seeking  long  term  growth.  Call  today  for  more  information 
on  one  of  our  best  performing  Growth  &  hicome  Funds.  Of  course, 
piLst  performance  is  no  guarantee  of  future  results. 

'  Ketiirns  are  historical  and  include  change  in  share  price,  reinvest- 
ment of  dividends  and  the  effect  of  the  2"o  sales  charge.  Share  price 
and  returns  will  vary  and  you  may  have  a  gain  or  loss  when  you  sell 
shares. 


1986 

32.21% 


1987 

3,66% 


1988 

20.52% 


Total  Return  As  of  12/31' 


Average  Annual 
Return  Endeil 

9/30/89' 


1  Year 

28.98°° 


Life  0(  Fund 

23.67°" 


1-800-544-6666  24  hours 


Fidelity  Growth  &  Income  Portfolio.  For 

more  coniplete  inforniatioti,  including  nianagenienl  lees  and  expen- 
ses, call  or  w  rite  for  a  free  prospectus  KeatI  it  carefully  before  \m\ 
invest  or  send  monev.  Fidelity  Distributors  Corporation  ((ieneral 
Distribution  Agent),  i'O  Box  ddOdOS,  Dallxs,  TX  "S2(i(v()6(),-). 
Service  for  tfie  hearing  impaired  TDD/ 1-800-544-01 18. 
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eat  things  happen  when  you  continuously  reach  for  the  top.  Take  HttacM.  We're  responsible  for  some  of  the  most  innovative 
Dclucts  on  the  market.  Pi'oof:  Our  VM-S7200A  Super- VHS  camcorder  It  features  400  lines  of  horizontal  resolution.  Profession- 
editing  capabilities.  And  a  built-in  character  generator.  In  other  words,  it's  the  next  best  thing 
owning  a  HolKwood  studio.  But  what's  even  more  important  is  that  we're  at  the  pinnacle 
technologiail      r-'i  ^t,    ;  ■niK,-!  of  fields.  And  that's  the  beauty  of  it  all. 

.J  Phone:  (213)  537-8383  Hitachi  (HSC)  Canada,  Inc.  Phone  (416)  821-4545  Hitachi  Sales  Corp.  of  Hawaii,  Inc.  Phone:  (808)  836-3621 

Simulaled  TV  picture 
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Take  your  MQ  Card. 
Or  take  your  chances. 

Unlike  the  AT&T  Card,  with  the  MCI  Card®  there's  never 
a  chance  of  hidden  charges,  whether  you  dial  direct  or  use 
an  operator.  And  you  never  have  to  read  payphone  labels, 
listen  for  special  recordings,  or  dial  differently  from 
different  phones. 

What's  more,  you  can  use  your  MCI  Card  from  any 
phone  in  the  U.S.  to  virtually  any  phone  in  the  world. 
And  when  you're  traveling,  you  can  use  your  MCI  Card 
with  MCI  CALL  USA^  from  a  growing  number  of 
countries  all  over  the  world  to  get  back  home.  You'll 
always  get  an  English-speaking  operator,  and  save 
money  too. 

Of  course,  using  the  MCI  Card  assures  you  of  unsur- 
passed call  quality  As  well  as  savings  over  AT&T  month 
after  month. 

If  you  like,  we  can  even  customize  your  company's 
cards  with  your  logo  or  colors. 

So  if  you're  not  calling  with  the  MCI  Card,  call  us  at 
1-800-888-0800. 
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MEGATRENDS  2000 

By  John  Naisbitt  and 
Patricia  Aburdene 
William  Morrow  •  $21  95 


FUTURESCOPE 

By  Joe  Cappo 
Longman  •  $19.95 


AMERICAN  RENAISSANCE 

By  Marvin  Cetron  and 
Owen  Davies 

St.  Martin's  Press  •  $19.95 


ON  A  CLEAR  DAY 

YOU  CAN  GUESS  FOREVER 


Yesterday's  predictions  are  often 
good  for  a  few  grins.  Helicopter- 
flying  commuters  and  picture 
telephones  are  still  a  rarity.  But  the  dif- 
ficulties of  forecasting  don't  seem  to  de- 
ter the  forecasters.  And  as  the  millenni- 
um approaches,  three  new  books 
attempt  to  map  the  future.  Unfortunate- 
ly, each  is  marred — by  rehashed  projec- 
tions (Pacific  Rim  countries  will  domi- 
nate the  next  century),  facts  recast  as 
forecasts  (the  population  is  aging),  or 
wild  guesses  (o))era  and  symphony  will 
replace  football  and  base 
ball  in  American  hearts). 

The  best  of  these — as 
thought-provoking  en- 
tertainment, if  nothing 
else — is  Megatrends 
2000,  a  sequel  to  1982's 
Megatrends,  the  long- 
time best-seller  that  cat- 
alogued "10  new  direc- 
tions transforming  our 
lives."  Megatrends  2000 
offers  10  new  trends 
that  authors  John  Nais- 
bitt and  Patricia  Abur- 
dene say  will  shape  the 
1990s  and  carry  us  into 
the  21st  century. 

Labeling  themselves 
die-hard  generalists  and 
proving  themselves 
cockeyed  optimists, 
Naisbitt  and  Aburdene 
give  us  H  pop-sociology 
pep  talk,  taking  an  up- 
beat view  of  issue  after  issue.  They  say 
the  U.  S.  budget  deficit  is  declining,  the 
trade  deficit  may  not  really  exist,  Japa- 
nese investment  in  the  U.  S.  is  good,  and 
blacks  are  doing  better  than  ever.  They 
cover  each  of  these  weighty  topics  in  a 
page  or  less  and  often  back  their  conten- 
tions with  little,  if  any,  hard  evidence. 

The  original  Megatrends,  credited  to 
Naisbitt  alone,  spotlighted  existing 
trends.  Naisbitt  argued  convincingly 
that  we  had  moved  to  an  information 
society  from  an  industrial  one  and  that 
we  were  heading  toward  a  global  econo- 
my. Identifying  such  ongoing  trends  is  a 
difficult  enough  feat,  and  Megatrends 
2000  is  most  persuasive  when  it  at- 
tempts the  same  thing.  But  much  of  the 
book  is  devoted  to  questionable  out-and- 
out  predictions.  It  hardly  seems  likely. 


for  instance,  that  public  institutions  such 
as  unemployment  insurance  and  the 
Post  Office  will  be  privatized  to  the  ex- 
tent that  Megatrends  2000  predicts. 

One  of  the  more  interesting  current 
trends  the  authors  identify  is  a  conflict 
between  global  business  and  local  cul- 
ture. As  corporations  such  as  Coca-Cola, 
Sony,  and  Nestle  create  a  world  culture, 
they  note,  nations  react  with  a  return  to 
local  values.  As  an  example,  Naisbitt 
and  Aburdene  point  to  the  Salman  Rush- 
die affair,  in  which  a  book  distributed 
through  a  global  pub- 


lishing network  so  insulted  a  group  of 
religious  fundamentalists  that  they 
vowed  to  kill  the  author. 

Along  the  way.  Mega t rends  2000 
tosses  out  plenty  of  interesting  tidbits, 
suitable  for  cocktail-party  chatter,  about 
the  ironies  of  modern  life:  A  tribe  of 
Saharan  nomads,  we  learn,  delayed  its 
annual  migration  in  1983  to  catch  the 
season's  last  episode  of  Dallas. 

Less  readable,  but  far  more  reliant  on 
statistics,  is  FntureScope:  Success 
Strategies  for  the  1.9.90s  &  Beyond  by 
Joe  Cappo,  a  columnist  for  Grain 's  Chi- 
cago Bminess  and  publisher  of  Adrer- 
tising  Age.  Cappo's  focus,  befitting  his 
advertising  orientation,  is  marketing 
trends.  But  he  spends  an  inordinate 
amount  of  time  retelling  the  Depression- 
World  War  Il-baby  boom  story  to  ex- 


plain the  impact  of  demographics.  Hi: 
"predictions"  are  less  than  startling:  Th( 
population  is  aging  and  relocating,  de 
pendent  care  will  become  a  serious  fam 
ily  issue,  and  a  generation  is  becominj 
fitness-conscious.  Most  unforgivable  ari 
Cappo's  cop-outs  on  important  topic; 
such  as  AIDS,  which  he  says  is  certain  t« 
have  "a  chilling  effect  on  the  sexual  be 
havior  of  concerned  Americans." 

A  third  effort,  American  Renais 
sance:  Our  Life  a  t  the  Turn  of  the  21s 
Century,  teams  former  Omni  magazin- 
editor  Owen  Davies  with  futurist  Marvii 
Cetron,  who  has  previously  visited  th 
21st  century  in  a  solo  book  called  En 
counters  'with  the  Future.  Cetron  an( 
Davies  recount  predictions  for  the  nex 
century  that  are  already  accepted  b; 
most  businesspeople,  which  perhaps  ex 
plains  the  publisher's  claim  that  Cetroi 
has  a  95?'  success  rate  in  predicting  th 
future.  America  is  aging,  the  author 
say.  The  educational  system  is  not  work 
ing,  drugs  are  a  crisis,  and  the  environ 
ment  needs  saving.  Bu 
the  authors  do  offe 
thoughtful  ideas  on  thi 
job  market  of  the  fu 
ture,  which,  they  say,  i; 
likely  to  consist  of  onl; 
two  tiers:  low-paying 
burger-flipping  jobs  an( 
highly  paid  professiona 
positions  that  deman( 
plenty  of  training. 

Can  a  common  viev 
of  the  future  be  drawi 
from  reading  all  three 
Not  really.  Renaissanc 
and  Megatrends  200^ 
predict  an  economi 
boom  in  the  1990s  an( 
beyond;  FutureScop' 
says  our  standard  o 
living  will  continue  t< 
slip.  The  middle  class  i 
growing,  says  Renais 
sance.  Shrinking,  says  FutureScope. 

Renaissance  predicts  that  traditiona 
religions  will  thrive,  while  Megatrend 
2000  says  they  will  decline  in  favor  o 
New  Age  spiritualism.  Environmenta 
problems  will  persist,  says  Renaissanct 
Countries  will  work  together  to  solv^ 
them,  says  Megatrends  2000. 

All  agree  that  American  values  ar 
shifting  from  self-denial  to  self-interes 
and  that  women  will  achieve  greater  sta 
tus  in  the  1990s.  The  single  most  impor 
tant  point  of  agreement,  of  course,  is  th 
implicit  assumption  that  the  future  cai 
be  foretold.  And  that's  a  contention  tha 
one  need  wait  only  an  hour  to  prov 
completely  and  embarrassingly  false. 

BY  JIM  BARTIM( 
Correspondent  Bartimo  predicts  a  glut  c 
future  books  before  the  year  2000. 
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What  a  lift  to  work  should  be. 

A  luxury  car  should  make  you  feel  like  you've  left  the  crowd  behind 
The  Lincoln  Continental  Even  in  the  gridlock  of  rush  hour,  it  makes 
you  feel  far  above  it  all  Continental  is  one  of  the  world's  most  advanced 
luxury  cars.  Anti-lock  brakes,  speed-sensitive  steering,  electronic  air  spring 
suspension  and  a  driver  and  right  front  passenger  air  bag  Supplemental 
Restraint  System  AU  standard  For  a  free  brochure,  call  1  8CXD  446-8888. 
Or  visit  a  Lincoln  dealer  One  dnve  and  you'll  see  that  other  luxury 
cars  tend  to  get  lost  in  the  crowd  And  that  Lincoln  Continental  is  exacdy 
what  a  luxury  car  should  be 

Lincoln.  What  a  luxury  car  should  be. 


W)uld  you  hi 

to  take  a  train 
last  15  years? 


ethenerw 
ide  that  could 


We  would.  We're  Montedison,  Italy's  largest  fine  Dons  that  are  technologically  advanced,  yet  ecologioilly 

chemistry  company,  and  a  pan  of  the  Ferruzzi  sound.  To  get  there,  we've  placed  an  extraordinary 

Group.  We  know  that  if  you  want  to  change  the  emphasis  on  research.  Investing  almost  three  hun- 

fumre,  you've  got  to  start  planning  for  it  now.  Ma-  dred  million  dollars  a  year  in  Research  and  Develop- 

terials  chemistry.  Health  care.  Clean  energy.  These  ment  alone.  For  it  is  only  through  the  research  of 

are  the  areas  of  our  endeavours  and  in  which  we  today  that  we  can  find  the  answers  of  tomorrow, 

are  among  the  worid  leaders.  Bnnging  forth  solu-  No  matter  how  long  a  train  nde  we  have  to  take. 


£2  moriTEOison 

Grufjpu  Ferruzzi 

NEXT  GENERATION  CHEMISTRY 
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conomic  Viewpoint 


WHEN  THE  GOING 
GETS  TOUGH, 
IDEOIOGY 
GETS  FLEXIBLE 


BY  GARY  S.  BECKER 


Intellectual  commitment  to 
Marxist  economics — or  other 
ideologies — has  a  way  of 
changing  when  experience 
shows  they  are  not  working. 
Will  socialism  and  capitalism 
become  indistinguishable? 


GARY  S  BECKER  IS  UNIVERSITY  PROFESSOR 
OF  ECONOMICS  AND  SOCIOLOGY 
AT  THE  UNIVERSn  r  f")F  CHICAGO 


The  headlong  retreat  throughout 
the  world  from  central  planning, 
state  ownership  of  capital,  and  de- 
tailed regulation  of  economic  life  is  truly 
remarkable  because  it  is  largely  being 
led  by  parties  that  have  historically  ab- 
horred the  market  economy. 

Although  the  changes  in  the  commu- 
nist world  are  grabbing  the  headlines, 
similar  moves  are  taking  place  else- 
where. New  Zealand's  Labor  govern- 
ment has  pushed  extremely  radical  free- 
market  reforms.  Michael  Manley  of 
Jamaica,  a  pro-Cuba,  anti-American  so- 
cialist during  his  disastrous  first  term 
back  in  the  1970s,  has  followed  policies 
sympathetic  to  privatization  and  deregu- 
lation since  the  voters  returned  him 
to  power  a  couple  of  years  ago.  The  new 
President  of  Argentina,  Carlos  Menem 
of  the  interventionist  Peronista  party, 
initially  used  an  economic  plan  drafted 
by  conservative  businessmen. 

Nothing  shows  the  flexibility  of  ideol- 
ogy more  than  a  statement  made  to  me 
by  the  director  of  the  department  of 
ideology  of  the  Polish  Communist  Party. 
The  party  was  not  sure,  he  said,  whether 
public  ownership  is  an  essential  part 
of  socialism.  When  asked  about  the 
difference  between  capitalism  and  social- 
ism, he  said  that  they  were  still  working 
on  that.  What  remains  of  communist 
ideology  if  it  abandons  the  belief  in 
the  inevitable  exploitation  of  workers 
under  a  system  of  private  enterprise? 
Without  that  basic  principle,  socialism 
would  hardly  be  distinguishable  from 
capitalism. 

WRONG  BEFORE.  There  is  not  much  merit 
to  the  claim  that  the  communist  world 
would  have  given  up  central  planning 
and  state  ownership  long  ago  were  it  not 
for  the  influence  of  Marxist  thought. 
For  it  did  not  become  clear  until  recently 
that  communist  economies  were  lagging 
behind  market  ones.  Indeed,  many 
Sovietologists  in  the  West  agreed  with 
Khrushchev's  boast  that  the  Soviet 
Union  would  bury  the  U.  S.  in  the  race 
for  economic  supremacy.  There  was 
even  serious  debate  over  whether  China 
or  Russia  would  become  the  dominant 
economic  power.  Japan  was  ignored,  and 
other  capitalist  economies  were  consid- 
ered too  weak. 

According  to  the  best  Western  esti- 
mates, up  to  the  mid-1970s.  Eastern  Eu- 
ropean economies  grew  more  rapidly 
than  did  most  others  and  every  bit 
as  rapidly  as  Western  European  econo- 
mies. Then,  the  complexities  of  centrally 
planning  a  modern,  high-tech  economy 
apparently  slowed  down  performance. 
During  the  past  15  years,  growth  in 
the  comm.unist  world  lagged  seriously 
behind  growth  in  the  West.  The  result 
was  that  support  for  central  planning 


and  state  ownership  completely  col 
lapsed  after  little  more  than  a  decade  o 
clear  evidence  of  sub-par  growth. 

True,  bureaucrats  and  workers  ii 
cushy  positions  in  the  many  state-owne( 
.companies  in  communist  countries  ma^ 
still  resist  change  out  of  fear  that  the^ 
will  lose  their  jobs  and  power.  But  ver 
little  of  this  resistance  depends  on  ideol 
ogy.  I  doubt  if  more  than  a  handful  o 
people  who  have  lived  under  cornmunisn 
are  intellectually  committed  to  centra 
planning  and  Marxist  economies. 

However,  many  professors  and  intel 
lectuals  in  the  West  continue  to  parro 
Marxist  slogans  about  the  exploitatioi 
of  workers  under  capitalism.  They  ig 
nore  the  obvious  fact  that  workers  hav< 
done  better  in  material  terms  under  capi 
talism  than  under  communism,  which  i; 
precisely  the  reason  for  the  ferment  ir 
Eastern  Europe  today. 
BEWARE  SMUGNESS.  Socialism  is  not  th( 
only  economic  system  that  must  delivei 
the  goods  if  it  expects  to  receive  populai 
support.  For  example,  if  the  Iranian  an( 
other  economies  in  the  forefront  of  th( 
Islamic  fundamentalist  revolution  contin 
ue  to  stagnate,  as  I  believe  they  will 
blame  will  be  placed  on  Islamic  precept; 
such  as  opposition  to  payment  of  inter 
est  on  loans  and  to  managerial  position; 
for  women.  Before  long,  these  precept; 
will  be  replaced  by  those  found  in  th( 
West,  which  could  culminate  in  a  coun 
terrevolution  against  fundamentalism  it 
self.  Iran  already  has  started  to  relax  iti 
attitude  toward  the  economic  activities 
of  women. 

By  the  same  token,  advocates  of  mar 
kets  and  private  enterprise  should  not  b( 
too  smug  and  self-satisfied,  because  tht 
present  worldwide  love  affair  with  free 
economies  is  fragile.  Remember  that  th( 
Depression  of  the  1930s  and  economic 
destruction  during  World  War  U 
brought  about  a  seemingly  unstoppable 
movement  toward  socialism  during  th( 
1950s  and  1960s.  The  new  attachmeni 
to  private  enterprise  will  also  crumblt 
should  another  global  depression  ushei 
in  an  extended  period  of  economic  stag 
nation. 

The  lesson  is  that  while  economic 
ideologies  may  exercise  an  excessively 
rigid  influence  on  public  policies  wher 
decisive  evidence  on  economic  growtl 
is  unavailable,  they  are  quite  flexibk 
and  will  change  when  the  evidence 
changes.  As  the  rejection  of  capitalisnr 
after  the  Great  Depression  illustrates 
sometimes  there  is  excessive  reactior 
against  economic  systems  that  are  expe- 
riencing only  short-term  difficulties.  Bj 
and  large,  the  world  is  much  better  ofl 
because  the  organization  of  economic 
activities  depends  a  lot  more  on  results 
than  on  preconceived  philosophies.  ■ 
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t  is  no  easy  task  to  control  costs  and  still 
ige  to  keep  employees  happy  with  their  health 
Fits.  Especially  when  you  have  employees  in 
than  one  state.  But  that's  exactly  what  we're  pre- 
i  to  help  you  do— and  better  than  anyone  else, 
rhe  reason  lies  in  a  simple  fact.  No  one  knows 
providers— how  to  evaluate  them,  to  negotiate 
them,  to  manage  relationships  with  them— the 
ve  do.  Our  local  Plans  are  the  most  experienced 
der  contracting  organizations  in  the  business, 
are  there  to  manage  the  networks  after  they 
stablished.  That's  why  we  can  reduce  costs 
offering  your  employees  the  best  selection  of 
)rs  and  hospitals. 

Mot  only  do  we  manage  HMOs  and  PPOs  in  over 
:ities,but  dirough  HMO-USA""and  Preferred  Care- 
"we  bring  them  together  into  a  consolidated 
nal  program  to  meet  multi-state  employer  needs. 


You  get  one  account  coordinator  and  consoli- 
dated billing,  collection  and  disbursement  through 
a  single  point.  And  our  Away  From  Home  Care 
program  makes  it  easy  for  travelling  employees  to 
get  care  wherever  they  are. 

Custom  Care-USA— our  utilization  review 
program— is  built  on  a  strong  set  of  performance 
standards  and  the  resources  to  back  them  up.  Like 
1200  nurse  reviewers  and  over  1000  physician 
consultants.  And  an  Individual  Case  Management 
Network,  offering  you  on-site  supervision  of  high 
cost  cases  by  local  case  managers  across  the  country 

These  are  some  of  the  reasons  our  managed 
care  programs  serve  over  30  million  people.  If  you'd 
like  more  information,  call 

1-800-426-2583.  We'll  Blue  Cross  , 

help  you  open  the  door  Shield, 
to  a  few  more  options. 


®  RcgisUTcd  rrurks  and  -^crviLe  marks  of 
the  Blue  Cross  &r  Blue  Shield  Msociation 


conomic  Trends 


BY  GENE  KORETZ 


ARE  THE  JOBLESS 
NUMBERS  FLASHING  A 
RECESSION  WARNING? 


Recession-worriers  would  do  well  to 
keep  a  weather  eye  on  weekly  un- 
employment insurance  claims.  That's  the 
advice  of  economist  Maury  Harris  of 
Paine  Webber  Inc.,  who  notes  that  filings 
in  the  week  ended  Dec.  23  soared  to 
426,000 — 22%  more  than  the  week  before 
and  the  highest  number  in  four  years. 
Even  on  a  four-week-moving-average  ba- 
sis, claims  hit  a  three-year  high  of 
376,000  (chart). 

Harris  concedes  that  one  week's 
claims  aren't  any  reason  to  press  the 
panic  button,  particularly  since  tempo- 
rary auto-plant  closings  and  bad-weather 
layoffs  in  construction  and  other  sectors 
undoubtedly  contributed  to  the  surge. 
Moreover,  as  noted  in  these  columns 
some  weeks  ago  (BW — Nov.  27),  a  rising 
tide  of  claims  was  expected  to  show  up 
around  the  end  of  the  year  as  a  result  of 
thousands  of  permanent  layoffs  an- 


JOBLESS  CLAIMS  HEAD 
FOR  HIGHER  GROUND 


275      INITIAL  UNEMPLOYMENT  INSURANCE  CLAIMS 

FOUR-WEEK  MOVING  AVERAGE 
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A  THOUSANDS  OF  CUIMS,  SEASONALLY  ADJUSTED 
DATA:  UBOR  DEPT. 


nounced  last  fall  by  a  wide  range  of 
industries.  Under  the  Worker  Adjust- 
ment &  Retraming  Notification  Act, 
companies  initialing  large  cutbacks  must 
give  dismissed  workers  at  least  60  days' 
notice,  and  the  latest  pickup  in  claims 
could  partly  reflect  the  leading  edge  of 
those  deferred  layoffs. 

Still,  jobless  claims  are  a  key  compo- 
nent of  the  inilex  of  leading  indicators, 
and  they  have  been  in  a  clear  uptrend 
for  some  time.  Many  economists  argue 
that  the  growth  of  overall  employment 
over  the  past  decade  has  raised  the 
flashpoint — the  level  of  claims  that  sig- 
nals imminent  recession — to  around 
450,000  a  week,  up  from  400,000  in  the 


early  1980s.  Harris,  however,  rejects 
that  argument,  noting  that  the  propor- 
tion of  unemployed  people  seeking  and 
receiving  unemployment  compensation 
in  recent  years  has  been  far  lower  than 
in  the  1970s  and  early  1980s — "suggest- 
ing that  the  claims  level  signaling  reces- 
sion may  now  be  lower  [not  higher]  than 
in  the  past." 

Just  what  that  level  is,  of  course,  re- 
mains uncertain,  but,  Harris  says,  any 
sustained  rise  above  400,000  would  force 
him  to  reconsider  his  prediction  that  the 
economy  will  escape  an  outright  down- 
turn. As  it  is,  he  points  out  that  the 
Conference  Board's  help-wanted  adver- 
tising index,  which  almost  always  de- 
clines prior  to  a  recession,  hit  145  in 
November,  its  lowest  level  of  the  year 
and  14  points  below  its  April  high. 


1992  PROMISES 
A  RICH  HARVEST 
FOR  EUROPE  . . . 


|()  one  doubts  that  the  1992  econom- 
ic integration  of  the  European  Com- 
munity will  have  a  dynamic  effect  on  its 
performance.  In  fact,  according  to  the 
analysis  prepared  for  the  Commission  of 
the  European  Communities  by  a  re- 
search team  headed  by  Italian  economist 
Paolo  Cecchini,  the  EC  can  expect  a  rise 
in  total  income  in  the  range  of  2.5%  to 
6.5%  over  five  to  seven  years.  The  rise 
will  result  from  efficiency  gains  as  inter- 
nal trade  and  capital  barriers  are  dis- 
mantled, and  as  taxes  and  regulations 
are  standardized. 

While  the  Cecchini  estimates  seem 
high,  Columbia  University  economist 
Fiichard  E.  Baldwin  argues  in  the  latest 
issue  of  the  British  journal  Economic 
Policy  that  they  may  actually  be  too 
conservative.  That's  because  1992  will 
not  only  boost  output  by  fostering  more 
effective  use  of  existing  capital  but  also 
will  create  a  climate  that  will  attract 
new  investment  and  thus  raise  the  capi- 
tal stock.  Indeed,  Baldwin's  calculations 
indicate  that  the  enhanced  growth  re- 
sulting from  accelerated  investment 
could  eventually  double  or  triple  the  ini- 
tial rise  in  income  produced  by  the  effi- 
ciency effects  of  market  integration. 

Thus,  even  if  the  Cecchini  estimates 
exaggerate  the  near-term  benefits  of 
1992,  they  may  actually  prove  short  of 
the  mark  over  the  long  term  as  greater 
capital  accumulation  sparks  greater  out- 
put growth.  Meanwhile,  Baldwin  points 
out  that  his  study's  predictions  are  al- 
ready supported  by  Europe's  current 
capital  spending  boom.  "If  I'm  right,"  he 
says,  "the  investment  boom  could  last 
another  5  to  10  years." 


...  BUT  IT  COULD  BE 
COLD  COMFORT  FOR 
U.S.  COMPANIES  THERE 


Although  Europe's  economy  ma 
well  blossom  in  the  1990s,  mar 
U.  S.  companies  could  be  left  out  in  tl 
cold.  Of  some  350  U.  S.  top  executiv( 
recently  surveyed  by  the  Conferenc 
Board,  only  38%  felt  their  current  pof 
tion  in  Europe  would  allow  them  to  con 
pete  effectively  after  1992.  Among  mai 
ufacturers  in  the  sample,  only  45%'  fe 
competitively  prepared.  Yet  despit 
these  apprehensions,  notes  the  boan 
most  companies  aren't  changing  the 
strategies  "aside  from  a  modest  increas 
in  merger-and-acquisition  activity." 

Meanwhile,  a  recent  study  by  Pennsy 
vania  State  University's  Behrend  Schoc 
of  Business  underscores  the  woeful  lac 
of  preparation  many  U.  S.  executives  n 
ceive  for  assignments  overseas.  Of  som 
100  high-level  U.  S.  executives  (averag 
income  $172,000)  working  in  Wester 
Europe,  84'/'  received  no  corporate  briel 
ing  on  management  practices  in  thei 
host  countries,  and  77%  didn't  even  ge 
factual  information  on  the  new  country 
Only  15%  received  language  training 
And  over  75%  of  the  companies  failed  t 
communicate  with  their  employees 
spouses  about  the  new  assignments  an( 
to  offer  them  job  assistance  overseas. 

Not  surprisingly,  many  of  the  execu 
fives  were  unhappy.  Although  their  av 
erage  company  tenure  was  14  years 
20'/^  said  they  wanted  to  be  transferrec 
back  home.  A  further  9%  actually  re 
turned  home  early.  And  14%'  left  theii 
employers  within  a  year  of  returning. 
With  Joiathan  Kapstein  in  Brusseh 


INCOME  IS  UP, 

BUT  SO  IS  THE  NUMBER 

OF  DEADBEATS 


The  economy  chalked  up  a  record  o: 
sorts  in  1989,  notes  economist  Nancj 
Lazar  of  C.  J.  Lawrence,  Morgan  Gren 
fell  Inc.,  but  it's  not  one  to  crow  about 
New  third-quarter  data  show  that  th( 
delinquency  rate  on  bank  installmen' 
loans  to  consumers  (credit  cards,  aut( 
loans,  and  the  like)  shot  up  to  2.8%-  of  al 
such  loans  outstanding.  The  rate  has  ap 
proached  that  level  only  three  times  ir 
the  postwar  period — all  during  reces 
sions.  Says  Lazar:  "It's  the  first  timt 
ever  that  delinquencies  have  hit  a  new 
peak  while  real  disposable  income  wat 
still  growing."  i 
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WE  GREATEDTAN-FREE  FUNDS. 
THENAGAINMHADAIUrOFINSPIRflllON. 


Ever  since  modern  income  taxes 
^re  introduced. administration  after  ad- 
inistration  has  been  pledging  to  lower 
em.  Or,  at  least,  not  to  raise  them. 

Some  were  successful.  And  some 
irent.  But  why  should  your  savings 
id  investment  income  be  subject  to  the 

:ylus  Service  Corporal  ion 


ups  and  downs  of  economic  policy  ? 

In  1976  we  went  to  Washington, 
D.C.  and  lobbied  fora  bill  that  allowed 
Dreyfus  to  offer  the  first  incorporated 
tax-exempt  fund. 

Today,  we" re  happy 
to  offer  you  17  different 


The  right  fund  at  the  right  time. 


funds  that  will  reduce  your  tax  exposure. 

So  why  wait  to  see  what  happens 
to  taxes?  Call  for  a  prospectus  and  start 
cutting  your  taxes  yourself.  Today. 

1-800-645-6561  ext.  2243. 
Please  read  it  carefully 
before  investing. 


You  never  know  where  your  reports  will  be  read,  so 
you  d  better  get  a  printer  with  great  presentation  skills. 

Introducing  the  Pinwriter  P2200XE. 


'    fli  ifrt^iiifltfliiii  ■'iilitii 


MAGAZINE 


KDI  TORS' 
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NECPinwfiterP2?0OXE 


These  days,  if  you  want  someone's 
undivided  attention,  you  have  to  command 
it.  Introducing  the  new  NEC  Pinwriter' 
P2200XE.  A  top  quality  24- wire  dot  matrix 
printer  with  the  commanding  presentation 
skills  of  an  old  pro,  the  high  speed  and  low 
price  of  a  young  upstart.  It's  the  perfect  printer  for  anyone 
on  a  hudget. 

The  P22()()XE  not  only  features  8  standard  type  styles 
and  18  optional  font  cartridges,  but  it's  the  world's  first 
printer  with  our  new  Fast  Focus™  font.  Which  delivers 
letter  quality  perfection  at  speeds 
of  more  than  80  characters  per 
second.  Combine  type  variety  with 
•'3(j()  X  360  dot-per-inch  resolution, 
and  a  ribbon  that  prints  every  dot 
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Pinwriter  P2200XE 


crisp  and  black,  and  you're  beginrung  to  get  a  very  clear 
picture  of  just  how  commanding  your  reports  can  be,  com- 
plete with  charts,  graphs  or  drawings.  No  matter  who's 
reading  them.  No  matter  where. 

We're  not  the  only  ones  who  think  highly  of  the 
P2200XE.  PC  Magazine  does,  too.  They  gave  our  new 
printer  their  "Editor's  Choice"  award.  And  added,  '"Rike  a 
quick  glance  at  the  Pinwriter's  output  and  you  may  have  to 
remind  yourself  that  it  rolled  out  of  a  dot  matrix  [printer]." 

NEC  Pinwriter  printers.  They've  helped  make 
NEC  a  $24  billion  world  leader  in  computers  and 
communications.  They'll 
make  a  great  presentation  on 
your  behalf  any  time  you 
turn  one  on. 

WE'RE  MAKING  THINGS  BETTER  FOR  YOU 


NEC 


NEC  Technologies,  Inc.,  14  14  Ma.ssachusett.s  Ave.,  Boxborough,  MA  01719.  1 -8()()  NEC-INP'O.  In  Canada,  1 -800-343-44 18, 

^^"^  ~  '  C.iliyriBhl  IMI  NEr  Ti>.  hnnlusiev  In.'  hnwrllw  isa  n-JilslvM  Irailcmark  mil  Ka.-,!  K.-  us  is  a  Ira.l.  inark  iJNKCCiin. 


lost  Companies  Have  AnAltemativeTo  Offering  A 
Complete  Selection  Of  Phone  Systems. 

Some  people  will  do  almost  anything  to  drive  home  a  sale. They  have  to.  Because 
what  they  have  to  sell  isn't  always  what  you  need  to  buy 
At  GTEL,  we  have  another  solution.  Selection. 

We  sell  NEC,  Northern  Telecom,  Fujitsu/GTE  and  other  top  manufacturers.  With 
applications  ranging  from  call  management  to  computer  integration. 

In  addition,  we  offer  a  variety  of  purchase,  lease  and  rental  options.  And  a  choice  of 
five  different  maintenance  plans  to  help  keep  everything  running  smoothly 

Talk  to  us  and  tell  us  what  your  needs  are.  We'll  evaluate  your  situation,  and  seven 
days  later  we'll  deliver  our  customized  written  proposal. 

So  in  a  way,  although  we  offer  a  lot  of  different  phone  systems,we  really  only  sell  one. 

The  one  that  fits  perfectly.  i_»nn_/;^7-^i7'i 


GTELQB 

THE  POWER  IS  ON 

22A-CA 


Japanese  Perfection 


In  Japan,  perfection  is 
omomuki  —  a  subtle  blend  of 
nature  and  art  which  can  only 
be  achieved  through  constant 
attention  to  every  detail.  When 
you  fly  ANA,  you,  too,  can 
experience  omomuki.  In  service 
tailored  to  ensure  the  enjoy- 
ment of  travel.  Time  to  relax 
and  savor  our  gourmet  meals, 
enjoy  your  favorite  music  or 


just  sit  back  in  our  spacious 
seats.  It's  the  service  that  makes 
us  Japan's  favorite  airline,  and 
now  it's  yours  to  enjoy  wherever 
you  fly  with  ANA.  Our  growing 
list  of  destinations  include 
Asia,  Australia,  the  United 
States,  and  Europe.  Enter  the 
world  of  the  discerning 
traveller  —  Enter  the  world  of 
ANA,  All  Nippon  Airways. 


ANA  offers  Washingtof  D.C.'s  only  nonstop  to  Tokyo  five  days  a  week, 
and  daily  nonstop  servr  .  from  Los  Angeles  to  Tokyo. 

Contact  your  travel  agen;  or  ANA  at  1-800-235-9262. 


All  IMmPonAiPuiays 

Japan's  best  to  the  world. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


I  FACTORIES  FIOUNDER,  CONSUMERS 
RE  KEEPING  THE  EXPANSION  AFLOAT 


|he  expansion  is  suffering  through  its  second  reces- 
sion in  manufacturing.  Factory  output,  now  below 
its  August  peak,  finished  1989  no  higher  than  it 
last  spring,  and  plants  have  laid  off  195,000  workers 
;  March.  But  similar  to  the  slump  of  1985  and  1986, 
ufacturing's  problems  probably  won't  become  severe 
igh  to  drag  the  rest  of  the  economy  into  a  recession. 

The  main  reason:  The  service 
sector,  which  employs  about 
three-fourths  of  all  nonfarm 
workers,  is  still  strong.  Higher 
interest  rates,  brought  on  by 
the  Federal  Reserve  Board's 
tightening  of  monetary  policy  in 
1988  and  early  1989,  curbed"  de- 
mand for  goods  but  not  for  ser- 
vices. Consumer  spending  for 
services,  adjusted  for  inflation, 
rose  about  A%  from  the  fourth 


tLESSNESS  RISES 
THE  FACTORIES 


ter  of  1988  to  the  final  period  of  1989,  a  bit  faster 
the  3.6%  pace  during  the  previous  year, 
contrast,  consumer  demand  for  goods  didn't  rise  at 
ist  year,  after  scoring  a  robust  3.9%  advance  during 
"our  quarters  of  1988.  Even  excluding  the  depressing 
:t  of  last  quarter's  slump  in  car  sales,  real  spending 
oods  other  than  new  autos  was  up  only  about  1%  in 
,  compared  with  3.5%-  in  1988.  That  slowdown  has 
led  up  factory  joblessness,  while  unemployment  in 
ices  has  held  steady  (chart). 

fROIT  Prospects  are  good  that  the  factory  sec- 
"'T  tor  can  get  back  on  its  feet — but  a  lot  will 

^  '"f  depend  on  the  sick  auto  industry.  In  gen- 

GEAR  gj,^]^  manufacturers  lost  no  time  in  ad- 
ng  their  inventories  to  weaker  demand.  But  Detroit, 
jring  with  its  on-again,  off-again  incentive  programs, 
I't  been  able  to  get  its  production  and  sales  in  line, 
^en  after  cutting  fourth-quarter  output  to  recession- 
levels,  Detroit  now  plans  to  slash  first-quarter  pro- 
ion  to  the  lowest  level  since  1983.  Most  of  the  cut- 
;s  are  coming  in  January:  The  Big  Three  plan  to 
i  virtually  all  their  car-assembly  plants  for  one  or 
weeks  this  month.  Industries  that  supply  Detroit 
feel  those  shutdowns,  too,  and  that  will  depress  the 
)ry  sector  still  more  in  the  first  quarter, 
at  one  factor  will  moderate  the  impact  of  the  auto 
stry's  woes  on  the  rest  of  manufacturing:  Consum- 
ire  still  out  there  spending.  Job  growth  in  services  is 
;rating  income  gains,  thanks  to  the  rapid  pace  of 
ice  wages.  And  consumers  remain  in  good  spirits. 


according  to  all  such  measures,  enough  so  to  take  on 
debt  at  an  increasingly  rapid  clip. 

They  borrowed  $4.2  billion  more  than  they  paid  off  in 
November,  up  from  $3.2  billion  in  October.  That's  much 
faster  than  the  average  increase  of  $2.2  billion  per 
month  during  the  previous  six  months.  Revolving  credit, 
closely  tied  to  retail  spending,  has  accounted  for  most  of 
the  recent  growth  in  installment  debt. 

And  interest  rates  are  declining.  Banks  lowered  the 
prime  rate  on  Jan.  8  from  10.5%'  to  10%>  in  response  to 
the  Fed's  easing  of  policy  and  a  softer  economy.  The 
prime  has  fallen  by  1.5  percentage  points  from  its  recent 
peak  of  11.5%'  in  June.  That  will  cut  the  costs  of  a  broad 
range  of  consumer  loans.  Lower  rates  are  just  the  tonic 
needed  to  stimulate  manufacturing,  especially  of  durable 
goods,  where  most  of  the  weakness  is  concentrated. 

SERVICE  The  Fed's  easing  is  a  safeguard  against 
WAGES  recession.  At  the  same  time,  the  central 
SET  bank  is  watching  for  signs  that  inflation 

THE  PACE  ^[\\  continue  to  moderate.  And  there  may 
not  be  many  of  them  this  winter.  Severe  cold  weather  in 
December  has  produced  skyrocketing  costs  for  energy 
and  food  that  will  hit  the  January  price  indexes  due  out 
next  month.  That  temporary  surge  isn't  likely  to  retard 
the  Fed's  efforts,  however. 

Of  more  concern  to  the  Fed,  most  likely,  is  wage 
growth,  which  plays  a  big  role  in  the  price  outlook.  The 
central  bank  probably  wasn't  pleased  when  the  Labor 
Dept.'s  report  on  employment  showed  a  0.6%  jump  in  the 
average  nonfarm  hourly  wage  in  December.  At  $9.84, 
hourly  pay  is  4.1%  above  its  year-ago  level.  That's  a 
slight  acceleration  from  its  3.6%'  pace  for  all  of  1988. 

Clearly,  the  upward  push  on 
wages  comes  from  the  service 
side  of  the  economy,  where  de- 
mand for  labor  is  strong  (chart). 
In  the  fourth  quarter,  wages  in 
private  service-producing  jobs 
rose  4.5%  from  a  year  ago.  In 
manufacturing,  pay  growth  has 
slowed  to  just  2.7%'. 

Salary  hikes  have  been  big- 
gest for  health  care  workers. 
Their  yearly  pay  gains  have 


WHERE  WAGES 
ARE  COOLING  OFF 


GROWTH  RATES  OF 
AVERAGE  HOURLY  EARNINGS 
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•JOB-WEIGHTED  AVERAGE 
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been  more  than  6%>.  Other  service  wages  are  rising  at  a 
rapid  clip,  too.  Hourly  wages  in  wholesale  trade  and 
finance  are  up  about  4.5%  from  a  year  ago,  while  pay  at 
companies  providing  business  services  has  risen  5.5%'. 
Derailing  this  upward  trend  in  wages  will  require 
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some  loosening  in  the  labor  markets.  That  wasn't  hap- 
pening in  December:  The  unemployment  rate  remained 
at  a  tight  5.37'  for  the  seventh  consecutive  month.  How- 
ever, the  jobless  rate  tends  to  lag  behind  the  economy's 
current  performance.  Initial  claims  for  unemployment 
insurance,  which  lead  economic  activity,  have  risen  con- 
siderably in  recent  weeks.  And  there  are  signs  that  job 
growth  is  slowing,  though  mostly  in  manufacturing. 


(FACTORY  Nonfarm  payrolls  expanded  by  only 
OUTPUT  142,000  in  December,  to  109.5  million,  and 
REMAINS  55,000  of  the  gain  came  from  telephone 
WEAK  workers  returning  from  a  strike.  Job 

gains  slowed  progressively  in  each  quarter  of  1989.  De- 
cember's small  rise  cut  employment  growth  in  the  fourth 
quarter  to  an  annual  rate  of  1.77o,  down  from  2.17'  in  the 
third  quarter,  2.57^  in  the  second,  and  3.37  in  the  first. 

Manufacturing  shed  25,000  jobs  in  December.  The  fac- 
tory workweek  is  also  shrinking.  Hours  worked  in  De- 
cember stood  at  40.7,  unchanged  from  November,  but 
down  from  the  41  hours  prevalent  earlier  in  the  year. 
The  flat  workweek,  together  with  the  loss  of  jobs,  indi- 
cates that  factory  output  last  month  was  little  changed. 

Manufacturers  are  adjusting 
their  inventories  to  the  slow- 
down in  demand.  During  the 
past  year,  factory  inventories 
have  risen  6.17-,  while  ship- 
ments are  up  only  3.87.  But 
production  cuts  are  getting  in- 
ventories into  better  alignment 
with  demand  (chart).  Factory- 
stock  levels  rose  only  0.37  in 
November,  to  $373  billion,  and 
inventories  of  finished  goods 
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have  declined  0.37  for  two  consecutive  months. 

Demand  for  durable  goods,  which  is  more  sensitive  to 
interest  rates,  has  been  hit  especially  hard.  The  electri- 


cal-machinery and  auto  industries  have  accounted  foi 
55%  of  all  layoffs  since  March,  and  other  hardgood; 
producers  have  cut  workers,  too.  Job  reductions  an 
probably  continuing  in  January,  if  only  because  of  the 
shutdowns  in  the  aiito  industry. 


(SERVICE  Job  growth  in  the  service  sector  is  alsi 
JOBS  ARE  slowing  down,  but  not  by  much.  The 
SIOWING  same  thing  happened  in  1985  and  1986 
SLIGHTLY  when  factory  weakness  hurt  hiring  ii 
many  service  industries.  Manufacturing  companies  thai 
must  reduce  costs  are  cutting  down  on  their  use  oi 
business  services.  That  means  fewer  new  jobs. 

In  December,  private  service  companies  added  172,00( 
employees — 117,000  excluding  the  returning  telephone 
workers.  Cautious  retailers  added  fewer  seasonal  work 
ers  than  usual,  causing  a  decline,  after  seasonal  adjust 
ment,  in  jobs  in  retailing.  However,  that  means  fewer 
workers  will  be  laid  off  in  the  current  quarter. 

In  last  year's  second  half,  service  companies  still  hirec 
nearly  900,000  workers,  though  that's  a  drop  from  the 
1.2  million  added  in  the  first  half.  That  slowdown  is  more 
acute,  however,  if  the  health-care  sector  is  excluded.  Jot 
growth  there  continues  to  accelerate:  It  rose  7.17o  for  al 
of  1989,  compared  with  6.17  in  1988  and  4.37  in  1987. 

Elsewhere,  business  services  increased  employment  bj 
just  2.57"  last  year,  down  sharply  from  1988's  6.77c  gain 
And  the  retail,  wholesale  trade,  and  transportation  sec- 
tors— service  industries  that  are  dependent  on  manufac- 
turing— aren't  adding  workers  as  fast  as  in  1988. 

Job  growth  in  the  service  sector  will  moderate  further 
as  companies  continue  to  cope  with  the  after-effects  ol 
manufacturing's  lethargy.  That  will  help  keep  service 
wages  from  accelerating  still  more,  but  it  may  not  be 
enough  to  slow  them  down.  As  a  result,  1990  might  see 
little  improvement  in  inflation,  compared  with  1989.  So, 
the  Fed  may  well  have  put  manufacturing  through  the 
wringer  without  much  to  show  for  it. 


THE  WEEK  AHEAD 


BUSINESS  INVENTORIES 


Tuesday,  Jan.  16,  10  a.m. 
Inventories  at  factories,  wholesalers, 
and  retailers  probably  grew  by  about 
0.5%  in  November,  following  a  0.47f  gain 
in  October.  That's  indicateci  by  the  al- 
ready-reported 0.37  rise  in  manufactur- 
ers' stockpiles,  plus  an  increase  of  un- 
sold new  cars  at  dealerships.  Business 
sales  likely  rose  by  0.67<:  in  November, 
reversing  a  0.77-  drop  in  October. 

MERCHANDISE  TRADE  DEFICIT  

Wednesday,  Jan.  17,  S:.90  a.m. 
Most  economists  expect  that  the  trade 
gap  in  November  was  little  changed 
from  its  October  level  of  $10.2  billion.  A 
drop  in  oil  imports  will  contribute  to  low- 


er overall  imports,  which  jumped  5.17  in 
October.  Exports,  up  1.1%  in  October, 
probably  fell  in  November  because  the 
Boeing  Co.  strike  cut  aircraft  exports. 

INDUSTRIAL  PRODUCTION  

Wednesday,  Ja?i.  17,  9:15  a.m. 
Output  at  factories,  utilities,  and  mines 
likely  rose  0.47f  in  December.  Factory 
output  was  weak,  but  extremely  cold 
weather  in  most  parts  of  the  country 
boosted  utility  use.  In  November,  indus- 
trial production  rose  a  small  0.17  . 

CAPACITY  UTILIZATION  

Wednesday,  Jan.  17,  9:15  a.m. 
The  expected  moderate  gain  in  industrial 
output  suggests  that  about  837  of  ca- 
pacity was  in  use  in  December.  That's 


up  from  82.7%;  in  November,  but  below 
the  84.37f  level  of  a  year  ago. 

CONSUMER  PRICE  INDEX  

Thursday,  Jan.  18,  8:30  a.m. 
Consumer  prices  likely  rose  by  about 
0.47'  in  December,  the  same  gain  as  in 
November.  Higher  fuel  costs  were  off- 
set by  price  cuts  at  stores  as  retailers 
tried  to  boost  holiday  shopping. 

HOUSING  STARTS  

Thursday,  Jan.  18,  8:30  a.m. 
Construction  probably  began  on  about' 
1.3  million  new  homes  in  December,  at 
an  annual  rate.  That's  down  from  the 
1.36  million  pace  of  November,  but  cold 
weather  stopped  building  across  much, 
of  the  nation  last  month.  i 
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rhere's  one  thing  AT&T  international 
long  distance  customers 
will  never  have  to  worry  about. 


These  days,  things  seem  to  go  obsolete 
fore  you  can  get  them  out  of  the  box. 

Not  so  with  AT&T  International  Long  Distance. 

We're  continually  upgrading  our  Worldwide  Intelligent 
■twork,  before  you  have  time  to  even  think  about  it. 

When  we  saw  that  global  eveiits  were  affecting  tele- 
one  traffic,  we  expanded  our  Network  Operations 
■nter.  Now  events  are  continually  monitored  24  hours  a 
y  and  traffic  is  routed  accordingly 

We  also  anticipated  the  growing  demand  for  interna- 
mal  voice,  data  and  fax  transmission,  by  developing  the 
?t  transpacific  and  transatlantic  fiber-optic  cable  systems. 


So  you'll  enjoy  fast  international  connections  with  unsur- 
passed clarity 

We  could  list  other  examples  of  advances  you'll  never 
have  to  think  about. 

But  why  not  call  1  800  222-0400  ext.  1277,  and  let 
the  innovations  speak  for  themselves. 
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GEORGE  BUSH'S 
WINNING  STREAK 

AFTER  A  STUNNING  YEAR,  1990  PROMISES  SUCCESS  ABROAD— AND  ON  THE  HILL 


It  was  the  kind  of  first  year  Presi- 
dents dream  f>f  but  rarely  achieve.  In 
1989,  Georj^e  Bush  saw  the  liulwarks 
of  European  communism  crumble,  sent  a 
posse  to  capture  Panamanian  dictator 
Manuel  Noriega,  and  humbled  a  Demo- 
cratic Congress  that  thought  it  could 
force  him  to  raise  taxes.  So,  as  he  sits 
down  to  work  on  his  Jan.  31  State  of  the 
Union  address  with  his  popularity  at  an 
otherworldly  887',  Bush  is  faced  with 
this:  What  to  do  for  an  encore? 

In  many  ways,  the  elements  that  al- 
lowed Bush  to  do  well  last  year  are  in 


place  for  1990.  Rapid — and  positive — 
change  in  the  world  plays  to  his 
strength  as  a  foreign  policy  maven.  This 
spring,  he'll  host  both  a  meeting  with 
Soviet  leader  Mikhail  Gorbachev  and  an 
economic  summit.  Also  scheduled  are  a 
conference  on  global  warming  and  a 
drug  summit.  Bush  is  particularly  bull- 
ish about  the  Gorbachev  meeting. 
"Chances  are  good"  for  a  meaningful 
summit,  he  told  BUSINESS  WEKK. 

At  home.  Bush's  modest  domestic 
agenda  offers  few  chances  for  failure. 
He  fell  short  of  his  goal  of  winning  a  cut 


in  capital-gains  taxes  in  1989,  but  Cm 
gress  this  year  should  hand  him  a  vie 
tory.  His  clean-air  proposal  emerges 
from  the  House  intact,  lending  Busl 
strength  for  tougher  Senate  battles. 
NARCISSISM?  The  budget,  a  traditions 
flashpoint,  promises  to  go  more  smooth 
ly  in  1990.  Big  Pentagon  cuts  will  defust 
one  contentious  issue.  Democrats  aren't 
anxious  to  take  Bush  on  over  taxes,  anc 
once  again,  the  Hill  and  the  White 
House  are  headed  for  a  budget  deal  thai 
meets  Gramm-Rudman  t^irgets — if  onlj 
on  paper.  "He's  in  pretty  good  shape  foi 
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ther  successful  year,"  says  former 
ter  White  House  aide  Stuart  E. 
instat. 

et  pitfalls  lie  ahead.  The  economy 
slowed  markedly.  Most  forecasters 
k  that  continued  easing  of  monetary 
cy  by  the  Federal  Reserve  will  be 
ugh  to  avoid  a  recession,  but  the  risk 
irge,  and  Bush  is  nervous.  "We  have 
)e  wary  of  inflation,"  the  President 


say  that  George  Bush  is  in  an  up 
)c?  these  days  would  be  an  under- 
ement.  He  was  clearly  savoring  his 
:essful  first  year  in  office  during 
Oval  Office  interview  on  foreign 
'  domestic  matters.  Fielding  ques- 
ts from  BUSINESS  WEEK  Editor-in- 
ef  Stephen  B.  Shepard,  Washington 
•eau  Chief  Lee  Walczak,  and  White 
ise  Correspondent  Douglas  Har- 
M,  an  ebullient  Bush  held  forth  on 
lama,  the  upheaval  in  the  Soviet 
;  taxes,  and  the  economy.  And  in  a 
arture  from  his  customary  cau- 
1,  the  President  py-ovided  a  glimpse 
White  House  frustration  with  Ja- 
's  trade  practices  when  he  pounded 
desk  and  insisted  on  "fair  trade" 
n  Tokyo. 

t  seems  that  the  Panama  invasion 
a  clear  success,  both  for  the  U.  S. 
'  for  you.  In  retrospect,  is  there  a 
mside  to  the  i?itervention? 

Ve  did  exactly  the  right  thing.  Clear- 
;he  military  component  worked  very 
..  It  was  a  highly  complicated  opera- 

that  showed  discipline.  I  see  no  sec- 
■guessing  on  that  at  all.  The  fact  that 

of  Panamanians  in  a  CBS  poll  sup- 
;  the  invasion  lays  to  rest  some  of 

"gunboat  diplomacy"  worries.  We 
e  some  diplomatic  work  to  do  in  the 
lisphere,  and  we'll  do  it.  But  most  of 
leaders,  even  those  that  have  more 
rtburn  than  others,  know  that  I  tried 
omacy  very  hard. 

ight  now,  the  goal  is  to  support 
Endara  government  in  every  way  we 
and  to  remove  our  troops  as  ex- 
itiously  as  possible.  That  will  be 
I  soon.  Fortunately,  [the  Panamani- 
I  have  a  history  of  free  enterprise, 
y'll  be  in  a  position  to  move  rapidly 


says.  "But  I  want  to  feel  comfortable 
that  the  economy  will  continue  to  grow." 

Bush's  success  has  Democrats  frus- 
trated. "Our  lack  of  national  savings  and 
investment  wasn't  on  his  radar  screen, 
and  what  happened  in  Eastern  Europe 
had  nothing  to  do  with  Bush,"  says  Rep- 
resentative Charles  E.  Schumer  (D- 
N.  Y.)  Yet  even  some  Republicans  are 
worried  that  the  Administration  is  grow- 


toward  the  recovery  of  their  economy. 

Q  In  his  recent  trip  to  Berlin,  Secre- 
tary of  State  James  A.  Baker  III  .spoke 
of  a  "new  architecture"  that  suggested 
an  explicit  tie-in  of  the  U.  S.  and  the 
European  Community.  What  do  you 
have  in  mind? 

A  We  already  have  a  European  Commu- 
nity moving  toward  unification.  Our  po- 
sition is  that  we  will  be  a  part  of  Europe. 
We're  not  going  to  pull  back  into  some 
isolationist  sphere.  As  we  move  toward  a 
more  democratic  Europe,  the  U.  S.  will 
remain  actively  involved.  We're  not  talk- 


ing about  becoming  members  of  the  EC 
or  something  of  this  nature.  The  Europe- 
ans want  us  involved,  militarily  and  eco- 
nomically. As  there  is  more  focus  on 
what  once  was  called  a  Common  Market, 
we'll  be  participating. 

Are  you  worried  that  Europe  1992 
might  produce  barriers  to  U.  S.  trade? 

A  We  will  continue  to  work,  through  the 
Uruguay  Round  and  other  forums,  for 
the  elimination  of  barriers.   I  mean, 


ing  complacent.  "Things  have  been  go- 
ing along  just  too  well,"  says  one  ner- 
vous GOP  activist.  "There's  a  culture  of 
narcissism  over  at  the  White  House. 
Those  guys  are  leaning  over  the  well 
and  peering  at  their  reflection  in  the 
polling  data.  It  wouldn't  take  that  big  of 
a  rock  to  scramble  that  reflection." 

By  Douglas  Harbrecht,  with  Paula 
Dwyer  in  Washington 

[ti-ade]  is  a  two-way  street,  and  [the  Eu- 
ropeans] understand  that. 

And  it  isn't  just  Europe.  We've  got  a 
lot  of  consultations  that  must  go  for- 
ward with  the  Japanese.  I'm  not  satis- 
fied with  the  access  of  U.  S.  products,  be 
it  agricultural  or  manufacturing  [goods], 
to  world  markets. 

Q  Since  1985,  we've  virtually  eliminat- 
ed our  trade  deficit  ivith  Europe.  But 
the  deficit  with  Japan  hasn't  come 
down,  despite  a  steep  dollar  devalua- 
tion. What  should  we  do  to  reduce  the 
imbalance  with  Japan? 

A  We've  got  to  keep  hammering  away 
for  better  market  access.  I  am  pleased 
that  the  Japanese  are  talking  about  be- 
coming [more  of]  an  importing  country, 
but  let's  get  some  muscle  into  that.  I  am 
convinced  that  we  can  compete.  But 
we've  got  to  do  more  on  education,  on 
research  and  development,  on  [boosting] 
savings,  to  make  ourselves  more 
competitive. 

Having  said  that,  I  think  it  would  be  a 


TO  the  degree  that  there 
a  re  egregious  offenses 
in  these  short-term 
takeovers  that  result  in 
increased  debt,  I  think 
we  ought  to  take  a  look ' 


very  bad  thing  if  we  started  down  the 
road  of  restricting  investment  in  this 
country.  [Smiling]  I  hope  [foreigners] 
don't  restrict  their  investments  in  our 
government  bonds,  which  help  pay  for 
this  deficit. 

Q  There  are  some  Republican  econo- 
mists who  say  the  trade  deficit  doesn  't 
really  matter  because  the  money  flows 
back  into  Treasury  bonds  or  other  in- 
vestments in  the  U.  S.  Do  you  share 
that  view? 


HI  DID  EXACTLY 
HE  RIGHT  THING' 


e  President  speaks  his  mind  on  Panama  and  other  topics 
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A  If  it  can  be  shown  that  the  deficit 
results  in  the  export  of  American  jobs, 
then  it  matters  a  lot.  But  if  your  cjues- 
tion  is,  "Does  the  deficit  decree  that  the 
U.S.  economy  is  going  into  a  tailspin?" 
[then]  I  don't  think  it  does.  As  long  as 
our  unemployment  [rate]  remains  rea- 
sonably good,  that  takes  a  little  pressure 
off.  But  I  still  worry 
about  it. 

Q  Do  you  also  worry 
that  some  of  these  new 
Jobs  arc  i)i  Japanese- 
o IV tied  plants  in  the 
U.SJ 

A  If  you  went  down  to 
Tennessee  and  inter- 
viewed a  guy  working  in 
a  Japanese-owned  plant, 
as  long  as  he  got  his  pay- 
check and  the  benefits 
were  reasonable,  I  don't  think  he'd  ob- 
ject to  foreign  investment.  And  I'm  not 
going  to  object. 

Q  The  U.  S.  has  never  recognized  the 
aniie.vation  of  the  Baltic  republics.  If 
Estonia  or  Latvia  secedes  from  the  So- 
viet Union,  would  the  U.  S.  be  more 
concerned  with  these  "captive  nations" 
or  the  more  recent  desire  to  see  Gorba- 
chev succeed  with  .  .  . 

A  Too  hypothetical.  I'm  not  going  to  dis- 
cuss that.  Everybody  tries  to  get  me  to 
speculate  on  "what  if  Gorbachev  uses 
force'?"  or  "what  happens  if  a  Baltic 
state  secedes?"  The  worst  foreign  policy 
blunder  a  President  could  make  would 
be  to  speculate  on  hypothetical  questions 
of  that  nature.  I'm  not  going  to  do  it. 
What  we  want  to  do  is  encourage  the 
continuity  of  peaceful  change. 

0  Despite  the  thau-  in  superpower  re- 
lations, you've  said  that  Americans 
cannot  expect  a  big  "peace  dividend," 
even  though  some  experts  think  we  can 
reduce  defense  spending  by  JO''  over 
several  years.  Why  no  dividend:' 

A  Well,  I  always  think  of  a  dividend  as 
something  that  gets  paid  out  to  some- 
body. I'd  like  to  see  any  savings  that  we 
can  get  [used]  to  reduce  the  federal  defi- 
cit. Why'.'  Because  that  would  be  the 
best  thing  we  can  do  to  guarantee  a 
robust  economy  in  the  future.  There's  an 
almost  euphoric  expectation  about  de- 
fense spending.  We  have  some  legiti- 
mate security  concerns  around  the 
world.  So  I  would  try  to  dampen  the 
expectation  that  there  will  l)e  this  enor- 
mous windfall. 

Q  Turning  to  the  domestic  front,  yon 


want  a  tax  cut  for  capital  gains 
and  tax  breaks  for  child  care.  Yon 
may  .soo»  propose  a  new  "family  sav- 
ings account,"  a  kind  of  Individual 
Retirement  Account.  At  a  time  when 
the  deficit  is  a  major  problem,  why 
offer  new  tax  subsidies  for  the  middle 
class? 


} 


}eve  got  to  do 
more  on 
education, 
on  R&D,  and  on 
[boosting]  savings ' 


managers  are  often  too  shortsighted? 

A  I  haven't  given  it  an  awful  lot  of 
thought,  frankly.  I  think  we  have  sound 
fiscal  policies.  What  does  concern  me  is 
the  [low]  rate  of  savings  in  this  country. 
But  I  don't  want  to  charge  that  business 
is  totally  shortsighted.  Some  companies 
are  looking  pretty  far 
down  the  road. 

Maybe  I'm  missing 
something.  Are  you  talk- 
ing about  short  term  in 
the  sense  of  takeovers 
and  noneconomic  deals? 


A  The  [policy]  that  we're  proposing  for 
child  care — choice  and  flexibility — is 
what  we  should  be  proposing.  I  don't 
think  we're  talking  about  the  vast  mid- 
dle class  on  a  lot  of  these  initiatives.  I 
happen  to  think  that  the  [revenue-loss] 
argument  that's  used  against  the  capi- 
tal-gains cut  is  erroneous.  I  don't  believe 
it.  The  tax  cut  will  help  create  jobs  and 
increase  savings  and  be  good  for  the 
economy  as  a  whole. 

Q  Treasury  Secretary  Nicholas  F.  Bra- 
dy and  other  Administration  officials 
have  talked  a  lot  about  getting  in- 
vestors and  n/anagers  to  focus  more 
on  the  long  term  and  less  on  immedi- 
ate gratification.  Will  you  propose 
some  concrete  poli 
cies  to  back  up  thi: 
rhetoric? 


A  I  think  if  we  in- 
crease the  savings 
base  and  those  sav- 
ings are  held  [long- 
er], that  does  help. 
But  I  may  be  miss- 
ing your  point. 

Q  For  example, 
should  the  capital- 
gains  reduction  be 
tied  to  the  length 
of  time  securities 
are  held  to  encour- 
age long-term  in- 
vesting? 

A  That's  part  of  it. 

Q  Do  you  agree 
H-ith  those  among 
your  aides  who 
sa y  that  American 


Q  1'. 


I 


would  like  to  see 
any  [defense] 
savings  we  can  get 
[used]  to  reduce 
the  federal  deficit' 


A  Look,  I'm  concerned 
about  that.  But  [what] 
I'm  trying  to  sort  out  in 
my  own  mind  is  what's 
the  government  role  in 
all  this.  To  the  degree  that  there  are 
egregious  offenses  in  these  short-term 
takeovers  that  result  in  increased  debt,  I 
think  we  ought  to  take  a  look.  But  I 
have  no  agenda  on  that.  I'm  always  a 
little  wary  about  the  government  trying 
to  solve  problems  when,  historically,  the 
marketplace  has  been  able  to  solve 
them. 

^Returning  to  foreign  affairs  for  a 
moment,  in  June  you  plan  to  meet 
Mikhail  Gorbachev  in  another  summit  : 
What  are  the  prospects  for  significant 
results? 

A  The  chances  are  good.  We  have  on 
the  table  two  arms-control  proposals 
in  areas  that  are 
important,  CFE  [con- 
ventional forces]! 
and  START  [strate-l 
gic  arms  reduction].! 
We'll  move  forward] 
in  both.  I 
But  there's  soj 
much  more  to  it  now 
.  . .  with  the  rapidity 
of  change  in  Eastern 
Europe.  You  could 
spend  days  talking 
aliout  that  alone. 

It  is  in  the  interest 
of  the  U.  S.  to  see 
perestroika  succeed. 
For  a  while,  there 
was  a  doubt  about 
that.  [People  said] 
the  President's  be- 
grudging— isn't  real- 
ly committed  to  help- 
ing reform  or  gla.s- 
nost.  But  we're 
committed  to  trying 
to  facilitate  both. 
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Commentary/by  James  E.  Ellis 


WHAT  BLACK  FAMILIES  NEED  TO  MAKE  THE  DREAM  COME  TRUE 


>n  Jan.  15,  church  bells  will  toll, 
millions  of  schoolchildren  will 
stay  home,  and  scores  of  politi- 
3  will  make  the  annual  pilgrimage 
tlanta  to  commemorate  slain  civil 
ts  leader  the  Reverend  Martin  Lu- 
King  Jr.  But  what's  to  celebrate? 
/erage  black  family  income  in  the 
.  remains  only  57%  that  of  whites, 
black  unemployment  rate  is  stuck 
30ut  double  the  white  rate.  Median 
k  household  wealth  is  one-eleventh 
of  whites.  Half  of  the  nation's 
)n  population  is  black,  with  murder 
biggest  cause  of  death  among 
ig  black  men.  And  while  a  fragile 

k  middle  class  has  |  

fged  in  recent  years, 
percentage  of  blacks 
g  in  poverty  is  the 
5  today  as  at  the  time 
Axig's  death, 
ven  those  sobering  fig- 
,  perhaps  we  should 
ige  the  way  we  try  to 
the  black  poor.  One 
3  to  start:  a  renewed 
basis  on  policies  that 
^gthen  the  black  fam- 
■an  institution  that's  in- 
singly  taking  a  back- 
to  the  politically  more 
itive  goals  of  af  fir  ma- 
action  for  the  middle 
3,  set-aside  contracts 
3lack  entrepreneurs,  or 
ol  busing. 

bviously,  some  will 
1  that  any  criticism  of 
y's  black  family  struc- 
—51%  of  black  chil- 
i  live  in  female-headed 
seholds — is  nothing 


women,  marriage — not  a  job — is  the 
most  common  escape  hatch  from  wel- 
fare programs,  according  to  a  unit  of 
the  National  Academy  of  Sciences. 

The  benefits  of  a  traditional  family 
for  blacks  don't  just  come  on  payday. 
Children  in  one-parent  families  score 
lower  on  standardized  achievement 
tests,  complete  fewer  years  of  educa- 
tion, experience  higher  delinquency 
rates,  and  have  higher  rates  of  unwed 
pregnancy.  All  this  suggests  that  both 
rights  activists  and  budget-strapped 
lawmakers,  who  would  spend  less  on 
welfare  benefits,  stand  to  profit  from 
strengthening  black  families. 


KING:  20  YEARS  LATER,  A  WEB  OF  POVERTY  STILL  TRAPS  MANY  BLACKS 


t  of  "blaming  the  victim."  But  the 
ving  body  of  data  showing  the  link 
^een  the  traditional  mom-dad-and- 
dds  family  and  economic  attain- 
t  for  blacks  is  too  striking  to  ig- 
i.  Although  half  of  the  black 
ilies  with  children  in  1985  were 
led  by  females,  such  families  took 
nly  25%  of  total  black  family  in- 
e,  according  to  the  Census  Bureau, 
act,  52%  of  black  families  headed 
,  woman  that  year  were  in  poverty, 
Dnly  27%'  for  whites. 
APE  HATCH.  In  sharp  contrast,  hus- 
i-wife  families  bagged  70%-  of  all 
k  family  income  during  the  same 
od  and  were  two-thirds  less  likely 
ve  below  the  poverty  line  than  sin- 
aarent  households.  Indeed,  for  poor 


But  recognizing  the  benefits  of  tradi- 
tional black  families  is  far  easier  than 
devising  policies  to  foster  them.  An  ob- 
vious starting  point  would  be  beefing 
up  sex  education  and  intervention  pro- 
grams to  reduce  teen  pregnancy 
among  the  black  poor.  Although  the 
birthrate  of  black  teenage  girls  has 
dropped  by  a  third  since  1960,  they're 
still  twice  as  likely  to  become  pregnant 
as  white  girls.  And  the  data  confirm 
that  early  single-parenthood  is  nearly 
always  a  forerunner  to  poverty  and  a 
bar  to  marriage. 

Unfortunately,  aggressively  promot- 
ing black  birth  control  is  a  political 
powder  keg,  raising  howls  of  "Geno- 
cide!" from  the  left  and  fears  of  tacitly 
encouraging  abortion  from  the  pro-life 


right.  But  the  unassailable  correlation 
between  teen  pregnancy  and  welfare 
dependency  makes  the  need  for  better 
family-planning  information  and  coun- 
seling only  common  sense.  "It's  enor- 
mously controversial,"  says  Urban  In- 
stitute economist  Isabel  V.  Sawhill, 
"but  if  we  don't  resolve  the  teen  preg- 
nancy problem,  it  will  continue  the 
growth  of  the  underclass  and  a  whole 
lost  generation  of  children." 

Critics  downplay  family-planning 
education  because  it  often  shows  medi- 
ocre results  in  changing  the  sexual  be- 
havior of  black  teens — who  now  end 
nearly  half  of  their  pregnancies  by 
abortion.  Yet  such  pro- 
grams are  relatively  cheap, 
and  the  potential  "returns" 
are  phenomenal  consider- 
ing the  tens  of  thousands 
of  dollars  it  costs  to  carry 
a  single  unwanted  child  or 
a  poverty-stricken  mother 
through  the  welfare  sys- 
tem. Notes  University  of 
Chicago  sociologist  Mark 
F.  Testa:  "There's  nothing 
more  cost-effective  than  a 
condom." 

CUPID'S  HARD  EYE.  Still,  the 

more  productive  strategy 
for  strengthening  black 
families  is  probably  to 
boost  the  declining  mar- 
riage rate  of  young  black 
men.  Recent  studies  sug- 
gest the  key  may  be  boost- 
ing their  earnings.  But  fig- 
uring out  concrete  ways  to 
raise  incomes  of  the  poor 
has  been  an  antipoverty 
policy  puzzle  for  decades. 
Massive  job-training  programs  didn't 
solve  it.  Nor  did  the  "rising  tide  lifts  all 
boats"  benign  neglect  of  the  Reagan 
years.  And  the  Bush  Administration's 
much-ballyhooed  push  to  give  the  poor 
more  control  over  some  social  services 
most  certainly  won't.  "Empowerment 
doesn't  affect  the  larger  economic  and 
social  situation,"  argues  Testa.  "All  it 
does  is  help  people  live  better  in  an 
intolerable  situation." 

This  lack  of  coherent  policy  options 
to  raise  black  male  incomes  is  vexing. 
But  the  Census  Bureau  projects  blacks 
by  2020  will  account  for  1  out  of  6  of 
prime  working-age  adults.  Unless  we 
find  a  way  to  strengthen  those  black 
families.  King's  vision  of  full  equality 
for  blacks  will  remain  a  dream. 
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EXECUTIVE  SUITE  I 


CAN  GM'S  BIG  INVESTORS  GET  IT 
TO  CHANGE  LANES? 


Two  pension  funds  want  more  involvement  in  guiding  the  carmaker 


General  Motors 
Corp.'s  market 
share  is  way 
down,  its  stock  price 
listless,  and  its  produc- 
tivity on  the  assembly 
line  the  poorest  of  any 
Detroit  carmaker.  So  as 
the  new  decade  began, 
what  was  GM  President 
Robert  C.  Stempel's 
vow?  "Stay  the  course." 

That's  about  the  last 
thing  some  of  GM's  larg- 
est stockholders  want- 
ed to  hear.  And  now 
they're  talking  back.  In  an  unusual  pub- 
lic challenge,  California  and  New  York's 
public  employee  pension  funds  are  de- 
manding that  GM's  board  detail  how  it 
will  choose  a  successor  to  Chairman  and 
CEO  Roger  B.  Smith,  who  is  set  to  step 


STEMPEL:  STILL  SMITH'S  HEIR 


down  this  summer.  Yet 
since  Stempel  seems  a 
virtual  shoo-in  for  the 
job,  the  funds'  demands 
add  up  to  a  pointed  at- 
tack on  GM  manage- 
ment— and  an  early 
challenge  to  Stempel. 

A  Jan.  4  letter  from 
New  York  State  Comp- 
troller Edward  V.  Re- 
gan asked  about  "pro- 
cesses and  criteria  used 
to  evaluate  and  select 
the  new  CEO."  Then  Re- 
gan drove  home  his 
point:  Would  the  committee  prefer  a  can- 
didate who  "by  virtue  of  temperament 
and  experience,  is  one  who  will  continue 
GM's  policies  and  strategies  or,  alterna- 
tively, is  one  who  can  lead  GM  in  a  differ- 
ent direction'"? 


GM  board  members  aren't  sayin? 
whom  they've  considered  to  replac; 
Smith — and  they  don't  think  the; 
should.  "Some  guy  wants  to  know  hov 
they  select  management,  and  the  infei; 
ence  is  that  this  board,  which  is  an  out 
standing  board,  doesn't  know  how  to  dj 
it,"  one  director  carped.  "Are  [fund  mar! 
agers]  going  to  be  consultants  now?"  i 

That's  not  what  Dale  M.  Hanson,  CE<j 
of  the  California  Public  Employees'  Rei 
tirement  System,  wants.  In  a  way,  h 
wants  more.  Hanson  asked  the  GM  direc 
tors  how  they  envision  an  "ongoing  rel 
tionship"  with  GM  shareholders,  partici 
larly  large  institutions  (box).  Hanson' 
letter  demanded  to  know  what  perfoi 
mance  standards  would  be  used  to  eva 
uate  GM's  new  managemient  over  3-,  5 
and  10-year  periods. 
FROWNING  PENSIONERS.  Together,  th 
two  funds  hold  million  shares  of  GI 
common  stock,  placing  them  among  th 
auto  maker's  top  dozen  investors.  Bot 
Regan  and  Hanson  characterized  thei 
funds  as  "permanent  owners,"  a  fac 
that  can  hardly  make  them  or  their  per 
sioners  smile.  Regan  noted  that  th 
Standard  &  Poor's  500-stock  index  ha^ 
risen  about  227%  in  the  past  10  year 
and  21. Z%'  in  1989,  while  GM's  stock  pric 
i-ose  just  W/'<  and  1.29',  respectively 


Commentary/by  Judith  H.  Dobrzynski 

A  SHAREHOLDER'S  PLACE 
IS  IN  THE  BOARDROOM— SOMETIMES 


Intervening  in  the  process  of  selecting 
a  chief  executive?  Going  over  the 
CEO's  head  to  the  board,  his  theoreti- 
cal bosses?  Agitating  for  more  consulta- 
tion and  an  "ongoing  relationship"  with 
directors?  Is  this  any  way  for  institution- 
al investors  to  behave? 

Yes — at  least  sometimes.  In  fact,  al- 
though the  action  now  is  confined  to  the 
squabble  between  public  pension  funds 
in  New  York  and  California  and  General 
Motors  Corp.,  directors  can  expect  to 
hear  from  unhappy  investors  much  more 
frequently  in  the  future.  They  needn't 
feel  threatened — as  GM's  management 
and  board  appear  to  be.  Such  initiatives 
can  be  positive,  as  long  as  shareholders 
don't  overstep  their  bounds  as  owners 
and  attempt  to  become  managers. 
LOCKED  IN.  It's  easy  to  see  why  GM's 
shareholders  are  restless.  As  New  York 
State  Comptroller  Edward  V.  Regan 
wrote  in  his  letter  to  the  company's 
board  of  directors,  GM's  stock  has  badly 
underperformed  the  Standard  &  Poor's 


500-stock  index  dui-ing  the  past  decade — 
and  the  past  year. 

Most  managers  would  advise  Regan 
and  other  disgruntled  shareholders  to 
take  the  old  "Wall  Street  Walk"— sell 
their  shares.  But  pension  funds  argue 
that  they  have  grown  so  large  that  they 
can  no  longer  do  that  without  taking 
huge  losses.  Besides,  where  else  would 
they  put  their  money?  They  are  now,  in 
effect,  permanent  owners  of  many  major 
corporations,  not  traders  interested  only 
in  short-term  gains. 

In  their  eyes,  the  California  Public  Em- 
ployees' Retirement  System  and  the  New 
York  State  &  Local  Retirement  System 


Pension  funds  are  no'w, 

in  effect,  permanent 
owners  of  many  major 
corporations 


had  no  choice  but  to  wi-ite  to  GM's 
tors.  In  the  past  few  years,  as  GM' 
formance  slipped,  they  and  other 
institutions  have  tried  to  convey 
frustration  to  the  carmaker's  ma 
ment — to  little  avail.  Says  Dale  M. 
son,  CalPERS'  CEO:  "We  feel  we 
more  communication  with  the  boa 
directors,  rather  than  the  CEO,  be 
we  don't  get  the  kind  of  respons 
want  from  management." 

Outside  directors,  after  all,  are 
posed  to  be  watching  out  for  share) 
interests.  What  could  be  wrong  wit 
ating  a  link  between  owners  and 
representatives  in  the  boardroom,  j 
ularly  when  corporate  performar 
wanting?  As  Columbia  Universib 
professor  Harvey  C.  Goldschmid 
"The  more  institutions  act  as  shar 
ers — voting,  being  willing  to  n 
proxy  fights,  and  so  on — the  bett€ 
cause  it  adds  needed  accountabil: 
the  system." 

Yet  this  is  new  territory  for 
shareholders  and  directors.  It's  i 
tant  that  the  trail  they  blaze  doe 
lead  in  the  wrong  direction.  Too 
shareholder  demands  or  intrusioni 
corporate  activity  would  only  ser 
hog-tie  American  executives  and  pi 
them  from  getting  on  with  the  ta 
managing. 

Some  boundaries  are  easy  to  dra^ 
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those  two  periods. 

are  very  desirous 
letter  performance 

one  of  our  most 
r  and  prestigious 
ngs,"  he  wrote, 
ere's  Httle  mystery 
t  why  CM  became 
a  sorry  investment 
le  1980s.  As  Re 
>  letter  sharply  not- 
]M's  share  of  the 
passenger-car 
cet  dropped  from 
to  less  than  35?'. 
■over,  Regan  point- 
1  a  recent  study  by 
lOur  &  Associates 

in  Troy,  Mich., 
h  found  that  over 
)ast  10  years,  gm's 
nbly  efficiency  im- 
ed  only  57o,  vs. 
■sler  Corp.'s  17% 
^ord  Motor  Co.'s  31%.  Since  they  all 

with  the  same  union,  Regan  wrote, 
;umably  these  figures  point  to  a 
igement  problem." 
impel  hasn't  commented  directly  on 
unds'  inquiries.  But  on  the  very  day 
und  managers  posted  their  letters, 
jfended  Smith's  strategy.  He  didn't 
ite  Harbour's  productivity  numbers 
nsisted  that  GM's  first  goal  was  to 


CALIFORNIA'S  HANSON:  GM'S  PERFORMANCE  "HAS  BEEN  VERY  DISAPPOINTING 


get  quality  up  to  snuff.  Claiming  that's 
now  accomplished,  Stempel  said  it's  time 
to  tackle  productivity.  Among  positive 
trends,  he  sees  a  $12.5  billion  cost-cut- 
ting program  well  ahead  of  schedule  and 
a  broad  array  of  new  cars  and  trucks 
now  ready  to  entice  buyers  back  to  GM. 

California's  Hanson  says  he  has  no 
"problem"  as  such  with  Stempel.  "I  just 
hope  they  looked  far  and  wide  for  a 


successor  [to  the  CEO] 
for  a  corporation  this 
large  and  important — 
someone  who  is  suitable 
not  just  for  1990  but  for 
the  next  10  to  15 
years."  He  adds:  "I  am 
not  pleased  with  GM 
over  a  long-term  hori- 
zon. It  has  been  very 
disappointing." 

If  the  pension-fund 
managers  wanted  to 
jolt  gm's  board  into  ac- 
tion, they  failed.  In  re- 
sponse to  the  two  let- 
ters, a  GM  public 
relations  man  wrote  a 
statement  on  the 
board's  behalf,  which 
Smith  then  approved 
without  showing  it  to 
the  board.  Sent  to  the 
press — but  not  big  in- 
vestors— it  noted  drily:  "Corporate  gov- 
ernance, which  includes  the  selection  of 
officers,  is  the  board's  responsibility." 
General  Motors  still  plans  to  answer  the 
two  funds  directly,  although  officials 
say  they  don't  know  when.  But  the  real 
response  won't  come  until  Roger  Smith's 
successor  takes  over. 

By  Jcunes  B.  Treece  in  Detroit,  with 
Judith  H.  Dobrzynski  in  New  York 


intent  of  the  California  and 
k  letters,  shareholders  cannot 
^  involved  in  the  selection  of  a 
3  chief  executive.  That's  the 
nost  important  task.  Instead, 
t  concentrate  on  helping  elect 
board  members.  Says  executive 
Thomas  J.  Neff,  president  of 
ituart:  "The  role  of 
ers  is  to  do  their  best 
he  right  directors  in 

edly,  that's  difficult, 
veil  around  corporate 
ms.  Directors,  then, 
villing  to  communicate 
eholders,  enough  to  al- 
>tors  to  monitor  their 
mce.  The  concerns 
ers  convey,  in  turn, 
p  solve  another  board 
-that  a  CEO  controls 
)f  information  to  direc- 
.reholders  should  aim 
?r  input  in  choosing  di- 
candidates.  They 
t)by  for  easier  rules  to 
t  to  happen,  and  they 
.ke  time  to  find  inde- 
lominees. 

i-TAKE.  Beyond  that, 
reholders'  agenda  has 
ctly  limited,"  says  Nell 
eneral  counsel  at  Insti- 


tutional Shareholder  Services  Inc.  It 
should  include  only  issues  where  there 
exists  a  potential  for  conflict  of  interest 
between  shareholder  and  management 
goals — such  as  poison  pills  and  other 
management  entrenchment  devices, 
some  compensation  issues,  and  stock 
characteristics.  "It  should  not  include 


whether  a  particular  plant  should  be 
opened  or  closed,"  Minow  says. 

Above  all,  give-and-take  with  share- 
holders must  be  conducted  in  the  open. 
Since  the  most  activist  shareholders  are 
state  pension  funds,  they  must  be  careful 
not  to  let  conflicting  political  interests 
outweigh  those  of  the  corporation. 

With  GM  at  a  crossroads,  Han- 
son and  Regan  chose  a  good  mo- 
ment to  strike.  In  this  case,  to 
paraphrase  the  late  GM  Presi- 
dent Charles  E.  Wilson,  what's 
good  for  General  Motors  is  good 
for  the  rest  of  Corporate  Ameri- 
ca. The  tale  of  GM  and  its  insti- 
tutional investors  will  reverber- 
ate around  the  country, 
reminding  all  directors  of  their 
duties  and  their  accountability 
to  shareholders.  It  may  even 
prompt  directors  to  act  before 
extreme  steps,  such  as  dismiss- 
ing a  CEO,  become  necessary. 

Unfortunately,  GM's  directors 
muffed  their  chance  to  set  a  pat- 
tern for  constructive  communi- 
cation with  major  shareholders. 
But  they  won't  be  able  to  avoid 
it  forever.  Shareholder  activism 
is  a  market-driven  phenomenon. 
And  as  they  and  every  investor 
ought  to  know,  you  can't  fight 
the  tape. 
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RETAILING  I 


A  MAY  OUTLET  IN  DENVER:  THE  COMPANY  COVETS  CHICAGO'S  MARSHALL  FIELD'S 


IF  MAY  STORES  ARE  PLAIN  JANES, 
WHO  NEEDS  FLASH? 


It  has  enviable  margins,  plenty  of  cash — and  is  on  the  prowl 


Vanilla.  Uninspired.  Dull.  Such  are 
the  knocks  leveled  at  May  De- 
partment Stores  Co.  Even  its 
chairman,  silver-haired  David  C.  Farrell, 
seems  a  bit  too  buttoned-up  for  the  hip 
retail  scene.  May's  rivals  know  better. 
Farrell  has  fashioned  one  profitable  re- 
tailer, presiding  over  14  top-notch,  if  not 
flashy,  department  store  chains.  Now, 
he's  ready  to  snap  up  more.  "We'd  love 
to  have  Marshall  Field's,"  he  says. 

May  won't  be  the  only  one  chasing  the 
24-store  Marshall  Field's  chain,  set  to  be 
auctioned  later  this  year  by  British  par- 
ent BAT  Industries  PLC.  Dillard  Depart- 
ment Stores  Inc.  and  Dayton  Hudson 
Corp.  have  their  sights  set  on  the  Chica- 
go-based retailer,  which  is  expected  to 
fetch  about  $1  billion. 
LITTLE  MYSTERY.  Even  SO,  Farrell  is  a 
strong  contender.  May,  whose  pretax 
margins  are  the  envy  of  the  business, 
has  plenty  of  cash.  It  will  pick  up  about 
$800  million  from  its  sale  and  spin-off  of 
the  Caldor  and  Venture  discount  chains. 
A  meticulous  financier,  Farrell  has  kept 
May's  balance  sheet  relatively  trim,  with 
long-term  debt  of  $2.8  billion,  or  447^  of 
total  capital.  And  May's  earnings  keep 
growing  at  a  double-digit  pace.  For  1989, 
the  St.  Louis-based  retailer  is  expected 
to  post  net  income  on  continuing  opera- 
tions of  $355  million,  up  157  over  1988, 
on  $10.3  billion  in  sales. 

Farrell  wants  Field's  because  it's  the 
premier  department  store  chain  in  Chica- 
go, and  would  fill  a  large  gap  in  May's 
national  coverage.  But  even  if  Field's 
gets  away,  Farrell  may  have  other  pick- 
ings to  choose  from  in  the  chaotic  de- 


partment store  industry.  Retail  analysts 
speculate  that  Campeau  Corp.  chains 
such  as  Burdines  in  Miami  and  Rich's  in 
Atlanta  may  go  on  the  block  if  their 
parent  ends  up  in  bankruptcy  court.  Far- 
rell just  says:  "There  are  plenty  of  op- 
portunities for  us." 

He's  no  slouch  at  integrating  new 
charges.  At  Lord  &  Taylor,  which  May 
picked  up  in  1986  in  its  $2.4  billion  deal 
for  Associated  Dry  Goods  Corp.,  Farrell 
replaced  the  antiquated  inventory  con- 
trols, dumped  such  low-margin  catego- 
ries as  luggage,  and  expanded  the  space 
allotted  to  women's  apparel  and  cosmet- 
ics. Lord  &  Taylor's  1989  sales  should 
rise  about  47  ,  to  $1  billion,  a  bit  below 
the  department  store  industry's  average. 

Still,  May  has  its  share  of  challenges 
ahead.  Last  year,  Seattle-based  Nord- 
strom Inc.,  the  epitome  of  customer  ser- 
vice, opened  two  stores  in  Washington, 
D.  C,  in  direct  competition  with  May's 
Hecht's  chain.  And  should  May  land 
Field's,  it  will  have  to  cope  with  Nord- 
strom's  arrival  in  the  Windy  City  in 
1991.  Some  analysts  believe  May  stores 
don't  stack  up  so  well  against  such  a 
classy  rival.  "Their  stores  tend  to 
have  a  Spartan  appearance,"  says  Rob- 
ert F.  Buchanan  of  Alex.  Brown  &  Sons 
Inc.  in  Baltimore.  "They  need  to 
reach  more  toward  the  higher  end  in 
merchandise." 

True  enough.  Yet  arguing  with  May's 
success  amounts  to  so  much  quibbling. 
With  Farrell  ready  to  grab  some  coveted 
retailing  names,  this  vanilla  merchant  is 
looking  pretty  hot. 

By  Brian  Bremner  in  St.  Louis 


MONEY  LAUNDERING  I 


THE  NORIEGA 
'TREASURE  CHEST' 


His  files  may  be  a  bonanza 


The  U.  S.  recently  shifted  its  drug- 
war  strategy  to  target  money  laun- 
derers  as  well  as  smugglers — and 
to  get  help  from  foreign  governments, 
The  plan  is  paying  off  High-profile 
cases  have  named  Banco  de  Occidente 
and  Bank  of  Commerce  &  Credit  Inter- 
national as  laundries  for  drug  money. 
And  last  summer,  seven  nations  passed 
a  resolution  vowing  more  cooperation  in 
money-laundering  cases.  Even  such  tra- 
ditional havens  as  the  Cayman  Islands 
and  Switzerland  are  opening  bank  re- 
cords to  U.  S.  investigators. 

So,  after  the  U.  S.  invasion  of  Panama 
and  arrest  of  Manuel  Noriega,  money- 
laundering  investigators  expected  to 
find  financial  records  that  would  shed 
light  on  what  had  long  been  the  black 
hole  of  probes.  But  what  they  found  in 
Panama  surpassed  their  wildest  dreams 
(or  nightmares):  an  estimated  50  tons  of 
documents,  according  to  law-enforce- 
ment officials. 

The  records  are  thought  to  detail  oper- 
ations of  the  Panama  Defense  Forces 
along  with  Noriega's  own  business  deal- 
ings. Dozens  of  officials  from  an  alpha- 
bet soup  of  agencies,  including  the  the 
Internal  Revenue  Service,  and  the  U.  S. 
Customs  Service,  are  sifting  through 
them.  Federal  officials,  who  won't  talk 
on  the  record,  only  confirm  that  they're 
drooling  over  the  documents.  "It  could 
conceivably  be  a  treasure  chest,"  says 
Bonni  G.  Tischler,  special  agent  in 
charge  of  North  Florida  for  the  Customs 
Service  in  Tampa.  She  has  two  agents  in 
Panama  going  through  the  stuff. 
BIG  JOB.  It  may  take  months  or  years  to 
analyze  it  all.  One  thing  is  certain:  While 
the  Panama  invasion  may  crimp  launder- 
ers'  style,  it  won't  stop  them.  Nor  is  it 
likely  to  wipe  out  Panama's  place  as  an 
international  banking  center.  As  one 
Panamanian  banker  puts  it:  "People  are 
fools  to  think  that  Panama's  banks  lived 
solely  on  money  laundering." 

Even  so,  the  seized  records,  along 
with  those  that  will  be  sought  from  a 
presumably  more  pliant  government, 
could  end  Panama's  role  as  a  money- 
laundering  hub.  "There  will  be  new  in- 
vestigations from  information  that  had 
been  concealed  from  us,"  says  Charles 
Simonsen,  who  heads  Customs'  currency 
branch  in  Washington.  On  Jan.  10,  Last 
week,  Panama's  attorney  general,  at  the 
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!st  of  the  U.  S.,  ordered  banks  to 
e  the  accounts  of  222  depositors, 
ranks'  identities  are  unknown,  but 
lOve  could  mark  the  beginning  of  a 
:  In  friendlier  countries,  including 
aymans,  bank  secrecy  is  penetrated 
half  of  the  U.  S.  "hourly,"  says  one 
official. 

w  much  cooperation  the  U.  S.  can 
:t  out  of  Panama  is  still  open  to 
ion.  Officials  hope  Panama  will 
.  banking  laws  similar  to  those  in 
in  and  Switzerland,  providing  for 
cy  in  some  instances,  such  as  tax 
,  but  opening  the  records  for  drug 
tigations  and  other  special  crimes, 
lether  the  seized  documents  will  be 
ed  in  U.  S.  courts  could  hinge  large- 
the  outcome  of  a  pending  U.  S. 
;me  Court  case.  It  is  deciding  if 
nee  seized  without  a  search  war- 
n  a  foreign  national's  home  on  for- 
soil  can  be  used  in  U.  S.  courts. 
;  U.  S.  may  get  an  opening  soon, 
enforcement  sources  following  the 
say  the  U.  S.  is  expected  to  ask 
ma  for  more  help  in  its  cases  stem- 
from  Operation  Polar  Cap,  which 
March  netted  127  suspects.  Help 
also  come  in  the  case  against  Bank 
redit  &  Commerce  International, 
1  is  set  for  a  Jan.  16  trial  in  Tampa, 
ima  has  been  a  thorn  in  their  side 
ears,"  says  Kirk  W.  Monroe,  a  Mi- 
lefense  lawyer  who  coordinated  the 
I  plea  and  $5  million  forfeiture  for 
3  de  Occidente  in  August  in  another 
tigation.  "I  can't  imagine  they'd  let 
)pportunity  go  by." 
i  BCCI  case  could  also  provide  a  pre- 
of  how  prosecutors  might  try  to 
it  the  links  between  money  launder- 
Panama,  and  Noriega.  Among  the 
defendants  is  Amjad  Awan,  who 
Dne  of  Noriega's  personal  bankers 
s  fighting  the  laundering  charges. 
f  argument  in  pretrial  motions  filed 
ec.  22  in  federal  court  in  Tampa  is 
tier  evidence  concerning  Noriega,  a 
customer,  and  his  indictments  in 
)a  and  Miami  should  be  introduced 
le  trial.  Defense  attorneys  want 
!ga  references  excluded,  arguing 
they  are  irrelevant.  "It's  the  kitch- 
ik  method  of  prosecution,"  fumes 
iwrence  Barcella  Jr.,  a  Washington 
ir  who  represents  BCCI,  which  dis- 
.  the  charges. 

3  Noriega  indictments  were  pre- 
1  in  an  era  of  little  cooperation  with 
ma,  explains  Richard  D.  Gregorie,  a 
er  prosecutor  in  Miami  who  spear- 
ed the  indictment  against  Noriega, 
had  to  do  that  case  without  records 
we  now  hope  would  be  available," 
ys.  With  the  Panamanians'  help,  his 
!Ssors  should  find  their  jobs  easier. 
Gail  DeGeorge  in  Miami  and  Michele 
I  in  New  York,  unth  Stephen  Baker  in 
ma  City 


ADVERTISING! 


WHITTLE'S  ADVERTISERS 

ARE  GETTING  TIRED  OF  WAITING 


Results  from  magazines  in  doctors'  offices  disappoint  space-buyers 


If  Chris  Whittle,  head  of  the  media 
company  that  bears  his  name,  acts  a 
bit  edgy  over  the  next  few  weeks, 
he'll  have  good  reason.  By  the  end  of 
January,  he'll  know  whether  advertisers 
will  continue  buying  space  in  Special 
Reports,  the  Whittle  magazines  distrib- 
uted to  doctors'  waiting  rooms.  Already, 
at  least  four  advertisers  have  dropped 
out  or  cut  back  on  their  spending  (ta- 
ble). Executives  at  Whittle  Communica- 
tions estimate  that  the  cutbacks  and 
departures  amount  to  a  third  of  Spe- 


ADVERTISERS  ARE 
COOUNG  ON  WHITTLE 

PROCTER  &  GAMBLE  Cut  advertismg 
from  13  brands  to  thi'ee.  Estimated  rev- 
enue loss  for  Whittle:  $4  million 

KRAFT  GENERAL  FOODS  No  official  deci 
sion  yet,  but  sources  close  to  the  com- 
pany say  KGF  will  shai'ply  cut  its  initial 
$4  million  in  ads 

MOTT'S  A  tight  ad  budget  forced  the 
company  to  reduce  its  estimated  $1.5 
million  worth  of  ads  in  half 


cial  Reports'  $80  million  in  revenues. 

Any  new  publication  faces  a  lot  of 
changes  at  renewal  time.  And  Whittle 
says  plenty  of  other  advertisers  are  in- 
terested in  Special  Reports.  But  the 
size  of  the  drop  underlines  what  may  be 
a  crucial  flaw  at  the  Knoxville  (Tenn.) 
company:  Whittle  and  his  staff  have  a 
habit  of  overselling  the  power  of  the 
company's  narrowly  targeted  media. 
SEDUCTIVE  PITCH.  Whittle,  who  founded 
his  company  20  years  ago  on  single- 
sponsor  magazines,  has  grabbed  head- 
lines with  his  plans  for  Channel  One,  a 
news  show,  complete  with  advertising, 
that  he  intends  to  broadcast  in  schools. 
And  he  recently  began  publishing  books 


sprinkled  with  ads.  Both  are  highly 
controversial. 

Special  Reports  ruffled  a  few  feath- 
ers, too.  To  sell  ad  space,  Whittle  went 
directly  to  major  consumer-goods  com- 
panies instead  of  approaching  their  ad 
agencies,  the  more  traditional  way  to 
sell  a  new  magazine.  Many  advertisers 
eagerly  signed  on.  Whittle  promised 
that  because  his  six  quarterlies,  cover- 
ing topics  such  as  sports,  family,  and 
health,  are  custom-designed  for  the 
waiting  rooms  of  pediatricians  and  ob- 
stetricians, ads  would  reach  new  moms 
better  than  the  cluttered  airwaves  or 
traditional  women's  magazines.  Even 
more  enticing,  Whittle  guaranteed  cate- 
gory exclusivity.  Tide,  for  instance,  is 
the  only  laundry  detergent  in  Special 
Reports. 

Another  seductive  point  was  the  ini- 
tial deal  with  physicians  who  agreed  to 
take  the  magazines:  The  doctors  were 
barred  from  having  more  than  two  oth- 
er magazine  titles  in  their  waiting 
rooms.  With  little  else  to  read,  patients 
would  be  much  more  likely  to  browse 
through  Special  Reports.  But  the  rule 
proved  difficult  to  enforce,  and  the  com- 
pany backed  off  from  the  policy  last 
year  after  Time  Inc.,  now  Time  Warner 
Inc.,  became  a  half-owner  of  Whittle. 
Time  is  undaunted  by  Whittle's  prob- 
lems: "Magazine  launches  seldom  go 
without  a  hitch,"  declares  Donald  M. 
EUiman  Jr.,  a  Time  executive  vice- 
president. 

Whittle's  end  run  around  the  ad  agen- 
cies is  one  reason  for  the  defections. 
Special  Reports  advertisers  recently 
asked  their  agencies  to  evaluate  the 
readership  research  Whittle  had  done  on 
the  magazines.  Not  surprisingly,  the 
Whittle-commissioned  study  was  glow- 
ing, boasting  of  25  million  readers  who 
were  four  times  more  likely  to  remem- 
ber ads  in  Special  Reports  than  those  in 
traditional  women's  service  magazines. 
BACKING  AWAY.  Most  agencies  agreed 
readers  remembered  Special  Reports 
ads  better,  but  at  nowhere  near  the  lev- 
els Whittle  claimed.  And  many  quibble 
with  the  high  readership  results.  "There 
is  reading  going  on  in  doctors'  offices," 
says  Richard  Kostyra,  director  of  media 
services  at  J.  Walter  Thompson  Co., 
"but  it's  not  as  great  as  we're  told  it  is." 

As  a  result,  agencies  such  as  Thomp- 
son and  Grey  Advertising  advised  cli- 
ents to  back  away  from  Special  Re- 
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ports.  Kraft  General  Foods  Group 
intends  to  cut  back  as  much  as  757(, 
according  to  agency  executives  familiar 
with  the  company's  plans.  Procter  & 
Gamble  Co.  cut  its  ads  significantly  af- 
ter its  agencies  evaluated  Whittle's  re- 
search. And  Warner-Lambert  Co.  won't 
renew  its  current  contracts,  although 
Whittle  is  negotiating  with  the  company 
for  ads  for  other  products. 

If  Whittle  sees  the  agencies  as  a 
threat,  he  isn't  letting  on.  "Ad  agencies 
aren't  on  my  list  of  major  problems  at 
the  company,"  he  says.  But  he  may 
have  a  problem  signing  up  new  recruits 
for  Special  Reports.  The  company  is 
planning  a  hefty  ad  price  hike.  And  the 
recent  news  that  Whittle  may  launch  a 
waiting-room  television  service  has  ad- 
vertisers worried.  If  a  company  keeps 


its  ads  in  the  magazines  but  doesn't 
sign  on  for  the  television  service,  will 
Whittle  sell  time  to  a  competitor?  Whit- 
tle says  he  hasn't  yet  worked  out  those 
details. 

Whittle  also  has  to  worry  about  de- 
clining growth  in  advertising  spending. 
Alternative  media  such  as  Whittle's  are 
often  the  first  to  go  at  budget-cutting 
time.  Mott's,  a  division  of  Cadbury 
Schweppes  Inc.  cut  its  advertising  in 
half  for  that  reason.  "We  believe  Spe- 
cial Reports  hits  our  target  audience," 
says  a  spokesperson.  "The  problem  is 
simply  tight  ad  dollars."  That  hurdle 
may  be  too  high  even  for  Whittle's 
salesmanship. 

By  Walecia  Konrad  in  Atlanta  and 
Mark  handler  in  New  York,  with  Zachary 
Schiller  in  Cleveland 


MARKETING  I 


A  SEAL  OF  APPROVAL 

MEETS  A  CHORUS  OF  DISAPPROVAL 


The  AHA's  new  symbol  for  healthful  food  has  foodmakers  queasy 


The  blizzard  of  health  claims  about 
food  is  getting  to  be  too  much  for 
consumers  and  food  companies 
alike.  Consumers  don't  know  what  to  be- 
lieve, and  companies  want  to  establish 
the  nutritional  value  of  their  products. 
So  the  time  might  seem  ideal  for  the 
American  Heart  Assn.  to  launch  its 
HeartGuide  program,  which  will  evalu- 
ate foods  and  give  them  a  seal  of  ap- 
proval if  they  meet  its  guidelines. 

But  far  from  winning  applause,  the 
AHA  has  heard  little  but  criticism.  To 
government  regulators  and  much  of  the 
food  industry,  the  scheme  is  as  popular 
as  a  tub  of  lard  at  a  dieters'  convention. 
Still,  the  AHA  will  award  the  first  seals 
on  Jan.  26.  At  least  some  food  proces- 
sors have  applied,  and  barring  interven- 
tion by  the  Food  &  Drug  Administration, 
the  program  seems  likely  to  go  forward. 
READ  THE  LABEL.  If  nothing  else,  the 
first  round  should  help  marketers  gauge 
whether  the  HeartGuide  seal  carries  any 
influence  with  consumers.  CPC  Interna- 
tional Inc.'s  Best  Foods  unit  has  sought 
the  seal  for  its  Mazola  line.  Neither  of 
its  top  rivals  in  the  oil  market,  Procter  & 
Gamble  Co.  and  Beatrice  Co.,  has  ap- 
plied. A  sales  comparison  should  demon- 
strate whether  the  seal  has  any  effect. 

But  the  program  has  a  long  way  to  go 
before  it  satisfies  the  concerns  of  many 
big  food  companies.  "We  don't  think  it's 
a  good  way  to  go.  The  consumer  should 
be  reading  the  [nutritional]  label,"  Kel- 
logg Chairman  William  E.  LaMothe  said 


last  fall.  "They  shouldn't  just  look  for  a 
symbol."  Other  food  executives  agree, 
adding  that  consumers  won't  know 
whether  a  product  without  a  seal  means 
a  company  hasn't  applied  or  whether  it 
was  turned  down.  Many  food  giants, 
from  Nabisco  Brands  Inc.  to  Kraft  Gen- 
eral Foods,  have  boycotted  the  first 
round  of  AHA  test 
ing,  which 


covers 


margarines,  oils, 
crackers,  and  canned 
and  frozen  vegeta- 
bles. The  AHA,  which 
was  unable  to  make 
a  top  official  avail- 
able   in    time  for 

BUSINESS  week's 

deadline,  suggests 
that  many  objections 
come  from  food  com- 
panies that  fear  they 
won't  do  well  on  the 
tests. 

Food  executives 
also  complain  about 
the  HeartGuide  pro- 
gram's expense.  Depending  on  market 
share,  participation  requires  a  three-year 
commitment  to  annual  administrative 
fees  of  $10,000  to  $40,000,  and  $5,000  to 
$600,000  more  to  support  the  educational 
program  the  aha  will  soon  begin.  The 
association  already  has  reduced  the  fees 
in  response  to  industry  complaints.  But 
it  couldn't  afford  to  do  the  program 
without  charging,  says  a  spokeswoman. 


AmericanHeart 


Association 


HeartGuide 


and  since  the  industry  benefits,  compa 
nies  should  help  pay  for  it. 

Not  just  food  marketers  are  griping 
The  Agriculture  Dept.  has  barred  th( 
seal  from  the  meat  and  poultry  products 
the  department  regulates.  "We  remaii 
convinced  that  an  AHA  seal  of  approva 
used  on  specific  food  items  produced  bj 
participating  companies  cannot  convej 
the  importance  of  the  total  diet.  We  con 
tinue  to  believe  that  foods  so  labeled  wil 
be  perceived  as  'good'  by  the  consumei 
and  those  without  the  seal  will  be  per 
ceived  as  'bad,'  "  wrote  Jo  Ann  R.  Smith 
Agriculture's  assistant  secretary  foi 
marketing  and  inspection  services,  in  £ 
November  letter  to  the  AHA.  The  associ 
ation  says  its  market  research  shows  tht 
HeartGuide  program  wouldn't  create 
that  perception. 

Still,  Agriculture's  objections  forcec 
the  association  to  drop  its  evaluation  oJ 
frozen  dinners  and  entrees.  But  the  ARA 
didn't  bow  out  gracefully:  It  issued  i 
broadside  contending  that  Agriculture 
has  allowed  other  claims  that  lack  tht 
aha's  documentation.  And  it  accused  tht 
department  of  caving  in  to  industry  lob 
bying — a  charge  the  department  denies 
STRICTER  STANDARD.  Even   the  FDA 

which  has  been  under  fire  for  a  lack  o1 
zeal  in  regulating  health  claims,  has  ex 
pressed  doubts  about  the  program.  Tht 
FDA  is  worried  that  the  seal  might  b( 
misconstrued  as  identifying  foods  at 
"safe"  for  people  with  heart  problems 
It  also  is  concerned  that  the  progran 
might  violate  FDA  standards — for  exam 
pie,  by  suggesting  a  product  is  low  ir 
sodium,  since  th( 
amount  allowed  bj 
the  AHA  exceeds  FD/ 
limits  for  foods  car 
rying  a  "low-sodi 
um"  label.  The  AH/ 
says  that  its  packag' 
ing  language  will  ex 
plain  that  its  pro 
gram  applies  tc 
"healthy"  adults— 
and  that  the  produc 
does  not  necessarily 
meet  the  FDA's  low 
sodium  standard. 

The  first  product' 
with  HeartGuid( 
seals  could  hit  th( 
shelves  in  late  Feb 
ruary.  In  a  poll  of  420  consumers  bj 
Consumer  Network  Inc.,  a  marketing 
consultant  and  research  firm,  most  re 
spondents  voiced  strong  approval  of  th( 
concept.  If  consumers  go  for  the  idea 
many  industry  executives  may  decid( 
they  can  stomach  it  after  all. 

By  Zachary  Schiller  in  Cleveland  am 
John  Carey  in  Washington,  mth  Lois  Ther 
Hen  in  Chicago 
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ma  OF  FORTUNE'S  NUMBER 
AY  BE  UP 


I  mighty  game  show  is  faltering  in  a  torrid  syndication  market 


Bhey  fought  for  five  months  in  1988 
over  Resorts  International  Inc. 
Now  they're  at  it  again.  But  this 
I,  Donald  Trump  and  Merv  Griffin 
part  of  an  increasingly  crowded  field 
ame-show  impresarios  eager  to  spin, 
or  quiz  their  way  to  the  top  of 
visionland.  This  year's  winner  could 
c  off  with  a  handsome  prize: 
g  chunk  of  the  market  for 
vs  made  for  sale  directly  to 
stations.  It's  estimated  to 
v  to  more  than  $1.4  billion 
year. 

le  field  is  especially  wide 
1  because  ratings  have  be- 
to  fall  for  Griffin's  Wheel 
hrtune,  which  has  ruled  the 
iicated  market  since  1984. 
t  has  meant  a  rush  of  a  doz- 
or  more  pretenders  to 
!eZ's  crown,  from  Walt  Dis- 
Co.  to  Time  Warner  Inc. 
n  Sony  Corp.  is  entering  the 
ly  with  Quiz  Kids  Chai- 
se, a  show  being  sold  by  the 
er-Peters  Entertainment  Co. 
that  Sony  bought  following 
takeover  of  Columbia  Pic- 
s  Entertainment  Inc.  "Ev- 
ine  thinks  that  Wheel  is  on 
last  legs,"  says  Thomas  F. 
ik,  vice-president  of  Orbis 
imunications  Inc.,  which  is 
ng  an  updated  version  of 
20-year-old  Joker 's  Wild. 
evision  goes  in  cycles,  and 
time  for  some  new  show  to 
■  over." 

ot  that  overtaking  Wheel  of 
tu7ie  will  be  easy.  It's  still 
top  syndicated  show  by  far, 
I  more  than  14%  of  the  na- 
's  TV  sets  tuning  in  to  Pat 
,k  and  Vanna  White  each 
it  between  7  p.m.  and  8  p.m. — the 
hour  between  news  and  prime  time, 
also  broadcasts  a  daytime  version 
lOut  Sajak,  but  the  big  money  comes 
t  night.)  Overall  ratings  for  Wheel 
i  slid  from  19%  in  1987,  according  to 
sen  Media  Research.  The  decline  has 
1  even  more  noticeable  among  age 
ips  that  are  especially  important  to 
srtisers,  such  as  women  age  18  to  49, 
;  John  A.  Rohr,  vice-president  of 
r  Television  Co.,  which  sells  ads  for 
stations. 

ichael  King,  chief  executive  of  King 


World  Productions  Inc.,  which  distrib- 
utes the  show,  admits:  "We'd  probably 
be  in  a  lot  of  trouble  if  we  hadn't  kept 
our  eye  on  the  show.  The  competition  is 
that  good."  In  recent  years.  King  says, 
his  company  has  moved  to  buoy  ratings 
by  jazzing  up  the  set  and  upgrading 
prizes  to  include  Jaguars.  This  month,  to 


PAT  AND  VANNA:  A  PACK  OF  CHALLENGERS  IS  BAYING 


generate  some  publicity,  Pat  and  Vanna 
will  broadcast  the  show  from  Walt  Dis- 
ney World. 

But  after  beating  back  lesser  competi- 
tors for  years,  Wheel  now  faces  some 
heavyweight  competition.  Time  Warner's 
Warner  Brothers  television  unit  joined 
forces  last  year  with  New  York  real  es- 
tate developer  and  Atlantic  City  casino 
operator  Trump  to  peddle  Trump  Card, 
a  mixture  of  bingo  and  Jeopardy!  Dis- 
ney lured  former  $100,000  Pyramid  host 
Dick  Clark  back  to  the  small  screen  with 
The  ChalleJigers,  which  will  mix  tradi- 


tional game-show  questions  with  those 
based  on  up-to-the-minute  news  events. 
In  a  rare  deal  for  an  advertiser  that 
doesn't  have  a  direct  stake  in  the  show, 
Procter  &  Gamble  Co.  even  bought  up 
all  available  time  on  Joker's  Wild  to  en- 
sure its  launch. 

SAFE  GAMBLE.  The  rush  of  game  shows 
follows  a  shakeout  in  syndicated  TV.  A 
glut  of  tabloid-style  shows  last  year 
felled  the  much-ballyhooed  USA  Today 
show,  produced  jointly  by  Gannett  Co. 
and  Grant  Tinker.  Another,  Orion  Televi- 
sion Syndication's  CrimeWatch  Tonight, 
looks  to  be  in  trouble.  And  there  are  few 
new  talk  shows.  But  producers  don't 
mind  gambling  on  game  shows,  which 
are  relatively  cheap.  Wheel,  which  costs 
$10  million  a  year  to  produce,  generates 
an  estimated  $150  million  in  an- 
nual revenues. 

The  big  sales  pitches  are  be- 
ing saved  for  the  annual  Nation- 
al Association  of  Television  Pro- 
gram Executives  convention,  set 
to  open  in  New  Orleans  on  Jan. 
15.  But  the  selling  is  already 
frenetic  as  program  suppliers 
try  to  drum  up  interest  in  their 
wares.  When  Disney  won  a 
prized  spot  just  after  Oprah 
Winfrey's  talk  show  on  ABC  Chi- 
cago affiliate  wlS-TV,  it  trumpet- 
ed the  coup  with  ads  in  the 
trades.  Other  companies  are  tak- 
ing even  poor  time  slots,  such  as 
early  afternoon  or  late  at  night. 
"You've  got  a  better  shot  at 
moving  up  if  you're  already  on 
the  air  and  the  show  does  well," 
says  Blair's  Rohr. 

I That  ploy  worked  for  King 
World  in  1984,  when  it  was  sell- 
ing Griffin's  revamped  Jeopar- 
dy!, and  the  best  it  could  get  in 
the  crucial  New  York  market 
was  a  2  a.m.  slot.  When  such 
champions  as  Family  Feud  be- 
gan to  falter.  Jeopardy!  was 
moved  into  better  slots.  King 
says  he's  not  worried  that 
Wheel  will  suffer  the  same  fate 
as  Family  Feud,  whose  ratings 
have  plunged  dramatically.  Still, 
King  World  is  pushing  its  first 
new  game  show  in  five  years:  a 
version  of  Monopoly  developed  by  Grif- 
fin. Observes  Blair's  Rohr:  "They're  no 
doubt  thinking  that  if  Wheel  does  fall 
off,  it's  better  to  have  something  new 
out  there." 

That's  an  unaccustomed  position  for 
King  World,  which  also  distributes  such 
syndication  big  shots  as  The  Oprah 
Winfrey  Show  and  Inside  Edition.  But 
Michael  King  knows  that  nothing  lasts 
forever.  And  it's  only  a  matter  of  time 
before  Pat  and  Vanna  could  be  down  to 
their  last  spin. 

By  Ronald  Grover  in  Los  Ayigeles 
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Computers  and  Communications 


Problems. 


Problems. 


Problems. 


ProSpeed,  Docking  Station,  and  UitraLrte  are  ira<Jemarks  of  NEC  Home  Electronics,  Ltd  386  is  a  trademark  oi  Intel  Corp  IBM  is  a  registered  trademark  of  the  international  Business  Machines  Corporation  ©  1989  NEC  Home  Electronics  (USA)  Inc. 


Answers. 


The  NEC  ProSpeed 
386'"  modular  PC  is 
the  first  personal 
computer  to  offer  the 
power  of  an  80386 
desktop,  with  the 
portability  of  a  laptop. 
It's  engineered  with 
a  full  32-bit  processor, 
a  40  or  100MB  hard 
disk,  and  up  to  8MB 
of  RAM.  Plus  an 
optional  Docking 
Station"  that  gives 
you  instant  connec- 
tivity and  endless 
expansion  capabilities. 
This  combination 
makes  the  ProSpeed 
386  not  just  the  ulti- 
mate desktop,  but  the 
ultimate  value.  Whether 
your  desk  has  four 
legs  or  just  two. 


Answers. 


The  NEC  ProSpeed" 
286  is,  quite  simply, 
the  most  powerful  286 
laptop  you  can  buy. 
Running  at  16MHz 
with  up  to  5MB  of 
RAM  and  up  to  a 
100MB  hard  disk,  it's 
capable  of  handling  the 
most  demanding  appli- 
cations. Include  the 
fact  that  it  has  NEC's 
paper-white  screen 
with  VGA  resolution, 
and  you'll  discover  that 
it  not  only  offers  you 
more  power,  but  the 
power  to  see  things 
more  clearly. 


■826-2255  for  literature  and  1-800-FONE-NEC  for  technical  advice.  In  Canada,  call  1-800-268-3997. 


SEC 


EDITED  BY  HARRIS  COLLINGWOOD 


FARLEY  TRIES  TO  IRON 
OUT  HIS  TEXTILE  BID 


►  Dealmaker  Bill  Farley's 
purchase  of  West  Point-Pep- 
perell  is  hanjjing  by  a  thread. 
He  has  obtained  new  bank  fi- 
nancing that  will  enable  him 
to  retain  control  of  the  textile 
company,  but  it  may  end  up 
costing  him  his  empire.  A 
group  led  by  Wells  Fargo 
Bank  and  Bankers  Trust  on 
Jan.  8  disclosed  that  they  had 
agreed  to  extend  a  $1.08  bil- 
lion bridge  loan  to  West 
Point,  but  only  after  raising 
the  interest  on  the  loan  a  full 
percentage  point,  to  2.5  per- 
centage points  over  prime. 

The  new  bank  package 
leaves  Farley  with  big  head- 
aches. Bidermann  of  France 
wants  to  renegotiate  its  pur- 
chase of  Cluett,  Peabody,  a 
West  Point  unit  Farley  must 
sell  to  make  his  deal  work.  To 
raise  additional  cash,  say  in- 
vestment banking  sources,  he 
has  put  his  crown  jewel,  Fruit 
of  the  Loom,  on  the  block. 
Farley  could  not  be  reached 
for  comment. 


A  NICK  IN  GILLETTE'S 
BUYOUT  PLANS 


►  The  Justice  Dept.'s  Anti- 
trust Div.  is  showing  signs  of 
life.  On  Jan.  9,  it  sued  to  block 
Gillette's  proposed  $15.5  mil- 
lion acquisition  of  Wilkinson 
Sword's  razor  business,  claim- 
ing the  deal  would  "substan- 
tially lessen"  competition  in 
the  razor-blade  market.  Gil- 
lette's senior  vice-president 
and  general  counsel,  Joseph 
E.  Mullaney,  says  the  compa- 
ny is  "very  surprised  and  dis- 
appointed" by  the  govern- 
ment's "precipitous"  action 
but  wouldn't  say  if  it  will 
fight  the  decision. 


TWO  MORE  NAMED  IN 
BW-LINKED  TRADES 


►  The  continuing  federal 
probe  of  illegal  prepublication 
trading  in  stocks  mentioned  in 
BUSINESS  week's  "Inside  Wall 


Street"  column  produced  two 
new  defendants  on  Jan.  9: 
William  Jackson,  a  former 
employee  at  the  Torrance 
(Calif.)"  plant  of  R.  R.  Donnel- 
ley &  Sons,  which  prints  the 
magazine,  and  Brian  Calla- 
han, a  former  broker  with 
Prudential-Bache  Securities. 

A  Securities  &  Exchange 
Commission  complaint  says 
Jackson  traded  illegally 
through  Callahan  from  mid- 
1987  to  mid-1988.  The  SEC  said 
Jackson  and  others  he  tipped 
made  gross  profits  of  $19,506. 
Callahan  and  some  of  his  cli- 
ents allegedly  made  $19,684. 
Jackson  and  Callahan  were 
fired  in  1988,  when  their  em- 
ployers learned  of  their  trad- 
ing. Jackson's  lawyer,  Mark 
Bonensant,  was  unavailable 
for  comment.  Callahan's  law- 
yer, Frederick  Saal,  says, 
"We  believe  Mr.  Callahan  will 
ultimately  be  vindicated." 


ISACENTRUST'DEAL' 
A  DELAYING  TACTIC? 


►  The  announced  deal  to  ac- 
quire troubled  CenTrust  Sav- 
ings Bank  may  be  no  more 
than  a  delaying  action.  On 
Jan.  3,  CenTrust  announced 
a  nonbinding  merger  agree- 
ment with  New  York-based 
Ensign  Bank,  owned  by 
cruise-ship  mogul  Ted  Ari- 
son's  Hamilton  Holding.  A 
CenTrust  source  says  that  of- 
ficials of  the  two  thrifts  are 
hammering  away  at  details  in 
daily  meetings,  although  no 


A  HOLE  NEW  CAREER  FOR  A  TEXAS  THRIFT  BOSS 


When  federal  regulators  ousted 
Edwin  McBirney  HI  from  Sun- 
belt Savings  in  1986,  they  said 
his  high-risk  real  estate  lending 
left  a  big  hole  in  the  company's 
balance  sheet.  Now,  McBirney  is 
taking  the  reins  at  a  company 
that  digs  holes  of  a  different 
sort.  On  Jan.  5,  he  became  chief 
executive  of  Dallas-based  Oxi- 
dyne  Group,  which,  among  other 
things,  disposes  of  hazardous 
wastes  by  oxidizing  them  in  holes  deep  in  the  earth's  crust. 

At  Sunbelt  (christened  "Gunbelt"  by  thrift-industry  wags) 
McBirney  made  real  estate  loans  at  such  a  furious  pace  that  he 
earned  the  nickname  "Fast  Eddie."  The  federal  government 
declared  the  institution  insolvent  in  August,  1988,  after  it  took 
losses  of  $1.6  billion.  Now,  says  an  Oxidyne  spokesperson 
McBirney  may  sell  the  waste-disposal  unit  because  "it's  a  cast 
drain."  Who  says  that  high-rolling  thrift  executives  can't  leari] 
from  experience? 


deadline  has  yet  been  set. 

But  some  analysts  believe 
CenTrust  Chairman  David 
Paul  may  be  trying  to  stall 
regulators  who  want  to  oust 
him  for  allegedly  operating 
the  thrift  recklessly.  He  de- 
nies the  speculation.  Analysts 
estimate  the  merged  banks 
need  a  $200  million  infusion  to 
meet  new  capital-adequacy  re- 
quirements. 


AT&T  AND  MCI 
TRADE  CHARGES 


►  ATiT  and  MCI  are  at  it 
again.  In  November,  MCI  sued 
AT&T  for  "false  and  mislead- 
ing advertising"  that  suggest- 


THE  TOpK  TWREmCD  \ 
f^iWEMEST  HIK'!".  / 


ed,  among  other  things,  thai 
MCI  didn't  serve  importani 
parts  of  the  world.  AT&l 
struck  back  on  Jan.  10,  filing 
a  suit  in  federal  court  alleging 
that  MCI  engaged  in  "illegal 
and  unethical"  marketing 
practices.  i 
AT&T  claims  MCI  called  cusj 
tomers  to  get  them  to  chang(j 
carriers,  then  told  the  loca, 
)jhone  company  to  switch  th(| 
account  even  if  the  customersj 
declined  or  deferred  a  decij 
sion.  AT&T  says  the  problen 
has  been  especially  prevalen 
among  customers  who  hav( 
difficulty  hearing  or  don' 
speak  English  well.  AT&T  als( 
asked  the  FCC  to  change  its 
rules  so  that  written — not  jus 
verbal — approval  is  requirec 
to  switch  carriers.  An  MC 
spokesperson  dismissed  th( 
suit  as  "without  merit." 


IS  BARRETT  HEADED 
FOR  INTEL'S  TOP  SPOT? 


►  Intel  veteran  Craig  R.  Bar 
rett  has  the  inside  track  t( 
replace  Andrew  S.  Grove  ai 
president  and  CEO.  On  Jan.  8 
Barrett  was  promoted  to  ex 
ecutive  vice-president.  He'l 
assume  operational  control  o: 
the  company  on  May  2.  Th< 
move  rewards  Barrett's  sue 
cess  in  improving  Intel's  man 
ufacturing  quality.  ri 
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MERE'S  NOTHING  UNIVERSAL 

BOUT  PLANS  FOR  UNIVERSAL  HEALTH  CARE 


ksk  any  member  of  Congress  if  the  nation's  health  care 
system  needs  an  overhaul,  and  chances  are  you'll  hear 
a  resounding  "yes."  Faced  with  growing  concern  over 
g  costs  and  inadequate  insurance,  most  lawmakers  agree 
;ime  for  a  national  policy  that  guarantees  quality  medical 
at  a  reasonable  cost  for  all  Americans.  Business,  labor, 
rers,  and  doctors  concur,  which  is  why  talk  of  "universal 
th  insurance"  is  rife  in  Washington, 
id  that's  where  the  unanimity  ends.  Supporters  quickly 
out  over  what  a  national  health  policy  should  look  like, 
ips  from  the  American  Medical  Assn.  to  the  National 
;ration  of  Independent  Business  (NFIB)  have 
red  proposals.  "There  are  so  many  well-en- 
ched  players  in  this  game  who  don't  want  to 
any  action,"  says  Alicia  F.  Pelrine,  a  lobbyist 
:he  National  Governors'  Assn. 
le  debate  will  start  in  earnest  on  Mar.  1, 
n  the  Bipartisan  Commission  on  Comprehen- 
Health  Care,  a  panel  of  15  lawmakers  and 
idential  appointees,  issues  its  recommenda- 
;  after  a  nine-month  study.  "The  commission 
the  potential  for  having  tremendous  influence 
is  willing  to  come  up  with  concrete  solu- 
>,"  says  Robert  B.  Doherty,  lobbyist  for  the 
(rican  Society  of  Internal  Medicine, 
y  OR  PAY.'  That's  exactly  what  Senator  John 
lockefeller  IV  (D-W.  Va.),  the  panel's  chair- 
,  wants  to  do.  Rockefeller  has  discarded  the  old — and 
insive — liberal  dream  of  national  health  insurance  run  by 
government.  Most  of  the  37  million  Americans  who  have 
overage  are  employed,  and  the  senator  would  make  busi- 
responsible  for  their  health  care.  He  would  require  all 
loyers  either  to  provide  benefits  or  to  pay  a  tax  to  fund  a 
ral  program  for  the  uninsured. 

lis  "play  or  pay"  plan  has  split  the  business  community, 
y  small  companies  fear  that  they  would  be  forced  out  of 
ness.  "We  don't  believe  that  it's  the  employer's  responsi- 
to  be  the  first  provider  of  health  care,"  says  NFiB  lobby- 


SENATOR  ROCKEFELLER 


ist  Carolyn  Miller.  But  big  corporations  are  warming  to  the 
idea,  because  they  are  convinced  that  rising  medical  costs 
reflect  the  expense  of  treating  workers  uninsured  by  smaller 
employers.  "Small  business  has  to  provide  care  to  more  peo- 
ple," says  Armco  Inc.  lobbyist  John  L.  Bauer. 

That's  only  one  of  many  disputes.  Doctors  think  mandatory 
coverage  would  be  good  for  business.  But  they  worry  about 
the  stringent  controls  on  fees  that  are  sure  to  accompany  any 
plan.  State  governments  suspect  that  Washington  will  stick 
them  with  the  tab  for  expanding  medicaid  coverage  for  the 
poor.  Advocates  for  the  elderly  want  generous  nursing-home 
benefits,  while  others  want  funds  to  finance  pre- 
natal care  and  coverage  of  poor  children.  Mean- 
while, insurers  are  concerned  about  increased 
regulation  of  pricing  and  coverage. 
PAINFUL  MEMORIES.  The  Administration  is  work- 
ing up  its  own  ideas.  Its  Advisory  Council  on 
Social  Security  is  floating  a  radical  medicare  pro- 
posal that  would  require  all  but  the  poorest  elder- 
ly to  buy  basic  and  long-term-care  coverage  from 
private  insurers.  And  a  new  commission  that  La- 
bor Secretary  Elizabeth  H.  Dole  will  appoint  to 
examine  the  coal  industry's  health  costs  may  in- 
fluence the  larger  debate. 

The  lobbying  is  intensifying.  The  AFI^CIO  and 
groups  representing  the  aged  have  launched 
grass-roots  efforts.  "If  we  don't  show  that  there's 
popular  support,  it  will  be  difficult  to  get  Congress  to  over- 
come the  special  interests,"  says  Ronald  F.  Pollack,  executive 
director  of  Families  USA,  which  lobbies  for  the  elderly  poor. 

With  painful  memories  of  last  year's  retreat  from  cata- 
strophic-illness coverage  still  fresh,  lawmakers  will  want  to 
see  a  consensus  before  they  act.  That  will  probably  put  off 
any  action  until  after  the  1990  elections.  But  as  the  agony  of 
rising  insurance  premiums  and  shrinking  employer  health  cov- 
erage grows.  Congress  may  finally  find  itself  forced  to  con- 
front an  issue  that  it  has  been  dodging  for  years. 

By  Susan  B.  Garland 


ITAL  WRAPUPI 


VIRONMENT 


'enate  Majority  Leader  George  J. 
^Mitchell  (D-Me.)  wants  to  take  up 
an-air  legislation  the  day  Congress 
ivenes  later  this  month.  But  if  a 
(wing  number  of  senators  have  their 
y,  it  could  be  a  long  debate.  The 
makers  are  worried  about  the  po- 
itial  cost  to  industry  of  proposed  re- 
ictions  on  automobile  and  industrial 
issions.  Forty  senators  have  asked 
1  Congressional  Budget  Office  and 
Office  of  Technology  Assessment 
estimate  the  cost  of  the  provisions 
d  out  in  the  600-page  measure 
ised  by  the  Environment  Committee 
t  year.  Further  lobbying  pressure 


will  come  from  the  Business  Round- 
table,  which  is  evaluating  the  mea- 
sure's cost.  Warnings  of  shuttered  fac- 
tories and  laid-off  workers  if  the  price 
tag  is  too  high  will  probably  slow  any 
rush  to  Senate  action. 

FORilGH  AFFAIRS  

Senate  Finance  Committee  Chair- 
man Lloyd  Bentsen  (D-Tex.)  is  get- 
ting personally  involved  in  the  negotia- 
tions for  the  U.  S. -Soviet  trade 
agreement  promised  by  President 
Bush.  Bentsen  is  off  to  Moscow  to 
meet  face-to-face  with  Soviet  officials. 
Of  course,  a  little  foreign  exposure 
won't  hurt  Bentsen  should  he  decide  to 
seek  the  White  House  in  1992. 


POLITICS 


The  Democratic  National  Committee, 
criticized  for  holding  its  1988  nomi- 
nating convention  in  Atlanta's  cramped 
Omni  arena,  isn't  about  to  make  that 
mistake  in  1992.  Cleveland,  Houston, 
New  York,  and  Detroit  are  in  the  run- 
ning, but  the  DNC's  selection  committee 
is  leaning  strongly  toward  the  cavern- 
ous Louisiana  Superdome.  Democratic 
planners  were  impressed  by  Republi- 
can raves  about  the  food  and  accommo- 
dations after  their  1988  powwow  in 
New  Orleans.  And  Democrats  promise 
they'll  improve  a  sound  system  that 
often  garbled  speeches  during  the  GOP 
sessions. 


NGTON  OUTLOOK 
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WESTERN  EUROPE 


GERMAN  UNITY:  A  THREAT 
TO  EUROPE  1992? 


Squabbling  is  jeopardizing  the  Franco-German  linchpin 


As  the  world  celebrated  the  crum- 
bling of  Eastern  European  com- 
munism, Western  European 
leaders  gathered  for  a  sober  dinner  in 
Paris  on  Nov.  18.  The  good  news  from 
Berlin  meant  that  their  own  historic  1992 
agenda  was  in  jeopardy,  unless  they 
stopped  squabbling  and  pressed  to  finish 
their  plan  before  it  was  overwhelmed  by 
distractions  from  the  East.  With  enor- 
mous prestige  of  his  own  at  stake, 
French  President  Francois  Mitterrand 
came  to  the  rescue  with  a  flurry  of  ini- 
tiatives designed  to  re- 
build momentum. 

Under  Mitterrand's 
prodding.  Western  Euro- 
pean leaders  have  already 
surprised  doomsayers  by 
agreeing  to  open  up  na- 
tional telecommunications 
and  banking  markets, 
much  as  business  wanted. 
They  bandaged  up  anoth- 
er wound  by  subjecting 
mergers  and  acquisitions 
to  EC  antitrust  regulation 
rather  than  myopic  local 
rules.  These  gains  are 
likely  to  hold,  because 
they  are  vital  to  European 


companies,  the  driving  force  behind  the 
whole  1992  program. 

But  the  rest  of  the  structure  is  a  lot 
more  rickety  than  Mitterrand  and  other 
politicians  are  prepared  to  admit.  The 
first  half  of  1990  is  now  crucial  to  deter- 
mining whether  the  EC  can  achieve  what 
its  president,  Jacques  Delors,  calls  a 
"quantum  leap"  to  a  single  market  over 
the  next  three  years.  If  it  can't  reach 
that  target  on  time,  "the  community  will 
die,"  predicts  Philippe  Laurette,  a 
French  EC  expert. 


A  REPORT  CARD:  EC  PREPARATIONS  FOR  1992 


GRADE: 


BIG  STRIDES 


AIR  TRAVEL 
AUTOMOBILES 
BANKING 
LIFE  INSURANCE 
MERGERS 
MONETARY  UNION 
PUBLIC  PROCUREMENT 
TAXES 

TELECOMMUNICATIONS 
WORKERS'  RIGHTS 


V 


NEEDS  WORK         LIHLE  PROGRESS 

Pledge  to  end  noncompetitive  practices 
Impasse  on  Japanese  import  quotas 
Borders  will  be  open  for  EC  banks 
Markets  open  for  buyers 
EC  can  veto  big  deals 
Talks  postponed  until  December 
"Buy  local"  still  prevails 
VAT  talks  are  stalled 
Specialized  services  will  be  deregulated 
Britain  is  stalling  on  changes 
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The  biggest  worry  is  that  the  linchpin 
of  the  Common  Market,  the  French-Ger- 
man relationship,  is  in  its  worst  condi- 
tion in  years.  French-German  squabbling 
has  already  scotched  an  agreement  to 
abolish  border  checks  between  France, 
West  Germany,  and  the  Benelux  coun- 
tries that  was  to  go  into  effect  on  Jan.  1. 
The  French  infuriated  Bonn  by  backing 
out  of  the  agreement  for  fear  of  being 
swamped  by  a  wave  of  East  Germans 
seeking  employment.  East  Germany 
"isn't  a  foreign  country  to  us,"  fumes 
Dietmar  Schlee,  a  West 
German  state  official  who 
adds  that  East  German 
visitors  can't  be  viewed 
"as  second-class  citizens." 
BACKING  OFF.  These  ten- 
sions will  make  progress 
toward  a  single  currency 
and  a  European  central 
bank  all  the  more  diffi- 
cult. Germany's  brilliant: 
economic  growth  pros- 
pects in  Eastern  Europe 
have  already  sent  the 
Deutschemark  soaring — , 
enough  to  force  the  Ital-I 
ians  into  an  emergency 
devaluation  in  early  Janu-j 
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Now,  German  Chancellor  Helmut 
,  who  was  Mitterrand's  closest  ally 
ressing  for  a  monetary  union,  is 
ing  off  because  of  resisUince  from 
lan  industrialists  and  the  powerful 
lesbank. 

bureaucrats  point  out  with  pride 
Brussels  has  ratified  607-  of  the  279 
isions  in  the  original  1992  blueprint 
he  single  market.  But  the  ones  out- 
ling,  such  as  labor  laws  and  stan- 
ized  tax  rates,  are  critical  to  forging 
Timon  market.  Also,  the  resistance 
ome  governments  to  implementing 
icrees  makes  what  happens  in  Brus- 

something  of  a  paper  e.xercise. 
inite  progress  has  been  made  in 
ing  measures  through  the  Europe- 
'ouncil,"  says  John  W.  Osborne  of 
3h  law  firm  Clifford  Chance.  But,  he 
iS,  "it's  another  thing  to  get  the 
lures  translated  into  national  law, 

0  mention  get  them  implemented." 
WARS.  Public  procurement  is  a 
s  example  of  the  huge  gap  that  still 
s  between  EC  decree  and  practice. 
)ugh  the  EC  has  agreed  to  open  bid- 
on  government  contracts  for  tele- 
nunications  and  public  works,  na- 
il suppliers  still  win  an 
/vhelming  share  of  the  business, 
n  if  the  rules  are  tightened,"  Os- 
5  says,  "one  wonders  if  any  radical 
ge  will  really  take  place." 

e  EC  also  has  little  to  brag  about  in 
A^ay  of  opening  the  auto  industry, 
li  is  plagued  by  overcapacity.  Pro- 
)nism  remains  strong  in  France  and 
,  where  Fiat  and  state-owned  Re- 
;  reign.  The  arrival  of  Japanese  auto 
irs  in  Europe  has  exacerbated  the 
lem.  Britain  wants  free  passage 

the  Continent  for  cars  made  in  its 
Japanese  plants,  while  France  and 

are  adamantly  opposed.  "It's  hard 
ie  how  a  single  European  market 
oe  created  if  we  don't  at  the  same 

establish  a  common  policy  toward 
•est  of  the  world,  notably  the  Japa- 
,"  says  Georges  Cagnard,  a  Renault 
president. 

1  impasse  between  Britain  and 
ce  is  also  holding  up  agreement  on 
nmon  value-added  tax.  The  French, 
earn  44%  of  their  revenues  from  a 
want  rates  pegged  at  a  high  level, 
i  British  Prime  Minister  Margaret 
cher  will  not  let  Brussels  set  rates, 
isiness  pressure  has  produced  some 
it  results  in  more  specialized  areas. 
i  telecommunications  services,  such 
ata-base  transmissions,  have  been 
ed.  In  December,  Germany's  long- 
citrant  Bundespost  awarded  a  lu- 
ve  contract  for  mobile  phones  to  a 
ortium  that  included  the  U.  S.'s  Pa- 
Telesis  Group  and  Britain's  Cable  & 
less  PLC.  Allowing  foreign  competi- 
to  domestic  giant  Siemens  would 
been  unheard  of  until  recently. 


The  EC  has  also  come  a  long  way  to- 
ward achieving  its  goal  of  opening  up 
the  financial-services  market  throughout 
the  community.  EC-based  banks  will  be 
able  to  set  up  branches  in  any  member 
state  by  the  end  of  1992.  Individuals  can 
now  shop  for  most  forms  of  insurance 
across  Europe.  Companies  may  also  get 
a  clearer  set  of  merger  rules. 

But  business  can  only  take  the  EC  so 
far.  While  EC  bureaucrats  such  as  Delors 
oppose  widening  the  community,  Mitter- 


rand and  other  leaders  are  going  to  have 
to  meet  some  of  Kohl's  demands  on  Ger- 
man unity  to  retiiin  his  crucial  support. 
"Those  who  think  that  the  most  difficult 
(juestions  have  been  answered  are 
wrong,"  says  former  French  Foreign 
Minister  Jean  FranQois-Poncet.  The  prob- 
lem is  that  there  are  fewer  than  36 
months  to  complete  the  job. 

By  John  Ternpleman  hi  Bonn,  with 
Aimery  Dunlap  Smith  in  Brussels  and 
bureau  reports 


EASTERN  EUROPE  I 


BABY,  IT'LL  BE  COLD 
OUTSIDE  COMECON 


World  markets  will  be  rough  for  East  Europe 


When  Czech  Fi- 
nance Minister 
Vaclav  Klaus 
declared  in  early  January 
that  changes  in  Eastern 
Europe's  trading  network 
"must  be  dramatic  and 
radical,"  he  may  not  have 
seen  how  quickly  those 
words  would  lead  to  ac- 
tion. Within  days,  the  rev- 
olution that  swept  away 
Communist  dictators  had 
turned  to  wiping  out  the 
region's  entire  41-year-old 
barter  system  in  favor  of 
replacing  it  with  Western 
currencies  and  free  mar- 
ket prices. 

But  in  trying  to  reshape 
the  Council  for  Mutual  Economic  Assis- 
tance (Comecon),  the  East  bloc  nations 
are  in  for  some  tough  going.  Unless 
they  can  make  their  economies  globally 
competitive  in  a  hurry,  they  look  set  to 
take  some  bitter  lumps  when  they 
plunge  into  world  trade. 
RUBLE  WRENCH.  Since  December,  Mos- 
cow also  has  been  advocating  changes 
for  Comecon.  But  Eastern  Europeans' 
disgust  with  the  group  came  to  a  head 
on  Jan.  9-10  in  Sofia,  Bulgaria.  There, 
top  officials  from  Mos- 
cow and  nine  allies  cut  a 
deal  to  start  scrapping 
their  barter  system  as 
early  as  1991,  when 
they  will  begin  paying 
for  some  commodities  in 
dollars.  West  German 
marks,  and  other  hard 
currencies. 

In  abandoning  the 
barter  system,  Hunga- 
ry, Poland,  Czechoslova- 
kia, East  Germany,  and 
Romania  are  gambling 
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COMECON'S  TRADE 
SURPLUS  FADES 
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▲  BILLIONS  OF  DOLU\RS 


that  they  will  be  able  to  move  closer  to 
rebuilding  prewar  economic  ties  to  the 
West.  Billions  in  grants,  loans,  and  other 
investments  from  the  West  Germans 
and  other  Europeans  will  be  needed  to 
help  ease  the  transition.  But  analysts 
believe  even  more  severe  hardship  may 
be  the  initial  outcome  of  such  a  switch. 
Hungary's  ruble-denominated  trade  sur- 
plus with  the  Soviets  would  turn  over- 
night into  a  $1.5  billion  deficit  if  it  had  to 
pay  for  gas  and  oil  with  hard  currency. 

Fearful  that  further 
decline  of  Comecon 
could  lead  to  new 
strains  in  the  Warsaw 
Pact,  the  Soviets  are 
making  an  all-out  push 
to  keep  the  Eastern 
trade  group  whole  a 
while  longer.  Moscow 
has  some  advantages. 
In  addition  to  supplying 
East  Europe's  energy 
needs,  it  sells  $16  billion 
a  year  in  oil  and  gas  to 
the  West.  The  allies 


TRADE  SURPLUS  rOR 
SOVIET  UNION  AND 
EASTERN  EUROPE 
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have  no  comparable  source  of  ready 
cash.  Saddled  with  monopolistic  enter- 
prises producing  shoddy  consumer 
goods  and  outdated  machinery  for  the 
Soviets,  East  Europe  can't  yet  earn  the 
currency  it  needs  to  transform  its  indus- 
tries and  open  its  markets  to  the  West. 
WANDERING  EYE.  More  than  half  of  Bul- 
garia's electronics  goods  and  80'.^  of  the 
buses  produced  by  Hungary's  Ikarus 
Group  go  to  the  Soviet  Union,  notes  Vla- 
dimir M.  Shastitko  of  Moscow's  Institute 
of  the  Economies  of  the  World  Socialist 
System.  If  allowed  to  shop  for  cheaper 
and  better-made  Western  goods,  he 
warns,  the  Soviet  Union  will  do  so. 

Despite  such  bravado,  the  mutual 
problems  of  decaying  economies  still 
bind  the  Soviets  to  their  Comecon  allies. 
"Our  integration  has  gone  too  far  to  be 
dismantled,"  maintains  Igor  P.  Fa- 


The  former  East  bloc 
states  may  move 
toward  a  free-trade 
zone  excluding  Moscow 


minsky  of  the  State  Foreign  Economic 
Relations  Committee's  research  insti- 
tute. But  Moscow's  allies  increasingly 
don't  see  it  that  way.  Some  say  that 
ending  barter  with  Moscow  is  the  cata- 
lyst that  will  force  them  toward  market 
economies  quickly.  "We  need  the  pres- 
sure to  make  changes,"  says  Peter 
Hardi,  director  of  the  Hungarian  Insti- 
tute of  International  Affairs. 
With  East  Europe  thus  demanding  re- 


forms, the  Soviets  are  unlikely  to 
achieve  their  goal  of  a  common  market 
among  Comecon  members  similar  to  the 
European  Community.  Instead,  East  Eu- 
ropean states  may  move  toward  a  free- 
trade  zone  excluding  Moscow,  putting 
Soviet  trade  with  the  East  on  a  bilateral 
basis,  with  payments  partially  in  con- 
vertible currency. 

Already  the  Soviets  have  agreed  sepa- 
rately with  Hungary  and  Poland  to  con- 
duct 10%  to  15%  of  their  trade  in  hard 
currency  beginning  in  1991.  And  the 
Czechs  and  Poles  plan  talks  on  a  bilater- 
al trade  pact  during  the  next  Comecon 
summit  on  Jan.  16  in  Prague.  Whether 
Eastern  Europe  is  ready  or  not,  such 
first  steps  signal  wrenching  trade  shifts 
ahead  for  its  exhausted  economies. 

By  Rose  Brady  in  Sofia  and  Gail  E. 
Schares  in  Bonn,  with  bureau  reports 


WEST  GERMANY  I 


WHY  SIEMENS 
WROTE  SUCH  A 
BIG  CHECK 


Buying  Nixdorf  shuts  out  rivals 


It  was  a  field  day  for  Germany  Inc. 
On  Jan.  10,  electronics  giant  Siemens 
swooped  down  to  snap  up  the  ailing 
$3.3  billion  Nixdorf  Computer,  keeping 
the  computer  maker  safely  out  of  non- 
German  hands. 

Although  a  coup  for  the  Germans,  the 
acquisition  sets  the  stage  for  a  new 
round  of  bloodletting  in  the  congested 
European  computer  industry,  where 
U.  S.  giants  are  setting  a  fast  pace.  The 


estimated  $350  million  Siemens  paid  for 
control  of  Nixdorf  may  seem  like  a  stiff 
price  for  a  company  that  lost  about  $420 
million  in  1989.  But  by  giving  Siemens  a 
position  in  minicomputers,  the  purchase 
greatly  improves  the  chances  that  $40 
billion  Siemens  will  be  one  of  the  few 
survivors  of  the  industry  shakeout. 

The  deal  shuts  out  European  rivals 
such  as  France's  Groupe  Bull  and  Italy's 
Olivetti.  "Everybody  wanted  to  buy  Nix- 
dorf," says  French  Industry  Minister 
Roger  Fauroux.  "But  Deutsche  Bank 
said,  'Don't  touch."  "  With  mighty  Deut- 
sche Bank  standing  behind  the  computer 
maker  as  its  major  lender  and  the  Nix- 
dorf family  controlling  voting  shares, 
keeping  it  under  German  ownership  was 
not  hard.  The  deal  simultaneously  plugs 
Siemens  into  Nixdorf's  huge  customer 
base  of  50,000  installed  midsize  comput- 
er systems  in  the  retailing,  banking,  and 
insurance  industries,  where  Siemens  it- 
self is  weak. 


The  Nixdorf  takeover  fits  the  aggres- 
sive expansion  strategy  of  Siemens 
Chief  Executive  Karlheinz  Kaske.  Over 
the  past  18  months,  Siemens  has  bought 
into  or  signed  cooperation  deals  with 
Britain's  Plessey,  the  U.  S.'s  Rolm  and 
Bendix,  Japan's  Matsushita,  and 
France's  Framatome.  With  the  added 
muscle  from  Nixdorf,  Siemens  has  rock- 
eted itself  into  the  No.  7  slot  among 
global  computer  makers  and  now  is  con- 
tending with  Digital  Equipment  Corp. 
for  the  No.  2  position  in  Europe  behind 
IBM.  "The  deal  gives  Siemens  the  critical 
mass  it  needs  to  be  a  major  player  in 
midrange  computers,"  according  to  Par-| 
is-based  Dataquest  Inc.  analyst  Philippe 
de  Marcillac. 

'SIGH  OF  RELIEF.'  Restructuring  Nkdorf 
and  getting  rid  of  its  money-losing  oper- 
ations will  cut  Siemens'  1990  earnings 
by  about  3% — or  $48  million.  But  that's 
a  small  loss  to  Siemens,  with  its  $11 
billion  cash  hoard.  Nixdorf  will  bear 
most  of  the  pain,  anyway.  Company  offi- 
cials say  it  will  have  to  ax  at  least 
1,000  more  employees  from  its  already 
depleted  payroll  of  28,500.  It  will  also 
junk  its  erstwhile  best-seller,  the  8870 
series  office  computer,  now  clogging  its 
warehouses. 

Provided  antitrust  regulators  in  West 
Berlin  and  Brussels  0.  K.  the  deal,  Sie- 
mens can  move  quickly  to  use  its  own 
chips  in  Nixdorf  computers  and  employ 
its  resources  to  back  Nixdorf's  products. 
"[Nixdorf]  customers  will  breathe  a  sigh 
of  relief,"  says  London-based  Nomura 
analyst  Hank  Powell.  That's  more  than 
can  be  said  for  executives  at  other  Euro- 
pean computer  makers,  which  are  all 
looking  for  partners.  With  Nixdorf  in 
Siemens'  fold,  they  know  it  is  the  only 
way  to  survive. 

By  Igor  Reich lin  in  Bonn  and  Thane  Pe- 
terson in  Paris 
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ismiite's  Ultravalef 
vicut  Bag  is  like  a  closet 
chest  of  drawers  in  one 
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GERMANY:  DEALS  ARE  DRIVING 
EAST  AND  WEST  ClOSER  TOGETHER 


Fhat  the  people  of  Leipzig  call  for  at  their  regular 
Monday  night  street  rallies  has  usually  come  to 
pass  in  recent  months,  from  the  downfall  of  Cabinet 
ministers  to  the  easing  of  East  Germany's  travel  curbs.  Thus, 
their  chants  for  German  reunification  on  Jan.  8  stirred  new 
uneasiness  among  neighbors.  East  and  West,  who  fear  that  a 
powerful,  united  Germany  would  destabilize  Europe. 

The  U.  S.,  France,  the  Soviet  Union,  and  other  allies  of  West 
or  East  Germany  hope  to  delay  for  years  any  formal  moves  to 
rejoin  the  two  countries,  although  they  endorse  reunification 
at  some  indefinite  future  time.  "German  unity  is  also  the 
business  of  Germany's  neighbors,  who  have  to  watch  over  the 
equilibrium  of  Europe,"  says  French 
President  Francois  Mitterrand. 
'NO  CHANCE.'  Nevertheless,  the  rapid  eco- 
nomic intermixing  of  the  two  Germanies 
may  be  drawing  them  together  faster 
than  anyone  expected.  In  a  kind  of 
creeping  reunification,  business  opportu- 
nities, social  pressures,  and  administra- 
tive needs  are  creating  a  growing  net- 
work of  East-West  links.  A  unit  of  West 
German  energy  producer  Veba  started 
delivering  electricity  to  East  Germany  at 
the  beginning  of  the  year,  while  Frank- 
furt's Dresdner  Bank  has  opened  a  rep- 
resentative office  in  Dresden,  where  it  was  founded.  AEG 
Westinghouse  Transport-Systeme,  a  unit  of  Daimler-Benz,  is 
joining  the  cross-border  rush  of  manufacturers  in  a  deal  with 
East  Germany's  Kombinat  VEB  Lokomotivbau  to  develop  and 
sell  railroad  cars.  Schenker  &  Co.,  a  West  German  transport 
company,  is  negotiating  with  East  Germany's  Deutrans  to  set 
up  a  joint  freight-forwarding  business,  while  Infratest,  a  Mu- 
nich market  researcher,  is  talking  with  several  East  German 
polling  groups  as  potential  partners.  West  German  financial 
strength  is  even  helping  East  Germans  reach  overseas:  Mu- 
nich's Bayerische  Hypotheken-und  Wechsel-Bank  is  talking 
with  Polygraph,  an  East  German  maker  of  printing  presses. 
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about  financing  Polygraph's  acquisition  of  its  U.  S.  distribute: 
Royal  Zenith  Corp. 

Hundreds  of  other  East-West  business  tie-ups  are  expecte 
to  follow  as  soon  as  East  Germany  enacts  basic  corporal 
legislation,  including  a  joint-venture  law,  a  law  allowing  tram 
fer  of  profits  out  of  the  country,  and  one  that  would  perm 
partial  privatization  of  big  state-owned  combines.  The  resul 
ing  investment  flows  and  knowhow  transfers  offer  the  bes 
hope  of  shoring  up  East  Germany's  ailing  economy  and,  i 
turn,  stabilizing  its  politics  and  halting  the  exodus  of  em 
grants  to  West  Germany.  "The  national  question  [of  reunificj 
tion]  is  much  less  important  than  the  economic  question,"  say 
West  Berlin  Mayor  Walter  Momper,  "b( 
cause  East  Germany  has  no  economi 
chance  as  a  single  state." 

Other  links  are  also  drawing  the  tw' 
Germanies  together,  from  a  proposet 
treaty  framework  for  social  and  cultura 
ties  to  joint  talks  by  East  and  West  Ber 
lin  city  officials  about  bus  route:' 
through  their  once-divided  city.  Withou 
consulting  the  four  occupying  powers 
the  East  and  West  German  armiei 
agreed  this  month  that  in  the  event  of  ; 
disaster  in  border  regions  or  along  high 
ways  to  Berlin,  the  closest  rescue  unit: 
would  respond.  "This  is  not  a  legal  situation,  it's  a  politica 
situation,"  observes  Hubert  Vedrine,  Mitterrand's  top  advisei 
on  Eastern  Europe. 

Politicians  in  both  Germanies  know  that  unification  is  a  slov 
process:  The  tiny  state  of  Saarland,  formerly  French-con 
trolled,  took  five  years  to  realign  its  legal  system  and  econom] 
when  it  joined  West  Germany  in  1957.  Melding  systems  as 
different  as  East  and  West  Germany's  would  certainly  takt 
longer.  But  much  sooner,  millions  of  people  could  be  thinking 
of  themselves  simply  as  Germans. 

By  John  Templeman  in  Bonn,  with  Blanca  Riemer  in  Paris  am 
Bill  Jarctski  in  Washington 


GLOBAL  WRAPUPI 


NICARAGUA 


The  Bush  Administration  appears  to 
be  moving  closer  to  accepting  the 
outcome  of  Nicaragua's  Feb.  25  elec- 
tions as  legitimate.  It  has  offered  $3 
million  in  aid  to  help  relocate  more  co7i- 
tras  in  their  homeland  under  auspices 
of  a  demobilization  commission  set  up 
by  the  U.  N.  and  the  Organization  of 
American  States.  On  Jan.  8,  the  first 
nine  contras  returned  to  Nicaragua 
under  the  program  after  the  Sandinista 
government  offered  them  protection. 

Until  now.  President  Bush  insisted 
that  keeping  the  contras  intact  in  their 
Honduran  bases  was  a  way  to  force 
the  Sandinistas  to  hold  fair  elections. 


The  Sandinistas  have  little  choice  but 
to  seek  legitimacy  through  elections 
and  then  try  to  normalize  relations 
with  the  rest  of  the  world,  including 
the  U.  S.,  because  they  will  get  little 
help  from  the  turbulent  Soviet  bloc. 
They  have  invited  3,000  foreign  observ- 
ers, including  former  President  Jimmy 
Carter,  to  monitor  the  elections.  Such 
scrutiny  is  likely  to  be  more  effective 
than  the  contra  threat  as  an  incentive 
to  hold  honest  elections,  and  it  should 
also  be  protection  against  charges  of 
vote-rigging.  "The  Administration  will 
be  in  no  position  to  claim  foul  if  every- 
one else  calls  fair,"  says  Laurence  R. 
Birns,  director  of  Washington's  Council 
on  Hemispheric  Affairs. 


A  recent  survey  of  Nicaraguan  vot- 
ers by  the  Analysis  Group,  a  U.  S.  poll- 
ing firm,  gives  President  Daniel  Orte- 
ga a  507f-to-35%  edge  over  opposition 
candidate  Violeta  Barrios  de  Chamorro. 
But  some  earlier  surveys  showed  a 
closer  race.  Chamorro  is  scheduled  to 
come  to  the  U.  S.  in  mid-January  for 
fund-raising  events  hosted  by  promi- 
nent politicians  and  public  figures. 

If  Ortega  does  win  in  a  recognized 
fair  vote,  Nicaragua  could  probably 
count  on  economic  assistance  from 
Western  Europe  and  Canada.  But  the 
Bush  Administration  might  still  be  in 
no  hurry  to  lift  the  U.  S.  trade  embar- 
go, which  isn't  scheduled  to  expire  un- 
til next  November. 
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Robert  was  sold  on  Hewlett-Packard 
PCs  while  he  was  still  in  college. 


He  was  studying  engineering  and 
contends  an  HP  calculator  was  the 
secret  to  his  success.  Since  then, 
HP  LaserJet  printers  have  been  a 
big  help  to  his  growing  company 
So  when  he  found  he  could  get 
Hewlett-Packard  reliability  in  a 
network  of  personal  computers, 
Robert  decided  to  stay  with  a 
sure  thing. 

With  Intel  286, 386,  and  486™- 
based  models,  HP's  line  of  Vectra 


personal  computers  suits  a  range  of 
business  needs.  Expansion  is 
easily  accommodated  with  up  to 
8  accessory  slots,  1.3  gigabytes  of 
hard  disk  storage,  and  64  Mbytes 
of  RAM. 

Beyond  this,  HPs  adherence  to 
industry  standards  ensures  com- 
patibili^.  Now,  and  into  the  future. 

But  the  most  important  feature 
is  Hewlett-Packard  quality  This, 


along  with  HP's  network  of 
authorized  dealers,  gives  you 
all  the  assurance  you  need.  For 
the  dealer  nearest  you,  call 
1-800-752-0900,  Ext  604K. 

There  is  a  better  wav 

HEWLETT 
PACKARD 


arketin 


RETAILING  I 


WILL  K  MART  EVER  BE 
A  SILK  PURSE? 


The  chain's  quest  for  an  upscale  image  hasn't  been  a  huge  success 


When  Joseph  E.  Antonini  be- 
came chairnitin  of  K  mart 
Corp.  in  October,  1987,  Wall 
Street  rejoiced.  The  48-year-old  market- 
ing expert  seemed  to  be  just  the  man  to 
revive  the  giant  discount  retailer,  which 
had  lost  its  momentum  after  a  period  of 
rapid  growth  in  the  1970s.  As  president, 
Antonini  had  already  started  a  campaign 
to  upgrade  merchandise  and  change 
K  mart's  image  as  an  operator  of  lack- 
luster discount  outlets.  Investors  hoped 
his  fresh  ideas  would  get  the  big  retailer 
back  on  track. 

Talk  to  the  folks  on  Wall  Street  now, 
and  you  get  a  more  skeptical  view.  "An- 
tonini has  no  trouble  setting  goals,"  says 
Oppenheinier  &  Co.  analyst  Edward  F. 
Comeau.  "He's  having  a  tough  time  get- 
ting [them]  done."  Comeau,  once  a 
K  mart  fan,  is  no  longer  recommending 
the  stock,  which  trades  around  37,  well 
below  a  1987  high  of  48.  The  reasons; 
projected  flat  1989  operating  earnings  of 
about  $1.5  billion  and  subpar  sales 
growth  of  about  6'X,  to  $29  billion. 

Antonini's  moves  as  chairman  show 
how  tough  it  is  to  overhaul  a  behemoth 
like  K  mart.  As  president,  he  had  hired 
actress  Jaclyn  Smith  and  decorator  Mar- 
tha Stewart  to  design  and  promote  bet- 


ter-quality apparel  and  housewares,  but 
he  still  hasn't  been  able  to  convince 
shoppers  that  they  should  come  to 
K  mart  for  upscale  merchandise.  Unfor- 
tunately, the  glamorous  Martha  Stewart 
ads  haven't  improved  the  dowdy  interi- 
ors of  many  of  K  mart's  2,300  outlets. 
"K  marts  are  depressing,"  says  Louis 
W.  Stern,  a  marketing  professor  at 
Northwestern  University's  J.  L.  Kellogg 
School  of  Management.  Despite  the  ads, 
he  says,  "I  certainly  don't  see  evidence 
that  they  are  vastly  different." 

Antonini's  decision  to  cut  prices  on 
8,000  items  also  hasn't  had  exactly  the 
desired  effect.  The  idea  was  a  direct 
challenge  to  archrival 
Wal-Mart  Stores  Inc., 
based  in  Bentonvilie, 
Ark.,  which  had  been 
beating  K  mart  and 
other  discounters  on 
price.  But  lowering 
prices  reduced  profit 
margins.  And  it  made 
some  items,  such  as 
health  and  beauty 
aids,  so  popular  that 
K  mart's  distribution 
system  has  been  hard 
pressed  to  keep  them 
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in  stock.  "When  you  can't  deliver  prod- 
ucts, you  disenfranchise  your  custom- 
ers," says  Steven  J.  Johnson,  a  partner 
with  Anderson  Consulting  in  Chicago. 

Antonini  says  his  senior  management 
"has  responded  very  quickly"  to  the 
company's  problems.  By  the  end  of  this 
year,  he  figures,  distribution  will  be 
vastly  improved.  That's  the  completion 
date  for  a  $1  billion  computer  system 
that  monitors  sales  at  stores  and  auto- 
matically reorders  fast-moving  products. 
A  similar  network  is  already  running  at 
Wal-Mart,  helping  it  sell  $227  worth  of 
goods  annually  for  each  square  foot  of 
retail  space.  K  mart,  in  contrast,  sells 
only  $139  per  square  foot. 
SPRUCING  UP.  Once  the  computer  system 
is  in  place,  Antonini  will  spend  $1.3  bil- 
lion to  enlarge  and  refurbish  700  of 
K  mart's  oldest  outlets.  They'll  be  re- 
fashioned in  the  mold  of  a  prototype 
store  in  suburban  Detroit  that  features 
wider  aisles,  bolder  displays,  and  taller, 
deeper  shelves.  The  idea  of  the  spacious 
new  design  is  to  keep  merchandise  out 
where  customers  can  get  it  instead  of  in 
the  stockroom,  says  the  store's  manag- 
er. Marc  Buchi,  who  reports  that  sales  at 
the  five-month-old  outlet  have  been  run- 
ning about  40%  ahead  of  plan. 

Antonini  has  also  continued  develop- 
ing the  company's  specialty  stores.  Suc- 
cess, however,  has  been  elusive.  Build- 
ers Square,  K  mart's  building-supply 
chain,  has  grown  rapidly  but  generated 
minimal  profits.  American  Fare  hyper- 
market, a  huge  combination  supermar- 
ket and  discount  store  opened  last  year 
in  Atlanta,  hasn't  met  expectations.  Un- 
daunted, Antonini  in  December  acquired 
Pace  Membership  Warehouse  Inc.,  a  suc- 
cessful operator  of  large  stores  offering 
wholesale  prices  to  enrolled  members. 
Warehouse  retailing  is  a  fast-growing, 
$20  billion  business. 

Despite  specialty  retailing's  impor- 
tance, Antonini  and  his  team  cannot  risk 
losing  sight  of  the  main  goal:  improving 
the  core  discount  stores,  which  produce 
807o  of  sales.  The  all-important  computer 
network,  for  example,  will  need  careful 
attention  as  operators 
learn  the  system  and 
possible  software 
glitches  are  ironed 
out.  And  while  K  mart 
refurbishes  its  old 
stores  and  opens  new 
ones,  Wal-Mart  won't 
let  up  the  pressure. 
With  retailing  headed 
for  a  tough  year,  An- 
tonini's job  gets  hard- 
er every  day. 

By  David  Woodruff 
in  Detroit 
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IE  VIDEO  KING  WHO 
ON'T  HIT  'PAUSE' 


is  Wayne  Huizenga's  Blockbuster  chain  all  growth  and  no  grit? 


ligi  Salvaneschi,  a  retired  McDon- 
ild's  Corp.  executive,  had  settled 
iown  to  teaching  at  the  University 
uisville  when  H.  Wayne  Huizenga 
d  him  in  December,  1987.  The 
nan  of  Blockbuster  Entertainment 

needed  a  top  executive  and 
ht  Salvaneschi  was  the  man.  Could 
set  for  breakfast?  They  met,  but 
Qeschi  thought  the  job  sounded  like 
luch  of  a  gamble.  So  Hui- 

ordered  lunch.  Only  at  5 
facing  the  prospect  of  a 
meal  at  that  same  restau- 
did  Salvaneschi  finally  give 
calls  Huizenga:  "I  told  him, 
le  here  to  hire  you,  and  I'm 
eaving  till  I  get  the  job 

izenga's  bullheadedness  has 
1  him  far.  In  the  1970s,  it 
i  him  turn  a  scattering  of 
ge  haulers  into  Waste  Man- 
ent  Inc.,  the  nation's  larg- 
vaste  disposal  company, 
recently,  Huizenga's  deter- 
ion  has  been  behind  the  as- 
of  Blockbuster,  an  owner 
franchiser  of  video-rental 
;.  Since  becoming  chairman 
)ril,  1987,  51-year-old  Hui- 
,  (high-ZENG-a)  has  built  the 
from  19  stores  to  an  indus- 
iding  1,079.  In  three  years, 
rate  revenues  have  jumped 
old,  to  an  estimated  $400 
in  for  1989.  The  company  has 
i  strongly  into  the  black,  too.  Ana- 
forecast  1989  income  at  $41.6  mil- 
/s.  a  loss  of  $3.2  million  in  1986. 
K.  PLUNGE.  Blockbuster's  strategy  is 
ive  big,  brightly  lit  stores  with 
)  or  so  tapes  in  each.  Breaking  with 
ion,  it  offers  three-day  rentals.  And 
ms  X-rated  movies,  billing  itself  as 
irica's  Family  Video  Store." 
:  the  chain's  image  isn't  quite  so 
iky-clean  among  some  in  the  invest- 
community.  The  stock  went  into  a 
all  last  April  after  a  Bear,  Stearns 
.  analyst  argued  in  a  report  that 
buster  uses  dubious  accounting 
jds — such  as  stretching  out  depre- 
n  costs  and  logging  revenues  from 
sales  to  franchisees  before  they 


opened — to  pump  up  earnings.  But  Hui- 
zenga has  stood  firm.  Declaring  the  nay- 
sayers'  analysis  "not  worth  the  powder 
to  blow  it  to  hell,"  he  says  the  analyst 
didn't  adequately  account  for  the  future 
revenue  stream  from  franchisees' 
monthly  fees  and  royalties.  In  later  re- 
ports, other  analysts  have  supported 
Blockbuster,  and  Huizenga  hasn't 
changed  accounting  methods. 


timidate.  "I  call  them  the  laser  beams," 
says  Richard  C.  Rochon,  who  manages 
Huizenga's  assorted  businesses.  "If 
you're  going  in  to  look  at  the  laser 
beams  and  don't  know  what  you're  talk- 
ing about,  he'll  get  you." 
SECOND  THOUGHTS.  It  has  been  a  long 
haul  to  wealth  and  power  for  Huizenga. 
Growing  up  in  Fort  Lauderdale,  Fla., 
where  his  father  was  a  building  contrac- 
tor, he  drove  a  tractor-trailer  in  his  teens 
and  later  ran  a  water-skiing  school.  Af- 
ter two  years  at  Calvin  College  in  Grand 
Rapids,  Mich.,  he  returned  home  in  1960 
to  join  a  family  friend's  garbage-hauling 
business.  Within  three  years  he  had 
bought  out  his  friend,  and  in  1971  he 
joined  forces  with  two  partners  to  form 
Chicago-based  Waste  Management. 
They  took  it  public  and  embarked  on  an 
aggressive  acquisition  program,  buying 
90  garbage  companies  in  the  first  year. 


A  man  of  indefatigable  energy,  Hui- 
zenga has  more  than  Blockbuster  to 
keep  him  busy.  Between  building  Waste 
Management  and  Blockbuster,  he  assem- 
bled an  empire  of  private  holdings  in- 
cluding land  worth  at  least  $30  million 
and  stakes  in  an  auto-parts  cleaner,  a 
corporate  jet  brokerage,  and  a  life  insur- 
ance company.  He  always  has  an  eye  out 
for  more.  Says  Blockbuster  Chief  Oper- 
ating Officer  Scott  A.  Beck:  "He's  some- 
what of  a  deal  junkie."  He  used  to  own  a 
custom-built,  91-foot  yacht,  but  a  few 
years  ago  he  replaced  it  with  a  model 
version  that  sits  in  the  lobby  of  Block- 
buster's headquarters.  Huizenga  says  he 
had  no  time  for  the  real  one. 

Although  not  imposing  in  stature, 
Huizenga  has  icy  blue  eyes  that  can  in- 


He  ran  into  some  trouble  along  the 
way.  In  1976,  the  Securities  &  Exchange 
Commission  alleged  that  Huizenga  and 
another  Waste  Management  executive 
disguised  certain  "unlawful"  payments 
to  outsiders  as  landfill  permit  costs.  Hui- 
zenga settled  the  charges  without  admit- 
ting or  denying  fault,  but  contends  the 
SEC  produced  no  clear  evidence  and  says 
he  regrets  signing  a  consent  decree. 

In  1984,  with  Waste  Management  rev- 
enues topping  $1  billion,  Huizenga  says 
he  grew  weary  of  commuting  from  Fort 
Lauderdale  to  Chicago  and  decided  to 
retire.  Retirement  lasted  "three  weeks 
and  12  minutes,"  recalls  Huizenga's 
wife,  Marti.  Restless  and  worth  at  least 
$21  million  from  his  shares  in  Waste 
Management,  Huizenga  began  investing 
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in  a  series  of  small  businesses,  using  h 
stock  as  collateral. 

But  owning  a  host  of  service  comp 
nies  still  wasn't  enough.  Although 
associated  the  video  industry  vague 
with  pornography,  he  recalls,  seeing 
Blockbuster  store  made  him  reconside 
and  the  stores'  cash  flow  persuaded  hi 
to  invest.  Along  with  John  J.  Melk, 
former  Waste  Management  associat 
and  Waste  Management  Chief  Financi 
Officer  Donald  F.  Flynn,  Huizenga  pa 
$18  million  for  357'^  of  the  video  chai 
He  became  chairman  when  its  found(  j 
left  to  start  another  firm.  In  short  orde  j; 
Blockbuster  acquired  its  largest  francl 
see,  in  Chicago,  and  10  video  chains. 
TEAMING  UP.  Today,  Blockbuster  boas 
a  number  of  big-name  franchisees.  Ma 
vin  P.  Bush,  President  Bush's  younge; 
son,  recently  opened  a  store  in  tl 
Washington  (D.  C.)  area  with  two  par 
ners.  "I  have  a  lot  of  confidence  :  t 
Wayne,"  Bush  says.  Also  a  franchisee  B 
Pueblo  International  Inc.,  which  plans  ■ 
open  100  video  stores  near  its  Xtra  ar| 
Pueblo  Supermarkets. 

Huizenga  wants  to  give  his  francW 


Huizenga's  wife,  Marti,  say 
his  retirement  from  Waste 
Management  lasted  'three 
weeks  and  12  minutes' 


1 


sees  every  reason  to  stick  with  hin 
Blockbuster  is  wooing  new  customei 
with  a  $25  million  ad  campaign  and 
doing  joint  promotions  with  the  likes  c 
Domino's  Pizza  and  McDonald's.  Late 
this  year,  it  will  also  introduce  Blocl 
buster  cartoon  characters  in  Saturday 
morning  commercials.  In  addition.  Hi 
zenga  says  Blockbuster  is  now  trying  t 
tailor  each  store's  tapes  to  the  interest 
of  local  viewers — something  competitor 
have  accused  him  of  ignoring. 

Huizenga  also  plans  to  take  his  a( 
overseas.  Already,  Blockbuster  has 
beachhead  in  Britain,  and  Huizenga  e: 
pects  to  move  into  Australia  this  yea 
before  a  push  into  Western  Europe.  A 
though  VCR  ownership  rates  are  lower  i 
Europe  than  in  the  U.  S.,  video  analys 
Tom  Adams  of  Paul  Kagan  Associate 
Inc.  says  the  potential  overseas  marke 
is  just  as  great  for  "a  quality  operatol 
with  a  good  store  concept  and  the  abilitl 
to  build  stores  quickly."  The  Blockbusf 
er  concept  seems  right,  and  HuizengI 
has  never  had  a  problem  moving  quick}? 
but  only  time  will  tell  how  good  an  opei' 
ator  he  really  is. 

By  Gail  DeGeorge  in  Fort  Lauderdai 
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If  your  company's  com- 
ter  solutions  aren't  up  to 
te,  chances  are  the  work 
I't  either.  After  all,  as  soft- 
ire  becomes  more  power- 

and  complex,  it's  difficult 
t  to  be  intimidated  by  it, 
alone  be  productive. 

The  solution  is  WIZ™  by 
dComp.  An  exciting  new 
inting,  drawing  and  trac- 
l  productivity  tool  that 
s  all  the  best  features  of 
nouse  and  the  power  of 


an  "intelligent"  graphics  pad. 

WIZ  gives  every  Mac  , 
and  PC  user  a  short-cut 
through  tedious  keystrokes 
and  menu-picking  steps.  So 
it's  easier  for  new  computer 
users  to  learn  both  the  sys-  i 
tem  and  the  software.  While 
all  your  experienced  users 
immediately  become  more 
productive,  more  powerftil 
and  creative. 

It  finally  unleashes  the 
ftill  potential  of  the  most  ^ 


popular  mouse-based  soft- 
ware. Of  Harvard  Graphics. 
Microsoft.  Lotus.  Aldus. 
Claris. 

And  WIZ  fits  right  in 
your  budget  for  an  introduc- 
tory price  under  $200. 

See  WIZ  at  your  local  dealer 
today  or  call  800-458-5888 
for  more  information. 

WIZbyCalComp. 
Everything  ; 
else  is  just  a  'S^*'^ 

W  I  z 


mouse* 


5^eliistoiic. 


Historic. 


CARLA  HILLS, 
TRADE  WARRIOR 

SHE  MUST  BATTLE  JAPAN  AND  EUROPE— AND  KEEP  U.S.  PROTECTIONISTS  AT  BAY 


THEU.S. 
WANTS 


ot  long  after  she  was  tapped  by 
President  Bush  to  serve  as  the 
top  U.  S.  trade  negotiator,  Carla 
A.  Hills  appeared  before  a  Senate  confir- 
mation committee  and  uttered  a  vow 
heard  round  the  world.  The  savvy,  56- 
year-old  Washington  attorney  pledged  to 
open  shuttered  foreign  markets  "with  a 
handshake  wherever  possi- 
ble," and  with  "a  crowbar 
where  necessary." 

Immediately,  Washington 
pranksters  headed  for  the 
hardware  stores.  They  start- 
ed sending  the  U.  S.  Trade 
Representative  crowbars, 
boxes  of  them,  in  all  shapes 
and  sizes.  Hills's  basement  is 
littered  with  them.  There's 
even  a  crowbar  from  George 
Bush — whose  White  House 
staffers  had  to  scramble  to 
find  one  made  in  the  U.  S.  A. 

In  the  past  year.  Hills  has 
lived  up  to  her  "velvet  crow- 
bar" image  by  aggressively 
championing  U.  S.  interests 
overseas.  When  the  Europe- 
an Community  moved  to  ban 
hormone-treated  beef  from 
the  U.  S.,  she  retiiliated  by 
imposing  sanctions  against  a 
broad  array  of  European  ag- 
ricultural goods.  And  she 
cited  the  EC  and  South  Korea 
for  their  closed  telecommuni- 
cations markets,  demanding 
that  they  begin  negotiations 
immediately  or  face  sanc- 
tions. She  also  helped  per- 
suade the  President  to  re- 
open a  controversial  deal 
with  Japan  for  joint  produc- 
tion of  the  FSX  fighter.  The 
result:  terms  more  favorable 
to  the  U.  S.  and  bruised  feel- 
ings in  Tokyo. 

Traditionally,  U.S.  Trade 
Representatives  have  been 
unctuous  supersalesmen  for 
American  business  or  veter- 
an politicians  adept  at  whee- 


dhng  concessions  from  Congress.  Hills, 
a  stiff-backed,  no-nonsense  lawyer  with 
a  relentless  bargaining  style,  is  a  sharp 
break  from  the  mold.  When  she  was 
first  named  to  the  post  a  year  ago,  some 
detractors  felt  that  her  extensive  Wash- 
ington experience — as  an  Assistant  At- 
torney General  in  the  Nixon  Administra- 


TRADE  ISSUES  FOR  1990 


EUROPE  '92 


The  12-nation  European  Community  will  be  writing  rules  and 
product  specifications  that  could  restrict  U.S.  goods  and  services 
in  the  unitied  European  market.  That's  already  happened  for  U.S. 
television  programming 

►  To  win  rules  that  let  American  banks  compete  in 
the  same  markets  as  local  institutions 

►  To  avoid  regulations  forcing  U.S.  companies  to  lo- 
cate plants  in  Europe  or  requiring  use  of  local  parts 
and  raw  materials 


The  current  Uruguay  Round  of  trade  talks  ends  in  December.  A 
breakdown  of  the  GATT  talks  could  lead  to  the  pr^  )liferation  of 
trading  blocs  and  a  reduction  of  world  trade 

►  Eliminadon  of  agricultural  subsidies 

►  Protection  of  services  and  intellectunl  property  in- 
cluded under  GATT  rules 


THEU.S. 
WANTS 


JAPAN 


THEU.S. 
WANTS 
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The  1988  trade  act  requires  the  U.S.  to  negotiate  the  opening  of 
more  Japanese  markets  this  year  or  to  take  retaliatorj  action, 
which  could  escalate  trade  problems 

►  Agreements  on  supercomputers,  satellites,  wood 
products,  telecommunications  equipment,  and  con- 
struction services 

►  Reforms  in  Japan's  land-use  policies,  merchandise 
distribution  system,  and  closed  government  procure 
ment  processes 


DEVEIOPING  NATIONS 


Poorer  nations  are  throwing  up  barriers  to  U.S.  goods  and  ser- 
vices in  order  to  protect  new  domestic  industries 

►  GATT  protections  against  unfair  barriers  to  U.S. 
ser\'ices  and  protection  from  Third  World  software 
and  entertainment  media  piracy 

►  Newly  industrializing  nations  such  as  South  Korea, 
Taiwan,  and  Thailand  to  relinquish  GATT  protection 
intended  for  poverty-stricken  countries 


THEU.S. 
WANTS 


tion  and  President  Ford's  Housing  & 
Urban  Development  Secretary — did  little 
to  prepare  her  for  the  trade  rep's  job. 
Hills's  bargaining  skills,  however,  often 
made  up  for  her  lack  of  knowledge 
about  trade  issues.  By  complaining  loud- 
ly about  Japanese  intransigence,  she 
bought  time  from  Congress  to  press  To- 
kyo for  market-opening  mea- 
sures. She  also  negotiated  a 
series  of  agreements  with 
steel-producing  nations  that 
will  gradually  phase  out  mar- 
ket-distorting subsidies. 
'A  QUICK  STUDY.'  As  a  result, 
many  one-time  critics  have 
changed  their  minds.  Senate 
Finance  Committee  Chair- 
man Lloyd  Bentsen  (D-Tex.), 
who  initially  termed  Hills  a 
"disappointing"  choice,  now 
concedes  that  she  "has 
proved  herself  to  be  a  quick 
study."  Most  foreign  officials 
who  have  dealt  with  Ambas- 
sador Hills  (the  ceremonial  ti- 
tle is  one  of  the  few  divi- 
dends of  the  grueling  USTR's 
job)  agree  with  French  Agri- 
culture Ministry  official  Jean 
Nestor,  who  terms  Hills's  ne- 
gotiating style  "extremely 
tough  and  calculating." 

Those  are  qualities  Hills 
will  need  in  abundance  to 
prevail  in  1990,  which  looms 
as  a  crucial  year  in  interna- 
tional trade  relations.  After 
years  of  jawboning  and  a  big 
dollar  devaluation,  the  U.  S. 
merchandise  trade  deficit  has 
stalled  at  an  unhealthy  $110 
billion.  Japan's  share  of  the 
surplus — roughly  half — has 
actually  been  growing,  even 
as  an  American  export  drive 
has  wiped  out  the  deficit  with 
Europe.  With  the  dollars 
earned  from  exports,  Japa- 
nese investors  are  flocking  to 
buy  American  assets,  stoking 
the  fires  of  xenophobia  and 
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increasing  the  risks  uf  an  election-year 
explosion  of  U.  S.  protectionism. 

To  complicate  matters,  Japanese  atti- 
tudes toward  the  U.  S.  are  hardening  be- 
hind nationalist  intellectuals,  such  as 
Shintaro  Ishihara,  who  urge  their  coun- 
trymen to  "say  no"  to  an  America  that, 
in  their  view,  blames  its  problems  on 
others.  And  in  Europe,  the  prospect  of 
economic  integration  threatens  to  pro- 
duce new  trade  barriers  that  will  shut 
out  U.  S.  goods. 

Hills  is  heading  for  critical  tests  in 


Says  a  Geneva-based  diplomat:  "Hills 
will  have  to  find  ways  of  scaling  down 
U.  S.  ambitions." 

But  Hills  is  under  a  different  kind  of 
pressure  from  American  multinationals. 
■'Incrementalism  will  not  suffice,"  warns 
American  Express  Chairman  James  D. 
Robinson  HI,  head  of  a  USTR  business 
advisory  panel.  "We  need  strong,  sub- 
stantive agreements  if  we  are  going  to 
make  GATT  relevant  to  today's  commer- 
cial realities." 

There's  no  question  that  a  lot  is  riding 


uiher  areas  as  well.  In  December,  a 
four-year,  96-nation  marathon  of  trade 
talks  known  as  the  Uruguay  Round  will 
conclude.  To  the  uninitiated,  "Uruguay 
Round"  sounds  like  a  folk  dance.  And  in 
a  way,  it  is.  The  U.  S.  wants  to  expand 
the  rules  of  the  General  Agreement  on 
Tariffs  &  Trade  (GATT)  to  regulate  the  SI 
trillion  of  world  trade  in  services,  agri- 
culture, investment,  patents,  and  copy- 
rights. Progress  is  stalled  largely  be- 
cause of  the  artful  footwork  of  Europe 
and  the  developing  countries.  If  the  U.  S. 
stumbles  in  these  negotiations,  an  al- 
ready worrisome  drift  toward  trading 
blocs  and  country-by-country  deals  to 
carve  up  markets  might  accelerate.  "We 
are  at  a  crossroads,"  Hills  warns.  "If  we 
don't  succeed  [in  liberalizing  trading 
rules],  nations  will  turn  inward,  and 
trade  will  contract.  It  will  be  a  tremen- 
dous mistake." 

SCALING  DOWN?  The  U.  S.  negotiating 
strategy  has  been  to  push  aggressively 
for  sweeping  changes  during  the  Uru- 
guay Round.  For  example,  the  U.  S. 
wants  to  end  all  major  agricultural  sub- 
sidies within  10  years — a  proposal  Euro- 
peans politicians  consider  suicidal.  They 
are  looking  to  Hills  to  be  more  more 
flexible  as  the  December  deadline  nears. 


}Nith  Quayie,  Mosbacher, 
and  Bush:  Mosbacher's 
political  clumsiness  makes  him 
an  ineffective  ally 


on  the  Uruguay  Round.  But  at  the  mo- 
ment, things  aren't  going  at  all  well  for 
the  U.  S.  The  outlook: 
■  Agriculture.  The  decade-long  battle  be- 
tween the  U.  S.  and  Europe  over  farm 
subsidies  is  coming  to  a  head.  Washing- 
ton wants  to  phase  out  the  supports,  but 
the  EC  won't  even  discuss  a  timetable. 
"If  we  succeed  in  agriculture,  we'll  like- 
ly succeed  as  a  whole,"  says  Agriculture 
Secretary-  Clayton  K.  Yeutter.  That's 
one  view.  Another  is  expressed  by  a  Eu- 
ropean diplomat,  who  warns  that  "by 
putting  everything  in  the  basket,"  the 
Americans  may  be  heading  for  a  spec- 
tacular failure. 

To  underscore  its  commitment  to  sub- 
sidy reduction,  the  Administration  will 
show  a  decline  in  future-year  payments 
to  U.  S.  farmers  in  the  budget  it  will 
send  to  Congress  on  Jan.  29.  But  EC 
delegates,  who  have  watched  this  game 
played  out  many  times,  know  that  many 


members  of  Congress  are  no  more  anx 
ious  than  European  parliamentarians  t< 
risk  losing  farm  votes. 

The  Agriculture  Dept.  believes  an  en^ 
to  farm  supports  would  make  U.  1 
goods  more  competitive  and  increasi 
American  exports  by  S20  billion  a  year " 
to  S70  billion.  But  the  U.  S.  will  probabl; 
have  to  settle  for  much  less,  perhaps  ; 
modest  reduction  in  payments  ovel 
many  years.  j 

■  Services.  One  of  America's  best  hope 
for  improving  its  balance  of  payments  i 
to  expand  the  export  of  U.  S.  services 
But  GATT's  prohibitions  of  unfair  prac 
tices  generally  don't  apply  to  trade  i: 
services,  and  that  makes  it  easy  fo 
countries  to  build  barriers  to  U.  S.  insui ' 
ance  companies,  banks,  brokerages,  an^ 
law  firms.  Hills  is  demanding  that  foi  ' 
eign  governments  treat  American  firm 
with  the  same  rules  that  apply  to  thei  - 
domestic  concerns. 

The  major  resistance  to  U.  S.  initiE  - 
tives  is  coming  from  Third  World  cour 
tries  that  want  to  nurture  their  own  se) 
vice  industries.  In  the  end,  limited  rule  - 
protecting  financial  services  are  probe  i^jo 
bly  the  best  Washington  can  hope  for.  'i  if 

■  Intellectual  property.  Hills  says  foreigS^l 
piracy  of  U.  S.  trademarks,  copvTighti  " 
and  patents  steals  $40  billion  a  year  i  - 
American  sales.  She  wants  G.A.TT  expanc  ^ 
ed  to  ensure  that  all  nations  honor  inte 
lectual  property  rights. 

Sounds  reasonable  enough,  but  oppos 
tion  is  strong  in  the  developing  coui 
tries.  Brazil,  for  example,  argues  that  it  - 
pharmaceutical  makers  would  be  out  c  i^n: 
business  if  they  had  to  pay  royalties  t  KWi 
American  patent-holders.  If  GATT  doesn  tafa 
act,  the  U.S.  is  threatening  to  use  th^" 
strengthened  provisions  of  its  omnibu  ^ 
trade  law  to  retaliate  against  copyrigl  i).  ^ 
pirates  in  Brazil,  Thailand,  Taiwan,  K<a'J 
rea,  China,  Mexico,  and  India.  'izi. 

U.S.  business  is  cheering  Hills  oilses 
"Hills  has  spoken  out  very  well,"  sajS5p 
Anthony  Harrigan.  president  of  the  U.  S  ^  T 
Business  &  Industrial  Council,  whicesi 
originally  opposed  her  nomination.  Bife'i 
some  critics  think  the  trade  negotiator  :  srs 
staking  too  much  on  the  windy  legaiisn- 
of  G.ATT  and  not  paying  enough  attentio  f 
to  the  emergence  of  giant  trading  bloc 
in  Europe  and  the  Pacific.  "GATT  is  m 
the  be-all  and  end-all,"  says  William  ''.i>,>xi 
Archey,  vice-president  of  the  U. 's:  ':.;. 
Chamber  of  Commerce.  "I  have  busines 
people  coming  to  me  and  saying  Xhi'z.ix. 
once  we  get  through  with  this  Urugua^EiT 
Round,  let's  get  on  with  the  really  ins^ 
portant  stuff,  like  an  agreement  wite^e 
the  EC." 

European    economic  integratioijt 
planned  for  1992,  also  has  been  taking 
growing  share  of  the  U.STR's  time.  As  tl 
deadline  nears,  bureaucrats  in  Brusse 
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COMPETITIVE,  IMPATIENT,  BRAINY— SHE  MAY  BE  A  NATURAL 


^  Mhen  Carla  A.  Hills  was  cho- 
mM  sen  for  the  job  of  U.  S. 

Trade  Representative,  some 
e  chalked  the  selection  up  to  Pres- 

Bush's  desire  to  get  women  into 
lubby,  old-school-tie  Cabinet.  But 

is  no  token.  Intense,  brainy,  and 
mentative,  she  has  juggled  ca- 

as  a  lawyer,  corporate  director, 
government  official.  From  her  all- 
less  demeanor  to  her  tai- 
l,  designer  suits.  Hills 
s  off  as  a  classic  Washing- 
verachiever,  a  government 
f  jack-of -all- trades, 
r  no-nonsense  style  fits  in 
at  the  USTR,  where  worka- 
i  thrive  amid  hard  bar- 
ng,  deadlines,  and  jet  lag. 
;  say  Hills  is  a  demanding 
ctionist.  She  can  be  thin- 
led.  And  she  quickly  loses 
nee  in  the  presence  of 
:  she  considers  fools.  But 
job  that  requires  negotiat- 
for  America's  interests, 

can  be  useful  attributes. 
Is  grew  up  in  Southern 
brnia,  the  daughter  of 
H.  Anderson,  a  wealthy 
ing-materials  merchant. 
1  she  was  16,  the  family 
d  to  Beverly  Hills,  buying 
ne  on  the  tony  street  that 
;he  backdrop  for  the  movie 
ic  Sunset  Boulevard. 
■R  COUPLE.  Hills  went  to 
'ord  University,  where  she 
,ined  the  tennis  team  and 
;d  the  top  amateurs  of  the 
She  also  met  a  law  stu- 

Roderick  M.  Hills,  whom 
tiarried  in  1958.  Today,  the 
3S  are  one  of  Washing- 
power  couples.  Rod,  58, 
White  House  counsel  and  Securi- 
si  Exchange  Commission  chairman 
r  President  Ford.  He  is  currently 
man  of  the  Manchester  Group,  an 
tment  banking  firm,  but  finds  his 

limited  by  possible  conflicts  of 
3st  with  his  wife's  job. 
lis  paid  for  her  first  year  at  Yale 
ichool  by  working  as  a  bank  teller 
bookkeeper — before  her  father 
5d  to  pick  up  the  bill.  When  she 
aated  in  1958,  she  couldn't  land  a 
ion  at  a  top-ranking  law  firm.  At 
3an  Francisco  law  office,  she  re- 
bers  being  told:  "Sorry,  there  are 
eparate  facilities'  for  women  law- 
Hills  eventually  went  to  work 
he  U.  S.  Attorney  in  Los  Angeles, 
ing  civil  cases. 


Hills  plays  down  the  hardships  of 
living  in  a  man's  world.  "I  never  really 
think  about  it,"  she  says.  "Somewhere 
in  your  presentation,  the  audience 
stops  thinking  of  you  as  a  5-foot,  6-inch 
woman  with  freckles  on  your  nose.  If 
people  think  you  are  immersed,  are  se- 
rious, have  done  your  homework,  then 
they  take  you  seriously." 

Hills  certainly  does  her  homework. 


Carla  and  Roderick  Hills,  with 
their  daughters  Lisa,  19, 
Megan,  23,  Laura,  28. 
Not  present  is  a  son.  Rick,  25 


Aides  say  she  devours  complex  brief- 
ing papers,  then  asks  for  more  facts  to 
commit  to  memory.  This  grasp  of  de- 
tail, combined  with  the  style  of  a  prose- 
cuting attorney,  has  served  her  well, 
say  her  negotiating  opponents. 

Others  complain  that  she  sometimes 
loses  the  big  picture  in  her  attention 
to  rules  and  minutiae.  Hills  is  "al- 
ways playing  the  lawyer,"  says  a  staff- 
er. "She's  forever  trying  to  impress 


the  jury  with  her  grasp  of  details." 

Politically,  Hills  is  a  moderate  Re- 
publican. She  spent  the  Reagan  years 
practicing  law  and  serving  as  chairman 
of  the  Urban  Institute,  a  Washington 
think  tank  that  produced  some  cutting 
critiques  of  Reaganite  domestic  policy. 
'NOT  A  MARCHER.'  Yet  Hills  is  no  social 
crusader.  She  stuck  to  law  and  raising 
a  family  during  the  years  of  feminist 
turmoil.  "I'm  not  a  marcher," 
she  says.  Hills  recalls  when,  in 
1969,  a  feminist  demonstration 
blocked  Manhattan  traffic, 
making  cabs  scarce.  "There 
I  was,  heading  to  a  meeting 
and  not  wanting  to  be  late, 
and  I  was  thinking,  'Do  you 
people  know  what  you  are  do- 
ing to  me?'  " 

The  Hillses  have  four  chil- 
dren, three  of  whom  are  pursu- 
ing law  careers.  She  prides  her- 
self on  never  having  missed  a 
school  play  or  birthday  party. 
"I  might  tell  the  judge  I  had  a 
conflicting  appointment,"  she 
says.  "Fortunately,  they  never 
think  to  ask  if  the  conflict  is  a 
birthday  party." 

Hills's  first  taste  of  Wash- 
ington politics  came  in  1973, 
when  then-Attorney  General 
Elliot  Richardson  hired  her  to 
be  an  assistant  attorney  gener- 
al. Within  hours,  Richardson 
and  his  top  aides  resigned  as 
part  of  the  Saturday  Night 
Massacre.  Hills  stayed  on.  She 
found  herself  working  with  the 
White  House  as  Nixon  became 
ensnared  in  legal  battles.  Fol- 
lowing Nixon's  resignation. 
President  Ford  chose  Hills — 
by  then  well-known  at  the 
White  House — to  head  Housing  &  Ur- 
ban Development.  Housing  advocates 
say  that  she  turned  in  an  able 
performance. 

After  Ford  lost  in  1976,  Hills  re- 
turned to  private  practice.  She  served 
on  the  boards  of  IBM,  Chevron,  AMR, 
and  several  other  corporations. 

Hills  is  intensely  competitive.  But 
even  though  she  excels  at  tennis,  the 
preferred  sport  of  the  preppy  Bush 
crew,  the  backyard  court  outside  her 
Northwest  Washington  home  is  for- 
lorn. Hills  has  a  bum  knee  from  a  ten- 
nis injury  in  1986,  and  she  has  never 
found  time  to  have  it  fixed.  Unless  she 
can  play  "the  competitive  tennis  I  real- 
ly like,"  she  vows  to  stay  off  the  court. 
By  Paul  Magniisson  in  Washington 
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are  drawing  up  regulations  covering  ev- 
erything from  the  size  of  a  Euro-light- 
bulb  to  harmonized  tax  policies. 

The  U.S.  officially  welcomes  1992. 
But  there's  a  growing  fear  in  business 
and  government  circles  that  the  EC's 
new  regulations  to  stiff-arm  Japanese 
auto  and  electronics  imports  will  hurt 
U.  S.  products  in  the  process. 
TUBE  WARS.  The  Administration  has  al- 
ready tangled  with  the  EC  over  new 
rules  intended  to  develop  European  tele- 
vision programming.  Last  year,  the  EC 
issued  a  preliminary  directive  designed 
to  encourage  local  programming  by  re- 
quiring that  half  of  all  TV  time  be  re- 
served for  European  productions.  Ameri- 
can TV  producers,  faced  with  the  loss  of 
lucrative  syndication  business  in  Europe, 
were  aghast. 

Hills  saw  the  move  as  an  early  step  in 
the  construction  of  "Fortress  Europe." 
The  European  move,  she  argued,  "was 
particularly  reprehensible  because  it  in- 
volved the  area  of  thought  and  free  ex- 
pression, which  Americans  hold  dear." 

Her  subsequent  assault  sowed  hard 
feelings  with  the  Eurocrats. 
"We  simply  don't  speak  the 
same  language,"  sniffs  Alain 
Le  Diberder,  a  French  Culture 
Ministry  official.  "She  talks 
about  goods,  we  talk  about  cul- 
ture. She  is  a  Stalinist  of  free 
trade." 

But  Hills  accomplished  much 
of  what  she  set  out  to  do.  The 
EC  softened  the  proposed  TV 
regulations  from  a  requirement 
to  a  recommendation.  And 
Washington  served  notice  that 
it  will  vigorously  oppose  future 
attempts  by  Europeans  to  use 
1992  as  an  excuse  to  restrict 
American  imports. 

But  while  Hills  is  fighting 


ktheU.S.-EC 

conference  in  Brussels:  One 
French  diplomat  calls  her 
'a  Stalinist  of  free  trade ' 


running  skirmishes  with  Europe,  she's 
bogged  down  in  trench  warfare  with  Ja- 
pan. At  the  insistence  of  Congress,  the 
Administration  is  battling  Tokyo  on 
goods  ranging  from  logs  to  satellites. 
Washington  is  demanding  that  the  Japa- 
nese government  buy  American  super- 
computers, construction  services,  and 
communications  satellites,  that  Japanese 
companies  buy  finished  wood  products 
rather  than  raw  logs,  and  that  Tokyo's 
bureaucrats  make  good  on  a  promise  to 
give  U.  S.  companies  greater  access  to 
their  cellular  telephone  market. 

The  most  ambitious  U.  S.  effort,  how- 
ever, is  the  so-called  structural  impedi- 
ments initiative  (SID,  a  Bush  Administra- 
tion plan  to  break  down  deeply 
embedded  Japanese  practices  that  keep 
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U.  S.  imports  out.  Targets  include  Ja 
pan's  complex  distribution  system,  tb 
keiretsu  interlocking  groups  of  commei 
cial  consumers  and  suppliers,  and  gov 
ernment  land-use  and  tax  policies  tha 
discourage  consumption. 
TALKATHONS.  So  far,  the  Japanese,  wb 
only  reluctantly  agreed  to  the  SII  talks 
have  offered  few  meaningful  concej 
sions.  Instead,  Tokyo  has  returned  th 
fire  by  bringing  up  U.  S.  problems  tha  *™ 
reduce  American  competitiveness  and  ir  f^*' 
crease  imports:  the  budget  deficit,  th 
low  savings  rate,  and  a  deficient  educj 
tional  system.  Although  some  cynics  se 
the  SII  process  as  just  the  latest  in  a  lonj  f  ^1 
series  of  Japanese  talkathons.  Hills  n 
mains  hopeful.  "After  all,  we  are  askini 
them  to  do  what's  best  for  them,  foK"' 
their  consumers,"  she  says. 

These  sentiments,  which  Hills  deliverf'f'^ 
with  a  Cheshire  cat  smile,  go  over  i 
Japan  about  as  well  as  a  piece  of  wee! 
old  sushi.  Japanese  trade  officials  ar 
pleased  by  Hills's  attention,  which  ha 
included  two  visits  to  Tokyo,  but  the 
are  perplexed  by  her.  "When  she  come 
to  Japan,  she's  moderate,"  r< 
fleets  Masahisa  Naitoh,  a  to 
official  at  the  Ministry  of  Intei 
national  Trade  &  Industrj 
"But  when  she  returns  t 
Washington,  she  strongly  a 
tacks  Japan.  That's  not  a  goo 
style." 

Even  if  Hills  had  the  Admii 

istration's  trade  portfolio  all  t 
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Mth  her  Japanese 
counterpart,  Hiroshi 
Mitsuzuka:  Tokyo  isn't 
mid  about  her  style 
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f,  she  would  be 
y  a  tough  chal- 

But  in  reality, 
•ade  rep's  task  is 
icated  by  interne- 
)olitical  struggles, 
riust  share  policy- 
g  with  Commerce 
tary  Robert  A. 
icher,  Agriculture 
;ary  Yeutter — her 
lessor  as  USTR — 
reasury  Secretary 
las  F.  Brady.  Tra- 
ally,  USTR  and 
lerce  take  the 
hawkish  trade  po- 

But  Mosbacher, 
sh  business  side- 
with  no  prior 
ington  experience, 
arned  out  to  be  a 
link.  Though  Mos- 
r  and  Hills  agree 
e  need  for  firmer 

against  chronic 

offenders,  the 
I's  political  clumsi- 
las  denied  Hills  an 
ive  ally  in  the  Ad- 
tration's  internal 
s.  "When  you  look 
lo's  important  in 
Cabinet,  who's  a 
r,  it's  not  Mos- 
r,"  says  one  steel 
:ry  lobbyist, 
eed,  Mosbacher 
squandered  pre- 
political  capital — 
hurt  his  credibil- 
ly  losing  a  nasty 

over  industrial 
.  The  Commerce 
tary  wanted  the  government  to 
high-definition-television  research, 
2  suffered  a  stinging  rebuke  at  the 
>  of  Administration  free-marke- 
who  oppose  any  kind  of  subsidies, 
since,  contemptuous  White  House 
have  dismissed  Mosbacher  as  the 
ting  captive  of  domestic  industries 
irch  of  a  government  handout. 
E  SOFTIES.  Hills  must  also  put  up 
kibitzing  from  a  powerful  group  of 
nistration  trade  doves  who  often 
to  weaken  U.  S.  trade  sanctions, 
softies  include  Budget  Director 
rd  G.  Darman,  Council  of  Econom- 
visers  Chairman  Michael  J.  Boskin, 
'reasury's  Brady — when  he  chooses 
igh  in. 

ologically  driven  doves  such  as 
n  say  the  U.  S.  is  better  off  keep- 
s  markets  open,  even  if  Japan  and 
countries  erect  trade  barriers, 
U.  S.  consumers  benefit  from  ac- 
:o  cheap  foreign  goods.  He  has  ar- 
vehemently  against  use  of  the  new 
■  301  provisions  in  the  1988  Trade 


in  private  practice 
in  1968  (top)  and  1979: 
She  also  served  under 
Nixon  and  as  Ford 's 
HUD  Secretary 


Act,  which  target  coun- 
tries deemed  to  be 
guilty  of  unfair  trade 
practices.  Hills  sees  the 
provisions  as  a  conve- 
nient way  to  pry  conces- 
sions from  trading  part- 
ners on  behalf  of  U.  S. 
exporters. 

Other  doves  cite  geo- 
political concerns  for 
their  resistance  to 
Hills's  "rap-em-on-the- 
knuckles"  approach. 
Some  senior  State  Dept. 
officials,  for  instance, 
consider  the  U.  S. -Japan 
relationship  too  fragile 
to  withstand  a  major 
hardening  of  American 
trade  policy.  What  Hills 
doesn't  understand, 
says  an  Administration 
insider,  "is  that  a  whole 
generation  of  young 
Japanese  may  be  turned 
away  from  the  U.  S.  by 
harsh  sanctions." 

Hills  must  also  con- 
tend with  a  new  part  of 
the  Washington  power 
equation:  the  emer- 
gence of  Jim  Baker,  su- 
perczar.  Secretary  of 
State  James  A.  Baker 
HI  has  proposed  a  "new 
architecture"  for  Eu- 
rope in  which  the  U.  S. 
would  be  granted  for- 
mal participation  in  the 
EC.  Baker,  a  former 
Treasury  Secretary,  has 
a  grand  view  of  the 
linkage  between  politi- 
cal and  economic  reform  in  the  New  Eu- 
rope— and  of  his  role  in  overseeing  the 
process.  The  Secretary  of  State's  foray 
into  the  international  economic  arena  is 
a  challenge  for  Hills,  particularly  be- 
cause of  Baker's  aversion  to  sharing 
power  with  those  outside  a  tight  inner 
circle — and  his  special  relationship 
with  Bush. 

While  the  U.  S.  Trade  Representative 
is  officially  a  Cabinet  post,  it  hasn't  been 
much  of  a  power  center — until  recently. 
In  contrast  to  such  behemoths  as  State 
and  Treasury,  Hills's  160-person  staff  is 
ensconced  in  a  modest  Civil  War-era 
building  across  the  street  from  the 
White  House.  Her  office  does  not  com- 
mand such  standard  Cabinet  perks  as  a 
private  washroom,  an  executive  dining 
room,  and  a  gaggle  of  aides  to  attend  to 
her  every  need  on  her  frequent  travels. 
She  flies  commercially  and  often  carries 
her  own  luggage  through  the  airport. 
Yet  Hills  sits  in  on  important  Economic 
Policy  Council  meetings  and  has  per- 
suaded  President  Bush   to   take  her 


side  in  all  major  trade  battles  so  far. 

Throughout  all  of  her  frenetic  globe- 
trotting. Hills  wears  the  worried  expres- 
sion of  an  official  who  must  constantly 
look  over  her  shoulder.  The  reason  for 
her  nervousness:  Congress.  As  the  1990 
elections  near,  protectionist  trade  hawks 
are  intensifying  their  demands  that  Hills 
reverse  the  trade  imbalance.  Senate 
trade  subcommittee  Chairman  Max  S. 
Baucus  (D-Mont.)  has  served  notice  that 
he  will  roast  the  Administration — and 
possibly  beef  up  the  trade  bill's  sanc- 
tions— unless  the  Bush  crew  shows  sig- 
nificant progress  by  March  in  the  SII 
talks  with  Japan. 

LEGAL  FOOTNOTES.  Even  some  of  Hills's 
fans  wonder  if  she  has  the  vision  to 
move  beyond  fighting  brushfires  to  de- 
velop a  comprehensive  American  trade 
strategy  for  the  1990s.  Her  lawyerly, 
procedural  approach  to  trade  disputes 
comes  in  for  particular  criticism. 
Mercantilist  countries  such  as  Japan 
shape  their  entire  political  and  economic 
systems  to  promote  exports,  asserts 
Robert  Angel,  a  University  of  South 
Carolina  trade  expert.  Thus,  he  says,  ef- 
forts to  treat  trade  problems  as  isolated 
breaches  of  a  genteel  code  of  rules 
won't  work  with  them.  "We  are  taking 
too  legalistic  an  approach  to  trade,"  Sen- 
ator Baucus  pointedly  told  Hills  in  a 
trade  hearing.  "The  point  is  results. 
You  are  an  excellent  lawyer — but  Japan 
rose  to  prominence  on  people  other  than 
lawyers." 

Hills,  of  course,  has  dodged  such  darts 
before — and  emerged  victorious.  But 
there  are  more  fundamental  obstacles 
standing  between  the  trade  rep  and 
making  the  U.  S.  more  competitive  in  the 
global  trade  wars:  the  stubborn  U.  S. 
budget  deficit  and  dismal  savings  rate. 
As  long  as  President  Bush  and  Congress 
are  content  to  sidestep  painful  measures 
and  leave  the  real  budget  deficit  hang- 
ing in  the  $150  billion  range,  Hills  will  be 
dealing  with  the  symptoms  rather  than 
the  root  causes  of  America's  malady. 

"For  philosophical  reasons,  [the  Ad- 
ministration and  Congress]  decided  to 
place  the  emphasis  on  export  promotion 
and  opening  of  markets,"  says  USTR 
Counselor  Geza  Feketekuty.  "You  can't 
do  anything  about  the  trade  deficit,"  he 
adds,  "without  a  macroeconomic  correc- 
tion," such  as  balancing  the  budget. 

That,  of  course,  is  far  outside  Hills's 
portfolio.  For  the  moment,  she  is  fight- 
ing her  trade  skirmishes  one  by  one, 
using  her  political  wiles,  her  courtroom 
skills — and  her  celebrated  crowbars. 
Hills's  tactics  may  have  bruised  egos 
from  Brussels  to  Yokohama.  But  if 
George  Bush  is  offended  by  the  strong- 
arm  tactics,  he  isn't  letting  on. 

By  Paul  Magnusson  in  Washington  and 
Brussels,  U'ith  Blanca  Riemer  in  Paris  and 
bureau  reports 
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DRESSER  IS  RUSHING  BACK 
WHERE  IT  FEARED  TO  TREAD 
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When  oil  went  bust,  the  company  bailed  out.  Now  it's  eager  to  retrace  its  steps 


Ti 


I  here  was  a  time  when 
Dresser  Industries  Inc. 
couldn't  get  out  of  the 
oil  patch  fast  enough.  After 
the  energj'  bust  began  in 
1982,  the  Dallas  company 
spun  off  five  of  its  seven  oil- 
services  divisions  into  joint 
ventures  and  cut  its  work 
force  in  half,  to  28,000.  To 
diversify.  Dresser  pushed 
into  such  fields  as  refinery 
construction  and  energy  pro- 
cessing equipment.  Oil-field 
equipment,  which  accounted 
for  47'^  of  revenues  si.x 
years  ago.  fell  to  13%  in 
1989. 

Now,  rising  oil  and  gas 
prices  are  luring  Dresser 
back  to  the  oil  patch.  In  mid- 
November  it  agreed  to  pay 
$460  million  and  assume 
$160  million  in  debt  to  buy 
Smith  International  Inc.,  the 
nation's  No.  2  drill-bit  mak- 
er. But  the  Justice  Dept. 
scuttled  the  deal,  and  Dress- 
er Chief  Executive  John  J. 
Murphy  is  struggling  to  put 
it  back  together.  Meanwhile,  his  compa- 
ny, with  rebounding  profits,  $420  million 
in  cash,  and  virtually  no  debt,  is  hunting 
for  more  oil-field  acquisitions. 
RIGHT  MOVE.  Continued  profit  growth 
may  depend  on  Murphy's  salvaging  the 
Smith  deal.  His  flight  from  the  oil  patch 
was  the  right  move  at  the  time:  It  proba- 
bly saved  the  company.  But  now  it's 
holding  Dresser  back.  With  oil  analysts 
predicting  a  207'  rise  in  drill- 
ing expenditures  in  1990, 
Murphy  needs  Smith — and 
other  oil-field  businesses — to 
share  in  the  rebound.  Other- 
wise, warns  PaineWebber 
Inc.  analyst  James  L.  Car- 
roll, Dresser  will  find  itself 
outperformed  by  rivals  such 
as  Halliburton  Co.  and  Bak- 
er Hughes  Inc.,  which  in- 
creased their  share  of  the 
oil-services  market  during 
the  bust  by  snapping  up 
companies  at  bargain  prices. 
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Resurrecting  the  Smith  deal  could  be 
difficult.  Federal  officials  may  believe 
the  Smith-Dresser  combination  would 
give  Dresser  and  Baker  Hughes  a  stran- 
glehold on  the  drill-bit  market.  They 
note  that  Baker  Hughes  already  has  42' ^ 
of  the  market,  and  the  deal  would  have 
raised  Dresser's  share  to  40'^'f  from  11' < . 
Murphy  says  he  is  negotiating  with 
Smith  to  find  a  wav  around  government 
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DRESSER'S 
CHANGING 
BUSINESS  MIX 


TOTAL  REVENUES* 

1985=54.1  BILLION 
1989=54.0  BILLION 


OIL-FIELD 
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INDUSTRIAL 
PRODUaS 


i  iincerns,  perhaps  by  bujinj  is* 
i  inly  part  of  the  company  ^ 
Says  Smith  Chief  Executive  Sicr' 
Doug  L.  Rock:  "We  stilpis 
liope  to  close  a  deal." 

Murphy  wants  Smith' 
technology.  Smith  provide:  {iv 
liigh-tech   drilling  product  W 
for  the  booming  horizontal  6oi 
drilling  market — one  of  thi  si 
!riost  important  new  techno! 
igies  to  hit  the  oil  patch  ii 
decades  (box).  In  contrast  t' 
traditional  vertical  wellslistrii 
horizontal  drilling  enable: 
companies  to  tap  parallel  oi 
iieposits,  boosting  productiv 
ity  and  profits  dramaticalhfileT  ( 
1  iresser  can't  afford  to  mis:  i.  'H 
iiut  on  this  technologj'.  Somi 
industry  analysts  say  hori  5  k 
zontal  drilling  could  grow  a,  i.  JIi 
much  as  lOO'^f  a  year  an(  ng. 
i  'ecome  a  $1  billion  markep  to 
iv  the  mid-1990s.  Dresser 
nmpetitors    are  alreadimr 
-taking  their  claims. 
GRAB  BAG.  If  anyone  shoulfoa 
lie  familiar  with  Dresser' 
problems,  it's  the  cigar  sdiiig 
chomping  Murphy.  Now  58,  he  is  the  soi  giitii 
of  an  Irish  immigrant  who  was  a  moldefkii 
in  the  foundry  of  Dresser's  compresso 
factory  in  Glean,  N.  Y.  Murphy  worke 
there  during  summers  and  took  a  job  a  it 
an  engineer  at  the  facility  after  graduat  iograi 
ing  with  a  degree  in  mechanical  eng  ijutrj 
neering   from   Rochester   Institute  o 
Technology  in  1952. 

When  Murphy  became  chief  executivfey  i 
in  1983,  Dresser  was  a  gral 
bag  of  companies.  He  raisei  at' 
a  $1  billion  acquisition  chesiCHc 
by  divesting  14  operating  d: 
visions — among  them  a  lif 
insurer,  a  hand-tool  manu 
facturer,  and  a  fire  hydran  ^-ptC' 
maker.  At  the  same  timevi. 
Murphy  offset  the  weaknes  e 
in  oil  exploration  and  prcjitv 
duction  by  focusing  on  th 
stronger  refining  and  mai  t 
keting  end  of  the  energ; 
business  by  providing  equip 
ment  and  services  to  cor 
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or  upgrade  petrochemical  plants. 

spared  Dresser  the  crushing  de- 
juffered  by  industry  rivals  after 
es  collapsed.  Unlike  Halliburton, 
revenue  plunged  to  $3.4  billion  in 
cm  $8.5  billion  in  1981,  Dresser's 
es  dropped  only  337",  to  a  low  of 
llion  in  1987.  Murphy's  predilec- 
r  joint  ventures  also  helped  cush- 
!  company's  balance  sheet.  Spin- 
'f  four  money-losing  or  marginal 
ng  units  into  joint  ventures  al- 
Murphy  to  keep  their  losses  from 
into  stockholders'  equity.  Net  in- 
ebounded  to  $170  million  last  year 

$196  million  loss  in  1985. 
VL.  Joint  ventures  also  helped 
r  turn  languishing  operating  divi- 
iround.  In  1986,  its  compressor 
icturing  plants  were  operating  at 
capacity  and  just  breaking  even. 
'/  formed  a  venture  with  Inger- 
nd,  closed  four  plants,  and  took 
of  $50  million  in  1987.  Thanks  to 
orders  brought  in  by  Ingersoll, 
,nts  operated  at  807o  of  capacity 
ar  and  had  operating  income  of 
lion  on  revenues  of  $858  million, 
ructuring  didn't  stop  Murphy 
pending.  In  1988,  Dresser  bought 
Kellogg  Co.,  a  refinery  engineer- 
id  construction  company,  from 

Group  Inc.  for  $114  million  in 
'That  was  the  steal  of  the  de- 
says  Matthew  Simmons  of  Sim- 
&  Co.,  an  oil-patch  investment 
Murphy  benefited  from  uncanny 

A  petrochemical-plant  building 
boosted  Kellogg's  revenues  207^ 
ar,  to  $1.2  billion,  and  operating 

rose  111%,  to  $38  million.  The 
ly's  backlog  jumped  40%,  to  $2 

The  plant-building  boom  also 
some  earlier  Dresser  acquisitions, 
ig  various  equipment  makers  it 

in  1985  and  1986  for  $300  million. 

drilling  on  the  rise.  Murphy  ad- 
;  would  love  to  buy  out  Dresser's 
^nture  partners  in  the  oil  patch, 
onth.  Dresser  bought  back  Swaco 
raph  Co.,  a  $30  million  provider  of 
-ruments  to  drillers.  Dresser  has  a 
ion  seismic  exploration  venture 
itton  Industries  Inc.,  and  some  in- 

analysts  suspect  Litton  would 

sell.  Murphy  disagrees,  joking: 

>  such  a  good  business,  I'm  sure 
would  rather  buy  us  out." 

jhy's  acquisition  hunting  is  relent- 
e  spent  most  of  his  recent  vaca- 
the  Bahamas  plotting  his  next 
Drobably  for  a  European  oil-field 
s  company.  "I  didn't  get  much 

>  play  cards,"  says  Murphy,  a  gin- 
'  enthusiast.  He's  not  disappoint- 
ough:  Winning  at  gin  hardly 
!s  the  challenge  of  landing  Smith 
sitioning  Dresser  to  grab  a  bigger 
if  oil's  rebound. 

By  Kevin  Kelly  in  Dallas 


THE  NEWFANGLED  DRILL 
THAT  KNOWS  ALL  THE  ANGLES 


If  Dresser  Industries  Inc.  is  thwart- 
ed in  its  bid  for  Smith  International 
Inc.,  it  will  lose  a  chance  to  gain  a 
foothold  in  the  hottest  new  technology 
to  come  out  of  the  oil  patch  in  years. 
It's  called  horizontal  drilling,  and  it  has 
caught  the  fancy  of  major  oil  and  oil- 
service  companies  alike.  In  early  De- 
cember, Dresser  competitor  Baker 
Hughes  Inc.  agreed  to  pay  $550  mil- 
lion, or  an  estimated  24  times  earnings, 
for  Eastman  Christensen  Co.,  Norton 
Co.'s  horizontal-drilling  service  unit. 

Horizontal  drilling  is  hot  because  it 
can  dramatically  boost  a  field's  oil  pro- 
duction— and  profits.  As  in  convention- 
al methods,  the  well  is  drilled  straight 


thanks  to  a  hydraulic  motor  driven  by 
drilling  fluids.  New  electronic  monitors 
provide  precise  data  on  the  bit's  loca- 
tion. None  of  this  is  cheap.  But  while  a 
horizontal  well  can  cost  double  the 
price  of  a  conventional  well,  it  can  also 
produce  up  to  four  times  as  much  oil. 

The  method  is  often  used  to  make 
geologically  difficult  fields  much  more 
productive.  The  field  may  have  tight, 
relatively  nonporous  formations,  which 
are  hard  to  drain.  Oryx  Energy  Co.  had 
been  struggling  with  conventional  drill- 
ing methods  in  the  Austin  Chalk  field 
in  central  Texas  for  45  years.  When  it 
began  horizontal  drilling  last  year,  it 
hit  some  gushers  that  pumped  out 


down,  often  for  sevei-al  thousand  feet. 
Then  the  drill  pipe  slowly  curves  85 
degrees  to  90  degrees,  which  lets  a 
driller  tap  more  of  the  pay  zone.  A 
horizontal  well  can  also  penetrate  more 
of  the  oil-filled  vertical  fractures  in  a 
rock  formation. 

AROUND  THE  CORNER.  Drillers  have 
been  slanting  their  wells  for  years  to 
reach  distant  oil  formations.  In  the  late 
1970s,  Elf  Aquitaine  Inc.  drilled  the 
first  90-degree  well,  but  the  technology 
was  years  away  from  commercial  use. 
The  biggest  problem:  Drillers  couldn't 
rotate  the  entire  drill  pipe  to  drive  the 
bit,  as  in  vertical  wells,  because  friction 
along  the  curve  would  destroy  the 
pipe.  And  measurement  devices 
weren't  sophisticated  enough  to  keep 
the  drill  bit  from  wandering  off 
course. 

But  by  the  late  1980s,  drillers  had 
figured  out  how  to  keep  the  drill  pipe 
stationary:  Only  the  drill  bit  turns, 


more  than  3,000  barrels  a  day,  or  up  to 

10  times  the  output  of  a  conventional 
well  in  the  Chalk.  Oryx  says  it  has  now 
reduced  its  cost  to  $1  million  per  hori- 
zontal well,  compared  with  $600,000  for 
a  conventional  well.  It  plans  to  drill  85 
horizontal  wells  on  its  150,000-acre 
Austin  Chalk  land  this  year.  "Success 
with  this  should  reverse  our  declining 

011  production,"  says  Oryx  President 
James  E.  McCormick. 

Horizontal  drilling  isn't  a  panacea 
for  drilling  problems.  Costs  must  come 
down.  And  some  critics  worry  that 
these  wells  might  not  have  convention- 
al wells'  staying  power.  But  that's  not 
scaring  off  big  names  such  as  Arco, 
Unocal,  and  British  Petroleum.  As 
manv  as  350  horizontal  wells  were 
drilled  in  1989,  up  from  100  in  1987, 
estimates  Eastman  Christensen.  In  the 
oil  patch,  a  90-degree  bend  seems  to  be 
the  shape  of  things  to  come. 

By  Mark  Ivey  in  Houston 
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RESTRUCTURING! 


INTERCO:  ANOTHER  DAY  OLDER 
AND  $1.4  BILLION  IN  DEBT 


Its  junk-based  restructuring  has  left  a  mess  for  new  CEO  Loynd 


LOYND:  GONE  IS  THE  COMPANY  JET— AND  A  THIRD  OF  THE  HEADQUARTERS  STAFF 


IS  there  life  after  debt  for  Interco? 
Since  tiie  consumer-products  compa- 
ny's daring  $2.6  billion  recapitaliza- 
tion in  1988,  things  have  gone  dreadfully 
wrong.  The  deal  saved  Interco  Inc.  from 
a  hostile  raid  but  left  it  leveraged  to  the 
eyeballs.  When  the  junk-bond  market 
nosedived  during  the  summer  of  1988,  so 
did  Interco's  risky  issues.  Worse,  a  flur- 
ry of  asset  sales  didn't  fetch  the  fancy 
prices  expected.  Now,  a  wobbly  Interco 
seems  to  be  headed  for  another  debt 
restructuring. 

Cleaning  up  this  sad  mess  has  fallen 
to  Richard  B.  Loynd.  In  August,  Harvey 
Saligman  resigned  as  chief  executive, 
citing  the  need  for  new  leadership.  The 
board  installed  Loynd,  who  was  running 
the  company's  Converse  Inc.  sneaker  di- 
vision. (Saligman  will  retain  the  title  of 
chairman  until  May.) 
JITTERS.  Loynd  will  have  to  come  up 
with  some  fancy  footwork.  For  starters, 
he  faces  a  pack  of  angry  bondholders 
and  some  jittery  lenders  whom  Loynd  is 
depending  on  for  further  support.  Then, 
there's  the  task  of  keeping  the  green- 
backs flying  at  Interco's  four  remaining 
core  businesses:  Converse,  the  Flor- 
sheim  shoe  chain,  and  furniture  retailers 
Lane  and  Broyhill.  Once  a  proud,  $3.3 
billion  consumer-products  powerhouse 
with  brand  names  such  as  London  Fog 
raincoats,  Ethan  Allen  furniture,  and 


Christian  Dior  sportswear,  Interco  is 
about  half  of  its  former  size.  On  Jan.  8, 
the  company  reported  a  $28.5  million 
loss  for  the  third  quarter,  which  ended 
on  Nov.  30,  compared  with  a  $10.5  mil- 
lion profit  a  year  earlier.  Interco  has  a 
negative  net  worth  of  $918  million. 

If  anyone  can  salvage  the  situation, 
it's  probably  Loynd.  He  knows  how  to 
juggle  debt,  having  engi- 
neered a  $100  million 
management-led  buyout 
of  Converse  from  Allied 
Corp.  in  1982.  The  lanky, 
vigorous  Loynd,  61,  is 
storming  through  In- 
terco with  the  same  fury 
that  won  him  Ail-Ameri- 
can honors  as  a  Cornell 
University  tackle;  he 
likes  to  grill  managers 
for  hours  on  end.  And 
the  freedom  that  Inter- 
co's operating  units  have 
traditionally  enjoyed  is  a  thing  of  the 
past.  "We  can't  afford  to  be  off  on  a  lot 
of  adventures  right  now,"  he  says. 

There  are  plenty  of  things  Interco 
can't  afford.  Loynd  has  the  place  on  a 
strict  budget.  Gone  is  the  company  jet. 
Gone,  too,  is  about  a  third  of  the  head- 
quarters staff.  Projects  have  been 
shelved,  and  Loynd  is  subleasing  half  of 
Interco's  corporate  suite  to  a  law  firm. 


INTERCO'S  SLIDE 


AVERAGE  PRICE  PERS100OF 
FACE  VALUE  OF  13.75%  BONDS 
MATURING  IN  2000 


JAN 
▲  DOLURS 


DAI4:  DELAWARE  BAY  CO 


So  far,  he's  shaved  $75  million  in  cost  | 
Has  he  saved  enough?  In  May,  Inten  i 
may  fall  as  much  as  $70  million  short  > 
a  final  $200  million  payment  on  a  liu,<. 
bridge  loan  from  the  recap.  One  reas( 
for  the  shortfall:  Interco's  crown  jewt 
Ethan  Allen,  fetched  only  $380  millio 
even  though  the  furniture  retailer  \v; 
expected  to  command  $500  million.  W'hi  ^ 
Interco's  banks  could  call  in  all  tl, 
loans,  Loynd  says  that's  unlikely. 

Interco  should  generate  $250  millio. 
or  so  in  cash  flow  in  fiscal  1989,  whi(| 
would  cover  its  $203  million  in  interei: 
expenses.  In  fiscal  1990,  the  amount  wt 
ease  up  a  bit,  to  $140  million.  Still,  Loyrt 
faces  more  than  $500  million  in  paj 
ments  on  other  debt  by  1993,  includi 
the  $200  million  bridge-loan  payment  d 
in  1990.  Says  one  bondholder:  "It's  a  re 
time  bomb." 
BAD  ADVICE?  Not  surprisingly.  Inter 
has  hired  J.  P.  Morgan  &  Co.  to  ca 
around  for  restructuring  options.  Lo; 
may  be  forced  to  placate  bondholde 
with  a  piece  of  equity  in  a  newly  restru 
tured  Interco  in  exchange  for  new  del 
issues  with  a  lower  face  value. 

Satisfying  bondholders  won't  be  eas 
however.  Back  in  1988,  they  watched  I 
terco's  board,  on  the  advice  of  Wass 
stein,  Perella  &  Co.,  snub  a  $74-a-shai 
cash  offer  from  Washington-based  i 
vestors  Steven  and  Mitchell  Rales.  \\ 
stead,  the  board  opted  for  a  $2.6  billic! 
special  dividend  for  shareholders,  valut 
at  $76  a  share.  Today,  the  package 
worth  little  more  than  half  as  muc 
Wasserstein,  which  declined  commer 
collected  more  than  $5  million  in  fees 
Debt  isn't  Loynd's  only  worry.  Stylir 
and  marketing  problems  at  Conver: 
have  tripped  up  the  shoe  company.  I 
share  of  the  trendy,  $ 
billion  athletic  footwe: 
market  has  slippt 
steadily  since  1987,  fro 
7.6'A  to  5%.  Converse  e 
joys  powerful  positioi 
in  the  canvas  and  ba 
ketball  segments,  but 
has  failed  to  cash  in  ( 
the  explosive  growth 
athletic  shoes  overa 
now  dominated  by  Nil 
and  Reebok.  This  mont 
Converse  will  spend  $ 
million  to  trumpet  a  ne 
line  of  shoes  and  leisurewear  endors( 
by  Ervin  "Magic"  Johnson  of  Los  Ang 
les  Lakers  fame. 

While  money  is  tight,  Loynd  says  he 
got  the  backing  of  Interco's  key  lender 
Even  so,  there's  not  much  room  for 
misstep.  In  fact,  Interco's  future  mi 
well  turn  on  just  how  nimble-foot< 
Loynd  can  be  in  the  months  ahead 

By  Brian  Breryuier  in  St.  Louis,  M 
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EVEN 
ON  BUSINESS, 

YOU CAN 
EXPERIENCE 
BEAUTIFUL 
SETTINGS. 

CLUB 


n  the  comfort  of  your  seat  in  Club®  Class,  you'll  enjoy  an  unobstructed  view  of  stylish  glassware,  BRITISH  AIRWAYS 
ant  cutlery  and  Royal  Doulton"  china.  And  suddenly,  business  travel  takes  on  a  whole  new  perspective. 


The  world's  favourite  airline.' 


FOR  SIX  MONTHS,  LONG  ISLAND'S  WOOD  FAMILY  HAS  BEEN  WAITING  FOR  A  BUYER:  'I  GUESS  THE  MARKET'S  JUST  NOT  THERE,'  SIGHS  CORENE  WOOl 


THE  REAL  ESTATE  SLUMP: 
NO  END  IN  SIGHT 


liper; 


As  the  market  unravels,  there  could  be  enormous  shifts  of  capital  throughout  the  economy 


Corene  and  Ron  Wood  want  to  trade 
up  from  the  four-bedroom  ranch 
home  they  bought  in  the  New 
York  suburbs  in  1967.  But  they're  stuck. 
Their  home  in  Central  Islip  on  Long  Is- 
land has  been  on  the  market  for  six 
months  with  no  takers.  They've  shaved 
$5,000  off  their  $1G4,000  asking  price, 
only  to  meet  with  shrugs  from  the  trick- 
le of  buyers  who  have  appeared.  "I 
guess  the  market's  just  not  there,"  sighs 
Corene  Wood. 

And  it's  not  coming  back  any  time 
soon.  The  real  estate  market  that 
swelled  the  U.  S.  median  home  price  by 
more  than  3007'  ,  to  $95,000,  during  the 
inflationary  times  of  the  past  two  de- 
cades is  as  shriveled  as  a  week-old  bal- 
loon. In  both  residential  and  commercial 
areas,  long-held  notions  about  winners 
and  losers  are  being  recast.  Many  banks, 
insurance  companies,  and  real  estate  de- 
velopers are  among  the  losers.  But  win- 
ners include  renters,  first-time  home 
buyers,  and  corporate  tenants. 


With  home  equity  accounting  for  al- 
most half  of  household  net  worth,  the 
changing  real  estate  market  will  create 
enormous  ripples  throughout  the  econo- 
my. People  who  feel  poorer  because  the 
market  for  their  condo  is  in  the  dumps 
may  spend  less,  increase  savings,  and 
channel  more  money  into  the  stock  and 
bond  markets.  Similarly,  big  institutions 
that  have  rushed  headlong  into  real  es- 
tate now  are  being  more  selective  and 
are  turning  to  other  investments. 
DIRE  PICTURE.  What  once  had  been  the 
premier  investment  of  the  post-war  peri- 
od is  starting  to  lose  its  glow  for  many 
people.  Arthur  Fink  went  into  business 
after  his  retirement.  He  and  his  wife, 
Edith,  had  planned  to  sell  their  four- 
bedroom  home  in  Las  Vegas  and  buy  a 
smaller  house.  They  had  hoped  to  have 
enough  money  left  over  to  supplement 
his  income.  After  seven  months  without 
a  sale,  however,  they  had  to  hire  an 
auctioneer  to  sell  their  house  last  year. 
They  got  $190,000,  far  from  the  original 


asking  price  of  $269,000.  Denver's  Rob 
ert  E.  Chamberlin,  37,  tells  a  similar  sto  ^ 
ry.  The  house  painter  bought  a  fixer  k, 
upper  in  1979  for  $27,000  and  hoped  U  'y, 
turn  a  quick  profit.  After  $40,000  wortl 
of  repairs  and  a  few  years  renting  ou 
the  house,  there  are  no  buyers.  He  anc 
his  family  have  moved  in  to  cut  theii 
losses.  Says  Chamberlin:  "I  don't  thinl 
buying  a  house  is  any  sort  of  invest 
ment.  The  boom  days  are  over." 

Many  economists  and  real  estate  pro 
fessionals  agree.  Susan  Wachter,  econo 
mist  at  the  Wharton  School's  Real  Es 
tate  Center,  says  that  residential  rea 
estate  will,  at  best,  keep  pace  with  tht 
4%  to  5%  annual  inflation  rate  expectec 
over  the  next  five  years.  That  mean 
even  prosaic  Treasury  bills  are  likely  t( 
be  a  better  hedge  against  inflation  thar 
a  home,  tax  breaks  and  all.  The  pictun 
for  commercial  property  is  even  mon  jj'^ 
dire.  The  economic  expansion  of  the  pas 
decade  fueled  a  building  spree  that  ha: 
saddled  almost  every  area  of  the  countrj 
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in  office  glut  that  even  optimists 
ill  take  years  to  absorb.  Total  re- 
— rent  income  plus  price  gains — 
slid  to  7%,  roughly  half  of  what 
vere  in  the  early  1980s. 

nation's  banks,  which  enthusiasti- 
financed  the  commercial  property 
ire  among  the  early  casualties.  As 

scorned  Third  World  borrowers, 
jrporations  increasingly  looked  to 
Street  for  short-term  borrowings, 
rs  saw  real  estate  lending  as  one 

few  lucrative  fields  left. 
lOMBS.  They  went  after  new  busi- 
it  a  fever  pitch.  Real  estate  loans 
nding  stood  at  a  staggering  $731 

at  the  end  of  September,  almost 
;  the  $434  billion  total  at  the  end  of 

according  to  the  Office  of  the 
^roller  of  the  Currency.  As  the  vol- 
)f  lending  has  ballooned,  so  have 
oblems.  Nonperforming  real  estate 
totaled  $33.5  billion  at  the  close  of 
;  third  quarter,  compared  with 
billion  at  the  end  of  1985. 
•se,  "a  lot  of  banks  may  not  know 
ad  off  they  are,"  says  Lowell  Bry- 

consultant  with  McKinsey  &  Co. 

a  number  of  big  banks  have  dra- 
dly  increased  reserves  against  bad 
istate  loans,  there  could  be  time 
;  in  their  portfolios.  That's  because 
I  the  three-year  construction  phase 
iroject,  and  sometimes  beyond,  de- 
'Ts  pay  the  banks  interest  out  of 

borrowed.  Only  when  the  money 
)ut  and  buildings  stand  vacant  do 
ms  become  apparent, 
ill  investors  could  get  hurt  by  the 
3s  in  commercial  real  estate,  too. 

1970s,  insurance  companies  began 
ng  guaranteed  investment  con- 
,  or  GlCs,  which  are  essentially  me- 
:erm  bonds  that  have  had  yields  as 
IS  two  points  above  Treasury  debt. 
3vide  such  yields,  the  insurers  gob- 
ip  mortgages  on  commercial  prop- 
Between  1982  and  1988,  they  boost- 
sir  holdings  of  such  loans  by  65%, 
>0  billion.  During  the  same  period, 
alue  of  GlCs  out- 
ing more  than  tri- 

to  $150  billion, 
i  away  in  compa- 

401k  retirement 


?  rush  to  offer 
yielding  GlCs  al- 
has  gotten  some 
ers  in  trouble, 
notably  Travelers 
ance  Co.  Travelers 
^  billion  of  nonper- 
ing  loans  on  its 
,  or  about  17%.  of 
tal  mortgage  port- 
according  to 
an  D.  Ghose,  an 
St  with  Shearson 
lan  Hutton  Inc. 


Arthur  AND 

EDITH  FINK 
AUCTIONED 
THEIR  LAS 
VEGAS  HOUSE 
OFF  AT  A 
DISCOUNT— 
$79,000  LESS 
THAN  THEIR 
ORIGINAL 
ASKING  PRICE 


Generally,  the  insurance  companies  are 
in  better  shape  than  the  banks  to  ride 
out  the  real  estate  problems  because 
they  have  been  more  conservative  lend- 
ers. But  policyholders  may  feel  the 
pinch.  Even  though  the  insurance  com- 
pany is  obliged  to  keep  principal  and 
interest  flowing  to  GIC  investors  as  mort- 
gages go  bad,  GIC  yields  are  expected  to 
fall  in  the  future,  as  insurers  find  real 
estate  investing  less  lucrative. 
'EVERYBODY  FREEZES.'  Corporations  are 
benefiting  from  the  nationwide  growth 
in  vacant  office  space,  which  is  running 
as  high  as  21%  of  space  in  Kansas  City 
and  26%  in  Phoenix.  Like  many  land- 
lords, John  W.  Galbraith  &  Associates,  a 
commercial  real  estate  developer  in  Co- 
lumbus, Ohio,  is  offering  sweeteners  to 
potential  tenants.  Galbraith  gave  IBM  an 
equity  stake  in  an  Indianapolis  office 
building  as  part  of  a  package  that  per- 
suaded Big  Blue  to  move  in.  To  induce 
other  tenants  to  locate  in  the  same  Bank 
One  Center,  Galbraith  picked  up  the 
leases  at  their  old  addresses  and  offered 
customized  office  space  at  no  cost. 
"We're  below  projections  as  far  as  the 


BIG  GAINS  ON  REAL  ESTATE  ARE  OVER 


RETURNS  ARE  DOWN 
ON  COMMERCIAL  PROJECTS... 


...AND  HOME  PRICES 
ARE  RISING  MORE  SLOWLY 
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INCREASE  IN  MEDIAN  PRICE 
OF  EXISTING  SINGLE-FAMILY  HOMES 
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A  PERCENT       'ANNUAL  RATE  THROUGH  SER.  30  A  PERCENT 

DATA:  NATIONAL  ASSOCIATION  OF  REALTORS,  FRANK  RUSSELL  CO. 


value  of  our  leases,"  says  Larry  Lance, 
a  vice-president  at  Galbraith.  "Every- 
body is.  If  anybody  tells  you  differently, 
they're  crazy  or  lying." 

Still,  new  construction  continues,  albe- 
it at  a  much  slower  pace.  For  one  thing, 
foreign  investors  are  still  pouring  money 
into  "trophy"  buildings.  Hajime  Tsuboi, 
chairman  of  Mitsui  Real  Estate  Develop- 
ment Co.,  recently  predicted  that  Japa- 
nese holdings  of  U.  S.  property  will 
reach  $100  billion  by  1992.  That's  double 
the  current  Japanese  investment. 

Although  not  as  hard  hit  as  commer- 
cial real  estate,  the  residential  market  is 
faltering  across  the  nation.  In  the  Bos- 
ton area,  for  example,  median  family  in- 
comes rose  by  50%,  to  $41,209,  during 
the  1980s.  But  the  gain  fell  far  behind 
housing  costs,  which  soared  140%,  to  an 
average  of  $183,300,  according  to  the 
National  Association  of  Realtors.  Now, 
people  are  unwilling  to  accept  the  notion 
that  housing  prices  can  decline,  says 
Massachusetts  Institute  of  Technology 
economist  David  Birch,  so  "everybody 
just  freezes"  and  refuses  to  cut  prices  to 
attract  buyers.  This  creates  a  dangerous 
excess  supply.  There 
are  almost  14,000 
houses  for  sale  in  the 
Boston  area,  vs.  9,000 
two  years  ago.  As  the 
pressure  to  sell  mounts. 
Birch  worries  about 
what  he  calls  a  "flood 
effect — eventually  peo- 
ple have  to  move,  and 
everybody  is  just  des- 
perate to  get  out."  The 
result:  an  unpleasant 
jolt  downward  in  hous- 
ing prices. 

The  sizzle  has  even 
cooled  in  California. 
Larry  J.  Kimbell,  head 
of  the  Business  Fore- 
casting Project  at  the 
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University  of  California 
at  Los  Angeles,  doubts 
that  home  prices  in  Or- 
ange and  Los  Angeles 
Counties  will  even 
match  inflation  in  1990. 
Even  the  once-solid  Mid- 
west market  is  soften- 
ing. Although  home 
prices  never  hit  the 
stratosphere  and  the 
economy  is  chugging 
along  nicely,  the  resi- 
dential market  is  hurt- 
ing. "A  lot  of  people  in 
our  business  have  been 
singing  the  blues,"  says 
Gregory  M.  Kosin,  pres- 
ident of  Greater  Illinois 
Title  Co.  And  in  the  St. 
Louis  suburb  of  St. 
Charles,  the  nation's 
fastest-growing  community  during  1988, 
home  construction  is  at  a  standstill. 
INVESTMENT  SHIFT.  The  new  fundamen- 
tals in  the  residential  market  will  likely 
persist  for  the  near  future.  The  pool  of 
home  buyers  is  shrinking,  and  the  off- 
spring of  baby  boomers  will  be  no 
match,  numerically  at  least,  for  their 
parents.  The  Census  Bureau  says  the 


PROBLEM  lOANS  ARE  UP 
AT  BANKS  COAST-TO-COAST 


Nonperforming  real  estate  assets 


Headquarters 

Millions  of 
dollars 

Percent  rise  first 
9  months  of  1989 

As  percent  of 
real  estate  loans 

FIRST  INTERSTATE  BANCORP  Los  Angeles 

$1,637 

25% 

17% 

CITICORP  New  York 

1,627 

90 

3 

SECURITY  PACIFIC  Los  Angeles 

1,214 

29 

7 

BANK  OF  BOSTON  Boston 

1,110 

76 

13 

CHASE  MANHATTAN  New  York 

757 

35 

4 

WELLS  FARGO  Son  Francisco 

728 

31 

5 

BANK  OF  NEW  ENGLAND  Boston 

643 

161 

6 

NCNB  Charlotte,  N.C. 

178 

118 

2 

BARNETT  BANKS  Jacksonville,  Flo. 

269 

29 

3 

SUNTRUST  BANKS  Atlanta 

265 

217 

3 

*Asof  Sept.  30,  1989 

DATA 

OPPENHEIMER  8,  CO. 

number  of  new  households  formed  may 
dip  to  1.1  million  by  1995,  compared  with 
1.7  million  in  1980." 

The  puncturing  of  the  real  estate  bub- 
ble could  be  a  long-term  benefit  for  the 
U.  S.  economy.  While  big  institutions  are 
still  interested  in  owning  property  and 
holding  commercial  mortgages,  they  are 
becoming  more  choosey,  especially  as 
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yields  on  high-grad 
buildings  fall.  David  ( 
Shulman,  director 
real  estate  research 
Salomon  Brothers  Inc 
says  money  that  use 
to  go  into  real  estat 
will  flow  into  other  a 
sets.  At  Cigna 
ance    Corp.,  ""we'v 
made  the  decision" 
invest  more  in  corpi 
rate  debt  and  othAist 
bonds  instead  of  real  epiot 
tate,   says  Philip 
Ward,  senior  vice-pres 
dent  at  the  Philadelph: 
insurer.  "I  think  that 
an  industry  trend 

Arthur  C.  PattersoAls 
partner  at  Accel  Par 
ners,  a  San  Francisc 
venture-capital  group,  says  the  trend 
good:  "If  people  made  more  money  ou 
side  real  estate,  they  would  be  induce 
to  put  their  money  into  more  productiA  leva 
assets."  Patterson  says  it's  still  too  ear  ite, 
to  see  flows  into  venture  capital,  bi  i 
others  say  the  shift  in  thinking  by  inst 
tutions  is  under  way. 

Individuals,  too,  are  thinking  twice  blffiis 
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THREE  DREAM  DEVEIOPMENTS ...  IN  THE  TWILIGHT  ZONE 
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In  the  1980s,  the  scramble  to  get  into 
real  estate  turned  into  a  gold  rush. 
And  it  wasn't  just  Mom  and  Pop 
betting  their  last  dollar  on  that  dream 
house  in  the  suburbs.  Savings  and 
loans,  banks,  foreign  investors,  and 
even  municipalities  found  themselves 
sucked  into  the  speculative  frenzy  of 
commercial  real  estate  projects.  Grandi- 


ose visions  and  borrowed  money  went 
into  one  development  scheme  after  an- 
other. 

Ah,  if  you  could  see  them  now.  To- 
day's glut  of  commercial  developments, 
chastened  lenders,  and  a  slowing  na- 
tional economy  has  turned  some  pro- 
jects into  monuments  to  the  decade's 
excesses. 

Take  Port  Liberte. 
Endowed  with  stunning 
views  of  both  the  Stat- 
ue of  Liberty  and  the 
Manhattan  skyline,  this 
$1.2  billion  development 
is  built  to  resemble  a 
village  on  the  French 
Riviera.  But  it's  a  little 
hard  to  tell.  Construc- 
tion stopped  in  1989 
with  only  363  condomin- 
iums completed,  a  far 
cry  from  the  planned 
2,000  condos  and  town- 
houses,  hotel,  and  two 
miles  of  canals. 

Port  Liberte  would 
never  have  been  built 
without  the  help  of  an 
eager  local  thrift.  The 
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PORT  LIBERTE:  OF  2,000  PLANNED  CONDOS,  ONLY  363  WERE  BUILT 


idea  came  from  European  deve 
with  sterling  experience  buildir 
sorts  in  Europe,  but  none  in  tht  fat; 
That  also  went  for  their  America 
resentative,  Paul  W.  Bucha,  a  f 
H.  Ross  Perot  aide  who  pitchf  ai's 
Port  Liberte  Partners'  plan  to  Cit 
eral  Savings  Bank.  The  thrift  arr 
$50  million  in  loans.  The  develope 
up  a  skimpy  $2.5  million  in  equit 
STRANDED.  Problems  set  in  fast, 
there  were  large  cost  overuns.  Th 
market  crash  of  1987  set  back  tb 
Street  yuppies  for  whom  the  { 
was  designed.  And  finally,  just  a 
Liberte  arranged  a  refinancing 
age.  City  Federal  became  the  w 
federal  regulators,  who  renamed 
Savings. 

Now  regulators  are  considering 
closing  on  the  project.  Bucha  is  n  icei? 
couraged,  pointing  to  189  units  so  oi)0( 
deposits  on  110  more. 

In  Atlanta,  another  high-profil 
ect  became  a  casualty  of  the  colla 
one  man's  debt-laden  empire.  In 
George  Herscu,  an  Australian  de 
er-turned-real-estate-magnate,  too 
trol  of  Sydney-based  Hooker 
Herscu  borrowed  heavily  to  sn 
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slowing  their  savings  into  real  es- 
Tucker  Hart  Adams,  chief  econo- 
)f  Central  Banks  of  Colorado,  says 
ees  young  people  who  say:  "  'I'm 
oing  to  spend  that  amount  of  mon- 
a  house.  I'll  spend  $400  or  $500  on 
artment  and  have  money  left  for  a 
car  or  to  go  skiing.'  "  Adds  Adams: 
^'re  not  spending  less  money,  but 
•e  spending  it  in  different  places." 
IG  UP  SLACK.  The  flip  side  applies  to 
stuck  in  houses  whose  values  are 
iger  rising.  During  the  boom  times, 
awners  had  "a  good  rationalization 
st  savings,"  says  Michael  Aron- 
of  Comstock  Partners  Inc.,  a  New 
money-management  firm.  Without 
:rutch,  many  see  homeowners  salt- 
way  more,  boosting  the  nation's 
avings  rate.  Capital  coming  out  of 
estate  also  will  be  diverted  into 
5  and  bonds  says  Leonard  Sahling, 
onomist  at  Merrill  Lynch  &  Co. 
?rall,  the  softer  residential  market 
'  1990s  won't  extinguish  the  dream 
meownership  and  could  enhance  it 
laking  housing  more  affordable, 
vast  majority  of  homeowners  want 
,  privacy,  and  security — they  don't 
of  their  home  as  an  investment," 
Kenneth  T.  Rosen,  chairman  of  the 
T  for  Real  Estate  &  Urban  Eco- 
■s  at  the  University  of  California 


After  $40,000 

WORTH  OF 
HOME 
REPAIRS, 
DENVER'S 
CHAMBERLIN 
FAMILY 
COULD  FIND 
NO  BUYERS 


at  Berkeley's  Haas  School  of  Business. 

Moderating  prices  should  open  doors 
for  some  2.6  million  of  those  who  thus 
far  have  been  priced  out  of  the  housing 
market,  according  to  David  W.  Berson, 
chief  economist  for  the  Federal  National 
Mortgage  Assn.  Soft  housing  markets 
could  help  ease  the  housing  crisis  for 
poor  Americans,  too,  if  Connecticut's  re- 
cent moves  catch  on.  Faced  with  a  glut- 
ted market,  Connecticut  Housing  Com- 
missioner John  Papandrea  on  Dec.  27 
announced  plans  to  make  cheap  condo- 
miniums available  for  at  least  500  fam- 
ilies. The  housing  agency  plans  to  act  as 


a  broker,  linking  developers  and  non- 
profit housing  groups.  'The  state  has 
been  "flooded"  with  calls  from  desperate 
developers  looking  to  sell,  and  from  anx- 
ious individuals  looking  to  get  in. 

Indeed,  desperation  and  anxiety  are 
becoming  synonymous  with  real  estate 
in  the  U.  S.  But  for  a  market  that  has 
done  nothing  but  go  up  for  so  long,  si- 
phoning off  needed  capital  along  with  it, 
the  pain  could  do  more  good  than  harm. 
By  John  Meehan  and  David  Zigas,  with 
Larry  Light  in  Neiv  York,  Laura  Jereski  in 
Boston,  David  Greising  in  Chicago,  and 
bureau  reports 


ilers,  including  B.  Altman  & 
stores  were  to  anchor  the  $1 
:ail  mall  and  office  complex 
;eway  Center. 

iO  million  borrowed  from  Can- 
k  of  Nova  Scotia,  Herscu  as- 
i  19-acre  site  about  one  mile 
nta's  downtown  core  and  then 
blocks   of  homes  and 


s  debt  became  too  much 
1  mid-1989,  when  most  of 
U.  S.  properties  were 
.0  Chapter  11  procedings. 
the  mall  never  even  be- 
y  one  20-story  building 
be  the  U.  S.  headquarters 
[•  was  completed.  Now,  it 
ipty,  amid  empty  land  and 

■'s  new  management 
;ell  the  land  for  more  than 
lillion  it  cost.  But  finding 
"or  the  building  will  be 
»me  21%  of  Atlanta's  of- 
!  is  vacant. 

MOWHERE.  In  Arizona,  the 
;e  frenzy  was  so  intense 
)unty  was  willing  to  bet 
iw  city  of  300,000  homes 
built  in  the  desert.  Phoe- 
opers  persuaded  them  to 
182  million  in  tax-exempt 
bonds  for  a  highway  con- 
hoenix  with  an  area  called 


Sun  Valley.  One  prospective  Sun  Valley 
landowner.  Heron  International  of 
Great  Britain,  guaranteed  the  bonds'  in- 
terest and  principal  by  spreading  the 
obligation  among  all  the  landowners. 

The  six-lane,  30-mile  highway  was 
built.  Elaborate  landscaping  and  special 
fences  kept  deer  and  coyotes  out  of 


A  PORTFOLIO  OF 
REAL  ESTATE  BLUNDERS 

GATEWAY  CENTER  Atlanta 

Hooker  spent  $50  million  on  downtown  mall  site. 
After  clearing  land  and  completing  one  tower, 
Hooker  hit  financial  trouble.  Tower  is  empty 

PORT  LIBERTE  Jersey  City 

This  $1.2  billion  project  near  New  York  City  ran  out 
of  tinancmg.  Construction  stopped  last  September, 
when  only  half  of  363  condos  built  were  sold 

PORTSIDE  Toledo 

This  $18.5  million  James  Rouse  retail  mall  was  com- 
pleted in  1984.  Still  only  60%  leased 

COLLEGE  LIFE  PYRAMIDS  Indianapolis 

Investors  bought  this  three-building  office  complex 
for  $22  million  in  1984,  yet  it  is  only  half  occupied. 
Went  into  receiversliip  last  year 

RETAMO  POLO  FIELDS  Selma.  Tex. 

A  $20  million  bank  loan  financed  this  sports  and  resi- 
dential complex,  including  a  stadium  and  eight  polo 
fields.  Bank  regulators  took  control  in  1986,  but 
have  yet  to  find  a  buyer 


harm's  way.  The  land  skyrocketed  from 
$2,800  an  acre  in  1985,  to  as  much  as 
$12,000  in  1988. 

But  the  bottom  dropped  out  of  the 
market  before  a  single  home  was  built. 
On  weekends,  the  highway  now  at- 
tracts more  bicyclists  and  roller  skaters 
than  it  does  automobiles.  Approximate- 
ly 25?;  of  the  owners  simply  aban- 
doned their  land  rather  than  make 
their  required  interest  payments  on 
the  highway  bonds.  With  obliga- 
tions split  among  fewer  landown- 
ers, payments  have  soared  to  $360 
an  acre  per  year,  up  from  $140.  In 
addition,  the  county  is  stuck  having 
to  maintain  its  highway  to  no- 
where. 

For  some  people,  Sun  Valley  has 
been  a  rude  awakening.  "This  is 
the  worst  real  estate  market  we 
have  seen  since  the  Great  Depres- 
sion," says  William  R.  Bliss,  presi- 
dent of  SDI  Inc.,  a  Scottsdale  com- 
pany that  owns  1,300  acres.  Around 
the  country,  the  costs  of  such  dis- 
tressed projects  will  be  borne  by 
more  than  just  investors.  The  tax- 
payers of  the  federal  government, 
which  is  bailing  out  City  Federal 
and  other  lenders,  will  be  forced  to 
pick  up  some  of  the  tab  as  well. 

By  Leah  J.  Nathans  in  New  York, 
Chuck  Hawkins  in  Atlanta,  and  Eric 
Schine  in  Los  Angeles 
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NEW  YORK 


A  CLASSIC 


PENINSULA  HOTEL 


IN  NEW  YORK. 


WHERE  ELSE 


FIFTH  AVENUE. 


A  truly  great  hotel 
in  the  city's  greatest  location 
Fifth  Avenue  and  55th  Street 

Tlic  Peninsula.  New  York 

Tel:  (212)  247  2200 
ToUfce:  (800)  262  9467 

IhlFjexbnfhIolds  oflhtWorld 

The  Leading  Hotels  of  The  World 
ToUfree-.  (800)  223  6800 

Preferred  Hotels  Worldwide 
.   ToUfree:  (800)323  7500 


Stcigenberger  Reser\'ation  Service 
Tollfke:  (800)  223  5652 
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OPTION  EXCHANGES  DON'T 
WANT  THIS  OPTION 


m 


Hi 


The  SEC  will  let  the  same  contracts  trade  on  different  exchanges 


jfiei 


As  things  stand  now,  trading  an 
option  means  taking  a  not-so-ran- 
dom walk  down  Wall  Street,  La 
Salle  Street  in  Chicago,  or  similar  thor- 
oughfares in  Philadelphia  or  San  Fran- 
cisco. For  the  most  part,  each  stock  op- 
tion is  listed  on  only  one  exchange, 
which  ensures  that  investors  get  a  uni- 
form price  and  that  capital  is  not  dis- 
persed thinly  among  competing  markets. 
But  the  SEC  is  about  to  upset  the  apple 
cart  on  Jan.  22,  and  it  seems  that  nobody 
is  happy — except  the  SEC. 

The  commission  believes  allowing  the 
same  option  to  trade  on  more  than  one 
exchange  will  introduce  competition  into 
the  marketplace  and  ultimately  lower 
costs  for  investors.  Total  savings  would 
come  to  $150  million  a  year,  the  SEC 
argues,  by  tightening  the  spread  be- 
tween bid  and  ask  prices.  In  addition, 
the  SEC  says  competition  would  encour- 
age exchanges  to  keep  trading  fees  low 
and  enhance  the  international  competi- 
tiveness of  U.  S.  markets. 

But  the  SEC's  impending  move  has 
elicited  howls  of  protest  from  the  five 
options  exchanges,  and  especially  from 
the  Chicago  Board  Options  Exchange — 
which  stands  to  see  its  No.  1  position  in 
the  market  eroded.  The  exchanges  as- 
sert that  without  a  centralized  system  to 
route  orders  between  them,  multiple  list- 
ing will  create  havoc  and  even  raise 
costs  to  investors. 

ISOLATED.  The  SEC  acknowledged  the 
hue  and  cry  on  Jan.  9  by  allowing  ex- 
changes to  delay  until  June  30  the  sched- 
uled Jan.  22  startup  of  an  experiment 
allowing  each  exchange  to  list  up  to  10 
options  already  traded  elsewhere.  But, 
just  as  originally  planned,  newly  intro- 
duced options  will  no  longer  be  allocated 
to  individual  exchanges.  And  stringent 
minimum  standards  for  new  listings  are 
expected  to  be  liberalized  soon,  freeing 
about  300  new  issues  for  exchange  trad- 
ing. 

The  SEC  has  become  increasingly  iso- 
lated in  its  support  for  multiple  listing, 
with  brokerages  and  Congress  joining 
the  opposition.  Another  volley  came  re- 
cently from  the  General  Accounting  Of- 
fice, the  investigative  arm  of  Congress. 
The  GAO  contends  that  the  SEC  did  not  do 
a  "formal,  quantitative,"  cost-benefit 


analysis  on  multiple  listing  nor  adel^'' 
quately  supported  the  conclusion  tha  N 
multiple  listing  would  save  investor  i& 
$150  million  a  year.  In  addition,  the  GA(  >i2 
said,  the  SEC  did  not  "prove  that  multipL  iff™ 
listing  results  in  savings  to  the  publi 
investor,  particularly  after  trading  of  ai 
options  class  becomes  concentrated  on  ;  j  l 
single  exchange." 

in), 


CHICAGO  RULES 
THE  OPTIONS  ROOST 


CHICAGO  BOARD  OPTIONS  EXCHANGE 


AMERICAN  STOCK  EXCHANGE 


i 

PACIFIC  STOCK  EXCHANGE 


PHIUDELPHIA  STOCK  EXCHANGE 


NEW  YORK  STOCK  EXCHANGE 

D  I 


1989 
EQUITY  OPTION 
VOLUME 


40 


0  20 
►  MILLIONS  OF  CONTRAOS 

DAW:  IXCHANGE  REPORTS 
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The  SEC's  handling  of  the  multiple-lis1 
ing  contretemps  has  also  raised  the  ir 
of  the  commission's  chief  watchdog  o 
Capitol  Hill,  Representative  John  D.  Dir 
gell  (D-Mich.),  head  of  the  House  Ene) 
gy  &  Commerce  Committee.  Seizing  o 
the  GAO  inquiry,  Dingell  may  authorize 
subcommittee  probe  into  the  SEC's  har 
dling  of  the  issue,  saying  that  the  con: 
mission's  plan  didn't  include  "appropr  jujj 
ate  customer  protection  measures." 

In  a  sense,  multiple  listing  of  option 
has  already  arrived.  Since  June,  198f 
options  on  over-the-counter  stocks  hav 
been  listed  on  more  than  one  exchange 
But  those  thinly  traded  options  largel 
end  up  being  traded  on  just  one  e> 
change.  Market  participants  say  tha 
multiple  listing  of  existing  options 
which  are  linked  to  the  most  populaftts. 
large-cap  stocks,  would  create  chaos  an 
undermine  established  markets.  They  ai 
gue  that  big  brokerage  firms  mig? 
route  their  institutional  trades  to  thei  k 
own  firm's  specialists  in  a  secondary  e^ 
change,  cutting  margin  and  executio 
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rhe  primary  exchange  would  suf- 
ick  of  liquidity,  causing  specialists 

0  increase  the  spread  between  bid 

1  prices,  boosting  costs  for  small- 
estors.  With  liquidity  dispersed 

the  exchanges,  critics  argue, 
olatility  would  increase. 
PS.  Many  of  the  industry's  con- 
vould  be  abated  by  a  system  that 
he  exchanges  and  automatically 
orders  to  the  best  price.  The  .SKC 
.  9  asked  the  exchanges  to  work 
jr  to  develop  such  a  hookup.  The 
ork,  Philadelphia,  and  Pacific  ex- 
s,  which  are  the  smallest  options 
ges  and  thus  stand  to  gain  the 
Vom  multiple  listing,  have  pro- 
i  computerized  system  that  would 
5m  $3.3  million  to  $6.5  million  and 
)Out  a  year  to  build.  But  that  sys- 
Duld  rely  on  routing  orders  man- 
rhe  CBOE  and  American  Stock  Ex- 
,  by  far  the  dominant  exchanges 

claim  it  will  cost  far  more  and 
ir  longer  to  develop  a  system  to 
'ith  the  complex  information  de- 
of  options  trading. 
SEC  may  have  delayed  multiple 

but  it  clearly  won't  wait  much 

In  a  letter  to  the  exchanges  on 
SEC  Chairman  Richard  C.  Breeden 
that  he  has  no  patience  for  delay- 
tics.  He  vows  that  "if  one  or  more 
exchanges  indicate  an  intention  to 
le,  delay,  or  frustrate  develop- 
if  a  linkage  system,  the  commis- 
ill  then  consider  appropriate  ac- 
He  doesn't  specify  what  that 
be. 

cally,  the  SEC's  hard  line  may 
id  a  positive  effect  on  the  options 
..  Brokers  say  they  have  noticed 
ed  communications,  deeper  mar- 
nd  narrower  bid-ask  spreads  dur- 
3  past  few  weeks,  in  which  the 
e  listing  issue  was  heating  up. 
exchanges  have  improved  their 
:s  consistently,"  says  Ray  Skelton, 
ons  specialist  at  A.  G.  Edwards  & 


The  mere  threat  of 
Itiple  listing  has  already 
iged  the  options  market 
for  the  better 


nc.  CBOE  Chairman  Alger  "Duke" 
an  acknowledges  that  the  specter 
tiple  listing  has  had  some  salutary 
.  "The  ideal  state  is  to  always 
he  threat  but  never  have  it  hap- 
^hapman  muses.  But  for  better  or 
the  "threat"  of  multiple  listings 
it  to  become  reality. 
By  David  Greising  in  Chicago,  with 
•^oust  in  Washington 
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BY  GENE  G.  MARCIAL 

MINING  AMAX  FOR 
A  TAKEOVER?  PAY 
DIRT  MAY  BE  NEAR 


With  Amax  stock  currently  at 
25,  some  holders  of  the  di- 
versified-minerals company 
wistfully  recall  how  Amax  twice  reject- 
ed offers  by  Chevron  in  the  early 
1980s.  The  first  bid  was  in  1981,  for  $44 
a  share,  and  the  other  was  in  1984,  for 
$75  a  share.  Hopes  for  a  third  Chevron 
bid  finally  fizzled  in  1988  when  it  sold 
its  167f  stake  back  to  Amax.  But  some 
big  investors  have  new  expectations 
for  the  stock.  They  say  that  a  number 
of  groups  have  been  building  stakes  in 
Amax  for  a  possible  takeover  try. 

Whispers  are  that  an  investor  group 
based  in  Oklahoma  has  accumulated 
i.37'  and  has  talked  with  a  Norwegian 
chemical  company  about  a  joint  move 
on  Amax.  The  group  is  also  talking 
with  a  major  French  oil  company.  The 
Oklahoma  investors  were  part  of  a 
group  that  took  a  large  position  in 
Mapco,  another  coal  and  natural-re- 
sources company,  ultimately  forcing 
Mapco  into  a  restructuring. 

Why  the  interest  in  Amax?  It's  the 
nation's  third-largest  producer  of  alu- 
minum and  coal,  and  it's  also  a  major 
producer  of  molybdenum  and  gold 
through  its  87%'-owned  Amax  Gold. 
Based  on  its  assets,  which  include  oil- 
and-gas  properties,  Amax  shares  are 
underpriced,  say  several  pros.  The 
stock  traded  as  high  as  69  in  1981.  One 
New  York  money  manager  thinks  that 
even  on  a  cash-flow  basis,  Amax  is 
grossly  undervalued.  He  says  the  stock 
is  trading  at  only  2V2  times  its  $9-a- 
share  cash  flow.  "The  stock  is  worth  at 
least  five  times  cash  flow,  or  about  $50 
a  share,"  says  the  money  manager. 
DOWNSIDE  CUSHION.  Jordan  Estra,  an 
analyst  at  Oppenheimer,  thinks  Amax 
is  worth  $50  a  share,  too,  based  on  its 
breakup  value.  He  says  Amax  is  being 
underpriced  by  the  market  because  of 
worries  about  a  recession,  which  would 
hurt  Amax's  earnings.  Even  so,  he 
says,  the  company's  assets  would  cush- 
ion any  downside  risk.  Andy  Silver,  an 
analyst  at  Dillon  Read,  says  that  if  the 
economy  slumps,  Amax's  profitable 
gold  operations  would  help  offset  earn- 
ings slippage  in  the  other  units. 

Oppenheimer's  Estra  believes  the 
big  disparity  between  Amax's  asset 
value  and  the  share  price  makes  the 
company  very  vulnerable  to  a  take- 
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over — unless  it  restructures  to  boost 
the  price  of  the  stock.  The  betting  is 
that  Amax  will  spin  off  its  stake  in 
Amax  Gold,  which  currently  trades  at 
$18  a  share,  to  the  parent's  sharehold- 
ers. Estra  thinks  Amax  may  also  take 
its  aluminum  or  coal  operations  public. 
A  spokesman  says  nothing  unusual  is 
going  on. 

Here's  how  Estra  values  Amax's  as- 
sets: aluminum  properties,  $3  billion,  or 
$35  a  share;  gold,  $850  million,  or  $10  a 
share;  coal,  $800  million,  or  $9.50  a 
share;  molybdenum,  $375  million,  or 
$4.50  a  share;  and  oil  and  gas,  $250 
million,  or  $3  a  share.  Total  value,  after 
deducting  debt  of  $1  billion,  or  $12  a 
share:  $5.3  billion,  or  $50  a  share. 


A  HEIMLICH  MANEUVER 
FOR  DOSKOCIL? 


Ei 


larly  in  1989,  when  Doskocil  ac- 
quired Wilson  Foods,  a  company 
I  five  times  its  size,  Doskocil's 
stock  did  something  unusual:  It  dou- 
bled, to  nearly  $15  a  share,  in  the  four 
months  after  the  acquisition.  But  Dos- 
kocil, a  small  supplier  of  beef  and  pork 
toppings  to  major  pizza  makers, 
plunged  just  as  rapidly  when  its  plans 
to  sell  a  few  of  Wilson's  assets  went 
awry.  The  stock  fell  as  low  as  5  before 
edging  up  to  6V2,  where  it  now  trades. 

At  that  price,  some  smart-money 
players  are  buying  again.  They  are 
convinced  that  Doskocil,  which  has  re- 
cently retained  the  services  of  Morgan 
Stanley,  is  on  to  a  new  deal  to  shed 
Wilson  Foods'  retail  and  fresh-meat  di- 
vision. Doskocil's  September,  1989, 
agreement  to  sell  Wilson  Foods  to  WFC 
Acquisition   for   $150   million  fell 


through  because  the  buyer  was  unabl^ 
to  obtain  adequate  financing. 

One  investment  pro  says  Doskocil 
has  been  approached  about  WilsorJ 
Foods  by  at  least  three  food-processing 
biggies.  Jerry  Duggan,  president  01 
Duggan  Investment  Securities,  wha 
has  been  buying  Doskocil  for  clientsl 
says  the  latest  group  of  potential  buyT" 
ers  was  impressed,  especially  with  thi 
strong  sales  the  unit  generated  ove| 
the  recent  holiday  season. 

"We  are  encouraged  both  by  thj 
prospects  of  a  sale  soon,"  says  Du^ 
gan,  and  by  the  likelihood  that  Doskc 
cil  will  emerge  a  strong  price  leader  iJ 
the  food-processing  industry.  After  thJ 
unit's  sale,  says  Duggan,  Doskocil 
plans  to  focus  on  the  food-service  and 
delicatessen  operations,  which  are  thi 
fastest-growing  parts  of  its  business. 

Chairman  and  CEO  Larry  Doskocil 
who  owns  35%  of  the  company,  seel 
the  stock's  drop  as  a  "temporari 
glitch."  He  expects  to  sell  the  Wilsoi 
Foods  unit  by  May.  The  Bass  brotherj 
of  Dallas  own  10%  of  Doskocil. 


SYNTEX  MAY  HAVE 
A  FOREIGN  SUITOR 


Shares  of  Syntex,  a  long-rumorei 
takeover  candidate,  have  beej 
particularly  active  in  receni 
days,  surging  to  52%  from  47  in  jus] 
two  weeks  on  heavy  volume.  Some  aii 
alysts  attribute  the  jump  to  advanci 
word  on  what  Syntex  officials  plannef 
to  tell  analysts  at  a  Jan.  10  meeting, 
generated  bullish  recommendation! 
from  many  who  had  previously  beej 
down  on  the  company.  But  there'[ 
more  behind  the  stock's  rise. 

Rumors  are  that  a  group  with 
stake  of  more  than  5%  has  been 
talks  with  a  major  European  drug  corA 
pany  that  wants  to  buy  the  holdinJ 
The  5%  owner  has  close  ties  with  Syrj 
tex,  according  to  one  investment  strai 
egist,  and  could  well  pave  the  way  fol 
a  friendly  acquisition  by  the  Europeaj 
company,  which  is  believed  to  be  inteJ 
ested  in  a  deal  only  if  Syntex  wonj 
fight  it.  This  pro  puts  Syntex's  tak| 
over  value  at  $65  to  $70  a  share. 

The  European  company  is  said 
want  Syntex's  R&D  capacity,  as  well 
the  tax  advantages  Syntex  enjoys  as 
Panama-incorporated  entity.  The  co 
pany's  most  important  drugs  are  N 
prosyn  and  Anaprox,  both  nonsteroid 
treatments  for  arthritis  and  other 
flammations  and  pain.  They  account 
for  about  55%  of  total  sales  in  fisc 
1988.  Syntex  declined  comment. 
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After  it  forced  Data  Systems  to  stand — and  think — on  its  own  feet,  the  big  orders  started  coming  in 


Who  says  football  doesn't  teach 
lessons  on  life?  Robert  M. 
Kavner,  chief  of  American 
Telephone  &  Telegraph  Co.'s  computer 
business,  says  he  used  to  be  a  loser  in 
the  football  pool  for  AT&T  executives.  He 
didn't  know  enough  about  the  game  to 
pick  winners.  So  he  hooked  up  with  Carl 
Floether,  an  office  assistant  and  football 
aficionado.  Now,  he  wins  regularly,  and 
Carl  gets  a  cut. 

Kavner  is  applying  this  lesson  to  his 
10,00()-employee  AT&T  Data  Systems 
Group.  No  longer  a  loner,  AT&T  has 
formed  fruitful  partnerships  with  hard- 
ware and  software  companies  that  have 
expertise  AT&T  lacks.  Kavner  has  re- 
cruited managers  from  industry  leader 
IBM.  And  he's  playing  smarter;  focusing 
on  markets  where  AT&T's  networking 
skills  can  help.  More  important,  he  no 
longer  lets  his  players  assume  that 
AT&T's  strengths  in  other  businesses 
will  give  it  an  edge  in  computers. 
Says  Kavner:  "That's  very  dangerous 
thinking." 

FREE  AGENTS.  The  plan  is  starting  to 
work.  Through  tenacious  marketing  and 
smart  collaborations,  last  year  AT&T 
landed  computer  orders  from  American 
Airlines,  Firestone  Tire  &  Rubber,  Pizza 
Hut,  Chrysler  Financial,  and  United  Par- 
cel Service.  The  capper  came  last  Dec. 
21,  when  the  Transportation  Dept.  chose 
an  AT&T-led  team  for  a  personal  comput- 
er and  networking  order  that  could 
reach  $850  million  over  eight  years. 

Kavner  says  these  wins  mean  that  in 
1990,  Data  Systems  will  bring  in  enough 
revenues  to  match  its  costs — after  a  six- 
year  losing  streak  that  peaked  in  1986  at 
an  estimated  $1  billion.  AT&T's  computer 
sales  and  related  revenues  should  hit  $2 
billion,  up  close  to  207c  over  1989's.  But 
the  division  still  won't  pull  its  weight: 
When  corporate  overhead  is  allocated  to 
the  group,  it  will  lose  money  in  1990  and 
will  hit  breakeven  only  in  1991,  Kavner 
says.  Adds  Joel  Gross,  an  analyst  at 
Donaldson,  Lufkin  &  Jenrette  Securities 
Corp.:  "It  will  be  several  years  before 
[computer  operations]  make  a  substan- 
tial contribution  to  the  bottom  line." 

That  will  keep  the  pressure  on  Kavner 
and  his  team.  Under  Chairman  Robert 


E.  Allen's  1989  reorganization,  each  of 
AT&T's  19  business  units  must  stand  on 
its  own.  So  Kavner  can  no  longer  count 
on  top  management's  dogged  determina- 
tion to  keep  AT&T  in  the  computer  busi- 
ness at  any  price.  Francis  Mclnerney,  an 
analyst  at  Northern  Business  Informa- 
tion/Datapro,  says  that,  except  for  long- 
distance, any  of  the  units,  including  the 
three  that  fall  under  Data  Systems, 
could  be  sold  unless  they  become  dra- 
matically more  profitable.  Still,  AT&T 


Bliei 


IBM.  In  1984,  an  executive  predicte  i. 
AT&T  would  be  the  No.  2  computer  mal  i^] 
er  by  1990.  That  was  followed  by  a  sui 
cession  of  mediocre  products,  missed  ojtei 
portunities,  and  a  muddled  strategy. 

Now,  AT&T  has  more  modest — and  f( 
cused — goals.  Instead  of  trying  for  bi 
chunks  of  the  minicomputer  and  PC  ma  laSj 
kets,  it  is  targeting  "distributed-ne  sat 
work"  computing,  a  $5  billion  slice  of  tl:  Irii 
industry  that  it  figures  will  hit  $25  bi  Bis 
lion  by  1994.  Such  setups  go  beyond  o  iputs 


says  that  it  is  in  computers  for  keeps.  It 
even  is  exploring  acquisitions,  Kavner 
says — although  nothing  as  large  as  Un- 
isys Corp.,  which  AT&T  is  said  to  have 
eyed  last  year. 

There's  a  plus  side  to  Allen's  tougher 
stand:  Data  Systems  can  operate  more 
like  a  $2  billion  computer  company  and 
less  like  an  appendage  of  a  $36  billion 
giant.  For  one  thing,  that  means  finally 
getting  away  from  inappropriate  expec- 
tations about  a  battle  of  the  titans  with 


dinary  local-area  networks  by  linkir  le 
workers  at  far-flung  locations  into  oi 
network.  They  can  exchange  message 
enter  transactions,  route  documents,  ai 
tap  into  data  bases.  Retail  and  hot 
chains  are  prospects  for  such  systenr 
IBM  and  Digital  Equipment  Corp.  bui 
distributed  networks  with  proprieta 
equipment,  but  AT&T  wants  to  lead 
linking  heterogeneous  hardware. 

To  create  these  networks,  AT&T  is  t 
coming  a  systems  integrator — a  contr£ 


lieiii" 


» lot 
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hat  mixes  hardware  and  software 
many  sources  to  provide  custom 
ions.  For  its  Transportation  con- 
,  AT&T  will  link  its  PCs  to  computers 
dy  in  use  at  the  department:  some 
'ands  of  hardware  employing  a  be- 
Ting  variety  of  communications  pro- 
s.  Gordon  Bridge,  a  former  IBM 
executive  who  is  co-president  of 
Computer  Systems,  calls  the  DOT 
,  "major  milestone." 
SOFT-SHOE.  There  is  one  small  prob- 
mth  the  new  approach:  Everyone  is 
f  it.  "If  everybody  has  the  same 
egy,  is  it  a  strategy?"  asks  Amy  D. 
I,  president  of  Wohl  Associates,  a 
Cynwyd  (Pa.)  consulting  firm.  "Ma- 
elli  defined  strategy  as  something 
enables  you  to  prevail  over  your 
lies."  And  if  everybody  includes  all 
najor  computer  makers  as  well  as 
systems  integrators  as  Electronic 
Systems  and  Andersen  Consulting, 
AT&T  stand  a  chance? 
idge  says  yes.  One  edge  is  that 
is  committed  to  "open  systems," 
luters  built  on  industry  standards. 


HT&rS  STRATEGY 
:OMPUTERS,  PART  II 

iMS  More  clearly  position  the  com- 
;  champion  of  nonproprietary  "open 
)ased  on  AT&T's  Unix  software  and 
ly  accepted  standards.  Set  up  the 
rare  Operation  as  a  separate,  profit- 
npany  with  other  computer  compa- 
sstors,  improving  the  chances  of 
ging  as  an  industry  standard 

ITEGRATION  Concentrate  on  selling 
' — systems  that  incorporate  com- 
tware,  and  communications  equip- 
a  variety  of  suppliers.  Specialize  in 
hat  connect  incompatible  computers 
locations 

G  Think  smaller.  Focus  on  markets 
emarketing,  airline  reservations, 
ivemment,  and  finance.  Rebuild  a 
vork  to  seU  PCs.  Give  AT&T  sales- 
re  discretion  on  pricing  to  close  deals 

ETTER  Improve  sales  forecasting 
dine  inventory  and  distribution  to  cut 
mprove  customer  service 


ce  IBM  and  Digital,  AT&T  doesn't 
thousands  of  customers  to  whom 
ust  continue  selling  proprietary 
)ment.  This  frees  AT&T  to  be  more 
essive  in  open  systems  than  the 
)uter  giants.  "We're  almost  blessed 
leing  late  into  the  industry,"  says 
cott  Perry,  marketing  and  support 
president  at  Data  Systems  and  an- 
'  former  iBMer.  Moreover,  as  the 
itor  of  Unix,  the  basic  software  that 
ns  of  computer  makers  have  been 
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licensed  to  use,  AT&T  has  considerable 
clout  in  the  open-systems  movement. 

Kavner's  skill  in  managing  AT&T's 
Unix  strategy  marks  him  as  a  quick 
study.  Originally  a  Coopers  &  Lybrand 
accountant,  he  seemed  an  unlikely  choice 
to  succeed  Vittorio  Cassoni,  a  former 
Olivetti  executive  who  headed  the  AT&T 
computer  division  from 
1986  to  1988.  The  charis- 
matic, chain-smoking 
Cassoni  had  become 
a  PC-industry  celebrity. 
Kavner  seemed  a  dull 
outsider  by  comparison. 
But  he  adapted:  At  a 
1988  trade  show,  he 
opened  a  speech  by  per- 
forming a  soft-shoe  rou- 
tine. Now,  he  hobnobs 
with  such  luminaries 
as  Lotus  Development 
Corp.'s  Jim  P.  Manzi  and 
Larry  J.  Ellison,  presi- 
dent of  Oracle  Systems  Corp.  Says 
Kavner:  "I  love  this  industry." 
UNIX  UNCHAINED.  His  greatest  coup  has 
been  handling  the  rift  over  Unix  that 
occurred  just  as  he  took  over.  IBM,  DEC, 
Hewlett-Packard  and  others  formed  the 
Open  Software  Foundation  to  challenge 
what  they  saw  as  an  exclusionary  alli- 
ance of  AT&T  and  Sun  Microsystems  to 
control  Unix.  They  proposed  a  compet- 
ing version  of  Unix  as  a  standard. 
Kavner  has  spent  nearly  two  years  con- 
vincing competitors  that  AT&T  won't  ma- 
nipulate Unix  for  its  own  advantage.  To 
emphasize  that,  AT&T  is  preparing  to 
spin  off  its  Unix  Software  Operation 
into  a  separate  company  that  other  com- 
puter makers  can  invest  in,  says  Law- 
rence Dooling,  the  unit's  president. 

The  idea  of  cutting  Unix  loose — 
unthinkable  a  few  years  ago — reflects 
Kavner's  intention  to  operate  Data  Sys- 
tems as  a  real  computer  company. 
Kavner  sees  Unix  as  only  "tangential" 
to  AT&T's  success  in  computers.  The 
same  could  be  said  for  other  baggage 
that  Data  Systems  came  by  as  part 
of  its  birthright.  For  example,  the  3B 
line  of  minicomputers,  which  originated 
as  telephone  switches  and  never  caught 
on  big  with  business  customers,  will 
eventually  fade  away.  Customers  who 
want  3Bs  still  can  get  them,  but  new 
sales  will  center  on  other  hardware: 
personal  computers  built  for  AT&T  by  In- 
tel Corp.  and  a  family  of  high-perfor- 
mance minicomputers  to  be  supplied  by 
Pyramid  Technology  Corp.  "Getting 
away  from  the  3B  is  a  major  improve- 
ment," says  Dale  Kutnick,  president  of 
Meta  Group,  a  consulting  firm  in  West- 
port,  Conn. 

The  new  computers  already  are  help- 
ing to  land  business.  The  Intel  PCs, 
which  replaced  older  models  built  by  Oli- 
vetti, were  instrumental  in  snagging  the 


BUILDING  A  MARKET 


$100  million  American  Airlines  contract, 
for  example.  With  the  new  PCs  in  hand, 
Richard  A.  Cundari,  a  sales  vice-presi- 
dent and  another  IBM  alumnus,  is  begin- 
ning to  rebuild  AT&T's  computer-dealer 
network,  which  shrank  drastically  after 
1986  when  Olivetti — then  partly  owned 
by  AT&T — failed  to  deliver  up-to-date 
computers.  The  Pyramid 
machines  are  expected  to 
help  win  business  for 
transaction  processing 
work,  such  as  running 
airline  reservation  sys- 
tems. And  Kavner  says 
AT&T  won't  be  merely  a 
reseller  for  long:  This 
month,  AT&T  will  an- 
nounce plans  to  crank  out 
PCs  based  on  the  Intel  de- 
sign at  a  factory  in  Little 
Rock,  Ark.  It  also  has  op- 
tions to  build  the  Pyra- 
mid machines.  Moreover, 
Kavner  expects  developments  from  AT&T 
Bell  Laboratories  in  voice  recognition 
and  video  to  find  their  way  into  AT&T 
computers. 

With  the  strategy  set,  the  emphasis 
now  is  on  execution.  "AT&T  is  in  an  excel- 
lent position,"  says  Mark  Hodges,  a  con- 
sultant for  G2  Research  Inc.,  a  consult- 
ing firm  for  systems  integrators  in 
Mountain  View,  Calif.  "But  they  have 
been  in  an  excellent  position  before. 
AT&T  has  a  lot  of  trouble  moving  quick- 
ly." The  answer:  attack  the  bureaucracy. 
Says  Curtis  J.  Crawford,  vice-president 
for  national  sales:  "I  am  trying  to  instill 
in  our  sales  force  that  they  are  in  charge 
of  making  this  business  successful  and 
telling  them  to  be  impatient  with  the 
organization  if  it  gets  in  the  way." 

Kavner  already  is  impatient — especia- 
ly  with  management  systems  designed 
years  ago  by  "Bell-shaped  heads,"  as 
veteran  AT&T  staffers  sometimes  are 
known.  For  instance.  Data  Systems  in- 
herited most  of  its  internal  support  sys- 
tems— what  Kavner  calls  the  "under- 
belly"— from  predivestiture  AT&T. 
Dealers  and  distributors  used  to  run  out 
of  computers  periodically.  Then,  the 
company  would  overstock.  Now, 
Kavner's  group  has  installed  its  first 
sales-forecasting  system.  The  result: 
Computer  inventories  are  half  year-ago 
levels — even  as  sales  are  rising.  Ware- 
housing also  has  been  streamlined. 

Kavner  resists  describing  AT&T's  prog- 
ress as  a  turnaround  for  fear  employees 
will  think  the  job  is  done.  He  is  pushing 
the  company  to  focus  on  day-to-day  busi- 
ness instead  of  the  big  win^.  "I  have 
removed  the  home-run  kind  of  thinking 
here.  I  want  to  hit  a  lot  of  singles,"  he 
says.  With  talk  like  that,  maybe  it's  time 
to  bring  on  the  baseball  pool. 

By  Peter  Coy  and  Geoff  Lewis  in  Morris- 
town,  N.  J. 
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PHOENIX  KEEPS  GETTING 
ITS  FEATHERS  RUFFLED 


Management  mistakes  worsen  the  software  maker's  woes 


In  the  summer  of  1988,  Neil  S.  Colvin 
was  livinf^  proof  that  little  guys  can 
beat  big  guys.  His  company,  Phoenix 
Technologies  Ltd.,  sells  a  crucial  piece  of 
software  that  makes  PC  clones  work  just 
like  IBM  personal  computers,  and  that 
product  was  fueling  the  growth  of  the 
PC  clone  industry.  With  revenues  of  $44 
million.  Phoenix  had  just  gone  public — 
and,  on  jjaper,  Colvin  was  worth  more 
than  $50  million. 

A  bit  more  than  a  year  later,  Col- 
vin is  proving  that  little  guys  can 
beat  themselves,  too.  After  laying 
off  257f'  of  its  415  employees,  Phoe- 
nix suffered  a  $7.7  million  loss  in 
fiscal  1989.  The  company  faces 
tough  competition  in  its  core  busi- 
ness, even  as  growth  in  PC  demand 
slumps.  Its  stock,  which  soared  to 
18%  a  year  ago,  is  at  3%.  And  an 
investor  group  has  been  collecting 
the  cheap  shares,  possibly  for  a  hos 
tile  takeover. 

'EXCEEDINGLY  SMART.'  Now,  Phoe 
nix  is  counting  on  Ronald  Fisher,  its 
newly  hired  president  and  chief  ex- 
ecutive, to  help  it  rebound.  In  the 
wake  of  an  unsuccessful  move  to 
diversify.  Fisher  plans  to  focus 
Phoenix  on  what  it  does  best — sell- 
ing software  for  clonemakers.  The 
company  is  working  on  new  prod- 
ucts. But  Fisher,  the  former  head  of 
an  Eastman  Kodak  Co.  software 
unit,  says  his  first  goal  is  to  build 
up  sales  of  Phoenix'  basic  input-out- 
put system  (BIOS)  software.  BIOS  is 
the  one  key  component  for  clone- 
makers:  It  shuttles  data  between  a 
personal  computer's  hardware,  the 
operating  system  that  governs  the 
machine's  basic  functions,  and  the  appli- 
cations software  that  performs  tasks 
such  as  word  processing. 

In  Phoenix'  heyday,  Colvin  and  Lance 
A.  Hansche,  his  chief  operating  officer, 
built  a  near-monopoly  selling  BIOS.  Phoe- 
nix took  in  $10  every  time  a  customer 
sold  a  PC  clone — and  gross  margins  were 
807^.  "They  were  exceedingly  smart," 
says  Gordon  A.  Campbell,  CEO  of  Chips 
&  Technologies  Inc.,  a  BIOS  competitor. 
"They  wrote  long-term  contracts  with 
nearly  everyone."  But  when  PC  demand 
slowed  last  year,  smaller  clonemakers 


were  hit  hardest.  After  growing  707  in 
1988,  sales  of  clones  through  U.  S.  com- 
puter stores  rose  just  27  in  1989,  says 
researcher  StoreBoard  Inc.  Phoenix, 
which  had  recorded  revenues  at  the  time 
it  delivered  the  BIOS  master  copy  to  cus- 
tomers, had  to  eat  $7.9  million  for  doubt- 
ful accounts  in  1989. 

There  were  management  problems, 
too.  "We  were  doing  things  without  a 


PHOENIX'S  RISE 
AND  FALL 


FOUNDER  COLVIN:  HAS  HE 
LOST  INTEREST? 


management  structure  or 
a  good  idea  of  where  we 
were  going,"  says  Theo- 
d(jre  R.  Joseph,  an  out- 
side director.  And  Colvin 
may  have  been  losing  in- 
terest. He  says  he  has 
been  "active  continually" 
in  Phoenix.  Still,  says  a  big  investor,  "af- 
ter the  company  went  public,  he  began 
to  distance  himself  and  only  showed  up 
a  couple  of  days  a  week.  I  think  the 
company  outgrew  his  ability  to  contrib- 
ute and  outgrew  his  enthusiasm." 


REVENUES 


■90 

A  MILLIONS  OF  OOLURS  EST. 
■INCLUDES  RESIRUnURING  CHARGE  OF  55  5  MILLION 
DATA  PHOENIX  TECHNOLOGIES  LTD.,  BW 


Hansche's  mistakes  were  more  hands 
on.  In  1988,  as  CEO,  he  hired  extra  staf 
to  develop  software  that  would  let  con- 
puter  makers  build  clones  of  workst£ 
tions  based  on  the  SPARC  chip  from  Su: 
■Workstations  Inc.  But  demand  neve 
materialized,  and  the  project  contribute' 
to  a  $1  million  third-quarter  loss. 

In  August,  Joseph  and  Phoenix'  othe 
outside  director,  Lawrence  G.  Find 
took  action.  Hansche  resigned  as  chie 
executive,  though  he  stayed  on  as  execi 
five  vice-president,  and  Joseph  steppe 
in  temporarily  as  CEO.  Over  the  next  tw 
months,  PhoenLx  shut  down  three  Wei 
Coast  offices,  dumped  25  managers,  an 
asked  the  survivors  to  take  pay  cuts 
157  to  407.  The  new  management  als 
canceled  the  SPARC  project.  More  cut 
may  be  needed.  Analysts  expect  PC  d( 
inand  to  stagnate  in  the  next  two  yean 
Phoenix  also  faces  tough  competitioi 
particularly  from  Award  Ltd.,  a  Lc 
Gatos  (Calif.)  company  favored  fc 
Taiwanese  clonemakers. 

There  is  some  good  news:  Clon 
makers  are  making  more  PCs  base 
on  the  80386  and  80486  chips  froi 
Intel  Corp.  That  will  help  Phoeni: 
which  takes  in  $16  per  unit  on  thos 
PCs.  Phoenix  says  it  will  be  into  th 
black  by  midyear.  But  revenues  wi 
fall  157  below  fiscal  1989's  $52 
million  because  of  more  conserv; 
five  accounting,  and  analysts  expe( 
a  1990  loss  of  $6  million. 
MORE  BIG  SCORES?  A  resumption  < 
growth  depends  on  new  product 
Joseph  expects  $8  million  in  reveni 
this  year  from  a  new  venture 
publish  computer  manuals  f( 
clones.  And  analysts  see  big  pote 
tial  in  PhoenixPage,  software  th; 
emulates  the  PostScript  page 
scription  language,  which  maki 
PCS  and  laser  printers  work  toget 
er.  PhoenixPage  rev 
nues  grew  fivefold 
1989,  to  $6.2  million,  tl 
company  says. 

To  stay  independent, 
may  need  more  b 
scores  fast.  A  group  I 
by  Norwood  Partne 
Ltd.,  a  Boston  partne 
ship,  has  bought  7.8%' 
Phoenix'  shares  and  sa; 
it  may  attempt  a  tend 
offer  for  the  compan 
Norwood  partner  Dani 
L.  Barnett  says  that 
likes  Phoenix'  strateg 
changes  but  won't  detail  his  plans. 

A  tiikeover  may  be  the  only  thing  th 
moves  Phoenix'  shares  soon.  But  O 
vin's  stock  still  is  worth  about  $11  m 
lion.  Not  bad,  in  the  end,  for  a  little  gu 
By  Keith  H.  Hammonds  in  Norwood,  Ma, 
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INFORMATION  PROCES; 


It  may  not  be  pulling 
a  rabbit  out  of  a  hat, 


A  copy  of  the  last  financial  reports  tiled  with  the  Dcpan 
by  writing  to:  New  York  State  Department  ot  State,  OUi 
New  York  12231  ;  ©rThcrFresh  Air  Fund,  1040 


may  be  obtained 
es  Registration,  Albany, 
s,  New  York,  N:¥.  lOf" 


but  it  's  magic 


When  a  city  child  first  gets  a  taste  of  life 
in  the  country,  something  magical  happens. 
Concrete  and  steel  are  suddenly  transformed 
into  green  grass  and  trees.  That's  what  The 
Fresh  Air  Fund  is  all  about.  But  it  s  a  kind  of 


magic  that  can  only  happen  with  your  help. 

It  costs  only  $249  for  each  city  child  to 
experience  a  magical  two  weeks.  So  give  to 
The  Fresh  Air  Fund  at  1040  Avenue  of  the 
Americas.  New  York,  NY  10018. 


The  Fresh  Pir  Fund 

You're  making  more  than  a  donation. 
You're  making  a  memory. 


70A-CA 


Never  give  an 

addict  a 
second  chance. 

Confront  someone  in  your 
company  who  s  using  chugs. 
This  is  what  youVe  hkely  to 
hear:  "111  never  use  drugs  again. 
I  promise." 

But  dmgs  lie. 

The  people  don't  lie.  The 
diiigs  do. 

DiTjgs  own  the  person 
who  uses  them.  That's  the 
danger  of  addiction. 
The  addict  promises,  arid  the 
dmgs  break  the  promise. 

You  have  to  say,  "Get  well 
or  get  out."  You  can't  afford 
to  give  an  addict  a  second 
chance.  The  addict  can  afford 
it  even  less. 

An  addict's  only  chance 
is  treatment.  If  you  don't  have 
a  treatment  progiam  in  your 
company,  please  call 
1.800-843-4971.  That's  the 
National  Institute  on  Dmg 
Abuse  hot  line  for  managers 
and  CEOs.  It's  manned  by 
trained  emjDloyee  Assistance 
Program  Planners  and 
designers,  from  Monday 
through  Friday,  9:00  a.m.  to 
8:00  p.m.  Eastern  Time. 
They  won't  tell  you  what  to 
do,  but  they  can  outline  the 
options.  Call  now;  please  don't 
|)ass  up  this  chance. 


Partnership  for  a  Drug-Free  America 
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STREET I 


GOLDMAN'S  'CHINESE  WALL' 
EALLY  A  VENETIAN  BLIND? 


rmer  head  trader  says  the  partners  demanded  inside  tips 


|he  partners  at  Goldman,  Sachs  & 
Co.  hardly  care  if  their  firm  is  a 
household  name.  They're  more  con- 
d  with  protecting  that  name  among 
•e  select  group:  the  denizens  of  Cor- 
e  America  and  Wall  Street.  Now, 
reputation  has  come  under  attack 
former  vice-president. 
)  Haviland,  34,  filed  a  civil 
teering  suit  ^n  Manhattan 
•al  court  last  December 
st  Goldman  and  its  J.  Aron 
division.  An  affiliated  com- 
,  J.  Aron,  among  other 
s,  risks  the  money  of  Gold- 
partners  in  the  commodities 
)ther  markets.  Haviland,  a 
ir  veteran  of  Goldman  who 
leaded  its  Energy  Futures 
)tions  Group,  charges  that 
efendants  tried  "systemati- 
to  force  him  to  divulge  to 
confidential  information 
;  his  clients'  trades  to  give 
an  edge  in  the  market.  His 
al  to  cooperate,  says  Havi- 
cost  him  his  job  in  Febru- 
1989.  "I  felt  that  a  wrong 
done  me,"  he  says,  "and  I 
0  bring  suit."  He  is  seeking 
ges  of  at  least  $12  million. 
Idman  has  until  Jan.  31  to 
nd  or  seek  a  dismissal.  Says  a 
!sman:  "It's  an  absolutely  outra- 
;  and  preposterous  complaint  filed 
disgruntled  employee."  Haviland  is 
the  case,  he  adds,  "to  dupe  the 
. . .  and  embarrass  his  former  em- 
r."  Racketeering  suits  by  former 
ers  are  unusual,  says  William  A. 
ell,  a  New  York  lawyer  who  repre- 
employers.  Former  employees,  he 
typically  allege  discrimination  or 
gful  termination  in  states  where 
claims  are  allowed — but  New  York 
t  among  them. 

3  suit  comes  at  a  ticklish  time  for 
nan.  Former  Goldman  arbitrageur 
rt  Freeman  faces  sentencing  after 
ing  guilty  last  summer  to  one 
;  of  mail  fraud  in  connection  with 
sider-trading  scheme.  In  December, 
eral  judge  in  New  York  indefinitely 
loned  sentencing  until  he  decides 
her  to  permit  public  scrutiny  of  all 


or  part  of  the  government's  voluminous 
sentencing  memorandum,  which  is  said 
to  include  numerous  allegations  of 
wrongdoing  at  the  firm.  If  a  memo  con- 
taining such  explosive  charges  were  re- 
leased, Goldman's  reputation  could  suf- 
fer more,  says  John  C.  Coffee  Jr.,  a 


HAVILAND:  ORDERS  WERE  TO  COMPROMISE  CLIENTS— OR  ELSE 


securities-law  expert  at  Columbia  Uni- 
versity Law  School. 

Goldman's  alleged  behavior  "would  be 
an  absolutely  unbelievable  violation  of  a 
sacred  trust,"  says  Gene  D.  Donney, 
president  of  Elders  Futures  Inc.,  an  in- 
stitutional brokerage.  It's  also  likely  that 
the  alleged  practices  violate  market 
rules  barring  firms  from  front-run- 
ning— that  is,  using  their  knowledge  of 
customer  transactions  to  make  profit- 
able trades  for  their  own  accounts.  The 
suit  claims  that  if  Aron  knew  a  Goldman 


Goldman  calls  the  suit 
*an  absolutely  outrageous 
and  preposterous  complaint 
by  a  disgruntled  employee' 


client  planned  to  purchase  oil  at  $20  a 
barrel,  Aron  could  try  to  buy  all  the  oil 
available  at  that  price,  then  charge  Gold- 
man's customer  more. 

That  could  anger  some  big  Goldman 
clients,  such  as  Exxon  Corp.  and  Chev- 
ron Corp.  Haviland's  suit  says  Goldman 
misled  them  about  the  independence  of 
its  trading  operations.  Exxon  declines 
comment.  A  Chevron  official  says  that  if 
the  claims  are  substantiated,  the  oil  gi- 
ant "would  be  concerned." 

In  his  complaint,  the  former  head 
trader  claims  that  his  department's  con- 
fidentiality was  threatened  in  1984,  when 
Aron,  a  precious  metals,  foreign-ex- 
change, and  coffee  trader,  expanded  into 
energy.  Aron's  energy-trading  volume  is 
now  among  the  largest  in  the  world,  ac- 
cording to  Piatt's  Oilgram  Price 
Report,  a  McGraw-Hill  Inc. 
newsletter. 

PRESSURE.  For  the  first  three 
years,  the  suit  says,  Goldman  re- 
peatedly assured  Haviland  that  it 
would  build  a  "Chinese  Wall"  be- 
tween the  Energy  Futures  group 
and  Aron  that  would  prevent  the 
exchange  of  confidential  infor- 
mation. But  the  wall  wasn't  hon- 
ored, he  claims.  Then,  beginning 
in  July,  1987,  Goldman  and  Aron 
allegedly  demanded  that  Havi- 
land share  confidential  client  in- 
formation with  Aron  or  suffer 
the  consequences.  In  November, 
1987,  Haviland  claims,  he  dined 
at  a  Manhattan  restaurant  with 
David  Ford,  a  Goldman  and  Aron 
partner  who  co-headed  Gold- 
man's futures-services  depart- 
ment. Ford  allegedly  demanded 
more  coordination  between  Havi- 
land's unit  and  Aron.  Goldman 
won't  comment — and  says  Ford  won't, 
either. 

Soon,  Haviland  alleges,  he  was  pun- 
ished. In  1987,  the  suit  continues,  despite 
strong  energy-trading  profits,  Haviland 
got  a  "meager"  $17,000  raise,  bringing 
his  compensation  to  $600,000,  well  below 
the  $7.50,000  to  $1  million  he  expected.  In 
1988,  his  compensation  fell  by  $100,000. 
The  cut  followed  a  yearend  review  in 
which  Haviland  allegedly  was  faulted 
solely  for  his  "inadequate  communica- 
tion" with  Aron. 

The  case  may  never  go  to  trial,  says 
Coffee,  who  expects  it  to  be  settled  or 
dismissed.  Still,  it  may  hurt  reputations 
on  both  sides.  "Bringing  this  case  took  a 
great  deal  of  thought,"  says  Haviland, 
who  is  setting  up  his  own  energy  invest- 
ment and  consulting  firm.  And  until  it's 
resolved,  clients  may  be  more  skeptical 
of  Goldman,  a  pillar  of  the  Street. 

By  Michele  Galen  in  New  York 
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RESEARCH 


THE  WORLD'S 
FROZEN  CLEAN  ROOM 


irck! 


Antarctica  is  a  unique  laboratory.  But  human  activity  now  threatens  what  makes  it  unique 


!»'  Ill' 


I 


t's  midsummer  in  Antarctica,  and  the 
24-hour  sunlight  has  melted  the  snow 
from  the  black  volcanic  hillsides  at 
McMurdo  Base.  A  constant  flow  of  vans, 
trucks,  tracked  snow  vehicles,  and  heavy 
equipment  raises  dust  from  the  steep 
unpaved  roads.  On 
warm  days,  when  the 
temperature  inches 
above  freezing,  rivulets 
of  meltwater  create 
patches  of  mud  be- 
tween the  drab  build- 
ings that  make  up  the 
U.  S.'s  largest  center  of 
scientific  research  on 
this  frozen  continent. 

Against  a  spectacular 
backdrop  of  snow-cov- 
ered peaks  across  the 
ice  of  McMurdo  Sound, 
the  gritty  base  is 
swarming  with  scien- 
tists wearing  the  bright 
red  polar  parkas  issued 
by  the  National  Science 
Foundation.  This  sum- 
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mer,  some  304  researchers  are  working 
out  of  McMurdo.  More  than  79  scientific 
projects  are  under  way. 

Supplies  are  stacked  everywhere,  con- 
struction materials  and  machine  parts, 
cargo  sleds,  and  gleaming  stainless  steel 


^  SOUTH 
^  AMERICA 


canisters  of  liquefied  gases.  From  th 
runway  on  the  frozen  sound,  wide-be 
lied  LC-130  cargo  planes  equipped  wit 
skis  ferry  researchers  and  supplies 
the  South  Pole  and  other  distant  stfc 
tions.  Helicopters,  in  constant  motio;  In 
tend  nearby  scientist  Jn' 
from  geologists  worl  iter 


ANTAROIC 
CIRCLE 


□  BRITAIN 

□  UNCUIMEO 

□  NORWAY 

□  CHILE 

□  AUSTRALIA 

L::i  DISPUTED  ZONE 

□  FRANCE 

(ARGENTINA,  BRITAIN 

DNEWZEAUND 

AND  CHILE) 

ing  amid  the  fumes 
the  peak  of  Mt.  Erebi 
volcano     to     divei  jmist; 
searching  for  sponge 
in  the  frigid  ocean. 

Antarctica   is  bu 
tling — and  that's 
problem.  More 
more,  the  world  is  as 
ing  just  how  far  civiliz 
tion  should  be  allow( 
to   encroach   on   tl'  i 
White  Continent.  Sin(  j 
the  signing  of  the  19(  flj 
Antarctic  Treaty,  13  n  ffi, 
tions  have  establishel 
research  stations.  Du 
ing  the  peak  summ 
months,  some  4,000  pe 
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rihabit  Antarctica.  And  tourism  is 
asing  rapidly.  Last  year,  3,000  peo- 
lelled  out  more  than  $10,000  eacii  to 
(graph  penguins  and  view  the  vast, 
y  sweeps  of  ice  and  roci<. 
vironmental  groups,  chiefly  Green- 
I  and  the  Environmental  Defense 
,  are  campaigning  to  preserve  the 
le  Antarctic  as  an  environmental 
atory  and  protect  it  from  increasing 
in  encroachment.  Intense  lobbying 
nore  stringent  environmental  con- 
has  stalled  a  treaty  to  regulate 
'al  exploitation.  "The  most  impor- 
issue  in  Antarctica  is  the  environ- 
,"  says  Georges  Duquin,  who  heads 
livision  that  handles  Antarctic  law 
i  French  Foreign  Ministry, 
der  the  direction  of  the  NSF,  snug 
;  quarters  and  advanced  technology 
brought  a  new  dimension  to  Ant- 
:  research.  Where  once  scientists 
,  most  of  their  time  merely  trying 
ay  alive  in  an  environment  where 
;  can  reach  200  mph  and  tempera- 
plunge  to  below  -120F,  they  are 
free  to  probe  more  cosmic  ques- 
As  a  result,  Antarctic  science  has 
iced  a  string  of  important  discover- 
1  recent  years,  from  the  "ozone 
to  fish  with  natural  antifreeze  that 
one  day  be  used  to  preserve  organs 
-ansplantation. 

lA  RAYS.  The  1984  discovery  of  a 
gtime  gap  high  over  the  South  Pole 
e  layer  of  ozone  that  protects  the 
t  from  the  sun's  harmful  ultravio- 
idiation  has  catapulted  Antarctica 
a  pivotal  center  for  climate  re- 
h.  Many  scientists  believe  that  the 
rctic  atmosphere  provides  an  early- 
ing  system  for  global  warming. 

instruments,  including  ground- 
l  lasers  at  the  South  Pole,  are  prob- 
itmospheric  chemistry.  Corings  of 
1-mile-thick  polar  ice  cap  contain  a 
fied  record  of  the  earth's  climate 
g  back  500,000  years, 
addition,  the  extremely  clean,  total- 
y  air  is  making  Antarctica  a  major 
r  for  astronomy  and  astrophysics 
rch.  On  the  flat  snowfield,  a  mile 

the  South  Pole  Station,  a  team  of 
tists  from  the  University  of  Califor- 
3erkeley,  and  the  University  of  Mi- 
re setting  up  an  instrument  to  de- 
remnants  of  radiation  that  may 
y  whether  a  "Big  Bang"  created  the 
srse.  Nearby,  scientists  from  the 
srsity  of  Wisconsin,  Purdue,  and 
Jniversity  of  Florence  are  unpack- 
10  parabolic  mirrors  that  will  be 
to  detect  gamma  rays  from  a  dis- 
supernova,  or  exploding  star, 
e  detritus  of  past  Antarctic  re- 
:h,  however,  is  sewage  and  garbage 
has  created  serious  pollution  around 
5  (box).  Until  1981,  waste  at  McMur- 
r&s  simply  piled  on  the  sea  ice — 
I  it  broke  up  each  spring,  the  prob- 


A  DUMP  WHERE  THE  GARBAGE 
STAYS  FRESH  FOREVER 


On  the  shore  of  Cape  Royds, 
Antarctica,  about  20  miles  up 
the  coast  from  the  U.  S.  base 
at  McMurdo  Sound,  stands  the  hut 
built  in  1907  by  British  polar  explorer 
Sir  Ernest  H.  Shackleton.  For  insula- 
tion, food  supplies  were  stacked  along 
the  outside  wall.  They  are  still  there, 
with  labels  plainly  legible  and  contents 
unspoiled  after  more  than  eight  de- 
cades' exposure  to  the  weather. 

Nothing  illustrates  more  clearly  that 
biodegradability  has  little  meaning  in 
this  frozen  desert.  Throw  something 
out,  and  it  stays  there  a  long  time. 

That's  a  problem  now  haunting  Mc- 
Murdo Base  and  the  research  stations 
run  by  other  nations.  For  years,  any- 
thing no  longer  needed  was  simply 
abandoned:  Drums  of  oil  and  toxic 
chemicals,  half-sunken  boats,  wrecked 
helicopters,  and  frozen  piles  of  kitchen 
scraps  chart  human  activity  in  Antarc- 
tica. And  while  visitors  to  Shackleton's 
hut  are  warned  not  to  touch  anything 
because  of  its  historic  importance,  the 
sanitary  landfill  at  McMurdo  inspires 
no  such  reverence. 

At  least  not  to  Greenpeace  and  the 
Environmental  Defense  Fund.  Last 
year,  Greenpeace  activists  dumped  gar- 
bage from  the  McMurdo  landfill  on  the 
porch  of  the  "Chalet,"  the  National  Sci- 
ence Foundation's  headquarters  at  the 
base.  Environmentalists  also  publicized 
leaks  of  fuel  from  rubber  storage  blad- 
ders at  the  South  Pole  station  and  the 
airstrip  at  McMurdo.  They  cited  data 
on  toxic  chemical  contamination  in  Mc- 
Murdo Sound  and  protested  the  prac- 
tice of  pouring  raw  sewage  into  the 
sea  and  burning  refuse  at  the  dump. 
FIERCE  'WATCHDOGS.'  NSF  officials  re- 
sent the  criticism.  "I  object  to  creating 
controversy  to  gain  them  publicity," 
says  Erick  Chiang,  the  top  NSF  official 
in  Antarctica.  "I  am  upset  that  they 
think  they  are  the  watchdogs  of  the 
Antarctic."  But  he  admits  the  activists 
have  gotten  results:  "The  negative 
press  made  us  accelerate  our  cleanup." 

Congress  is  helping  out.  For  fiscal 
1990,  it  appropriated  $10  million  for 
nsf's  combined  safety,  health,  and  en- 
vironmental programs  in  Antarctica, 
with  $5.3  million  earmarked  for  the  en- 
vironment. With  those  funds,  NSF  plans 
to  correct  the  sins  of  the  past. 

NSF  will  soon  begin  processing  sew- 
age before  pumping  it  into  the  ocean 
from  a  submerged  pipe.  Hazardous 
materials  from  McMurdo  (and  all 
waste  from  the  pole)  will  be  shipped 


out  of  Antarctica  for  disposal.  Fuel 
bladders  will  be  replaced  with  more  se- 
cure metal  tanks.  An  incinerator  will 
be  installed  to  end  open  burning  of 
wood,  paper,  and  other  wastes.  And 
abandoned  sites  will  be  cleaned  up. 
"The  plan  is  to  reduce  the  materials 
coming  in  and  increase  the  materials 
going  out,"  says  Chiang.  "The  landfill 
is  being  operated  out  of  necessity.  We 
absolutely  want  to  get  rid  of  it." 

Signs  of  change  are  obvious  at  Mc- 
Murdo. In  early  December,  new  trash 
cans  suddenly  appeared,  labeled  to  sep- 
arate paper,  glass,  and  plastic.  Posters 
advocating  recycling  went  up.  Recent- 
ly, all  military  and  civilian  personnel 


I'M 

SAMITAnY  LAMDFILL^ 

HOURS:  7:30  TO  5:30 

SHACKLETON'S  I907  SUPPLIES 
AND  THE  McMURDO  LANDFILL 


spent  a  whole  day  scouring  the  base 
for  litter:  wire  clippings,  packaging  ma- 
terials, and  cigarette  butts.  A  helicop- 
ter pilot  returning  from  a  research 
camp  in  the  mountains  was  surprised 
when  he  was  unable  to  locate  an  old 
landmark — a  wrecked  chopper.  Its  fi- 
nal resting  place?  It  had  been  moved  to 
the  McMurdo  landfill. 

"If  you  go  back  in  this  organization, 
you  can  pinpoint  environmental  con- 
cerns and  some  actions,"  says  John  B. 
Talmadge,  head  of  polar  coordination 
at  NSF  in  Washington.  "But  you  can't 
pinpoint  enough  money  to  really  take 
those  actions.  It  was  always  science 
first."  These  days,  the  environment  is 
getting  a  fair  shake. 

By  Alan  Hall  in  McMurdo 
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If  your 800  service  gpes  oi 
long  distance  company  leave  yc  r 


Did  you  know  that  if  you're  not  using  AT&Tatid 
your 800 service  goes  out,  it  could  be  down  for  hours}' 

Losing  your  800  calls  is  bad  enough.  Not  knowing 
when  they'll  come  back  is  even  worse.  And  while  your  800 
service  is  out,  to  your  callers, you're  out  of  business. 

Introducing  the  AT&T 800  Assurance  Policy. 

If  your  800  calls  can't  get  through,  whether  it's  because 
of  problems  with  your  telephone  equipment, your  local  tele- 
phone line  or  the  AT&T  Network,  AT&T  will  provide  alternate 
service  until  regular  service  can  be  restored. You'll  be  up  and 

©1990  AT&T.  Applies  to  domestic  800  services. 


running  within  60  minutes  of  notifying  the  AT&Tser\  ice 
hotline.  Guaranteed. 

In  one  hour  or  less,  AT&T  will  route  800  calls  to  anothe 
working  telephone  line,  either  in  your  office  or  any  other 
location  you  request. Or,  calls  can  be  routed  to  a  customize 
recorded  announcement  in  the  AT&T  Network. "Whichever 
option  y( )U  select  for  y< )ur  business,  the  Al&T 800  Assuranc 
Policy  is  automatic,  free  of  charge. ..and  exclusively  from  Ali 

In  addition  tt)  the  AT&T 800  Assurance  Policy  AT&T 
cont  inues  t( )  provide  all  basic  800  customers  with  the  faste 
call  .set-up  time  and  the  fewest  I  docked  calls  of  any  networ 
The  result? More  calls.  More  often  In  short,  more  business 
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lem  went  away.  Since  then,  McMurdo 
has  operated  a  landfill  with  open  burn- 
ing. Raw  sewage  is  still  piped  into  Mc- 
Murdo Sound.  At  other  nation's  stations 
the  situation  is  even  worse.  "Mistakes 
were  made,"  says  Robert  N.  Andersen, 
the  NSP^'s  deputy  general  counsel.  "We 
treated  Antarctica  like  a  frontier  town." 

Greenpeace  wants  that  to  stop.  In 
1987  its  members  established  a  small 
year-round  base  a  few  miles  up  the  coast 
from  McMurdo.  The  group  also  operates 
a  vessel  in  Antarctica.  Greenpeace  has 
been  applying  pressure  by  inspecting  re- 
search stations  and  publicizing  environ- 
mental violations. 

The  wave  of  concern  for  the  Antarctic 
environment  crested  last  January,  when 
the  wreck  of  the  Argentine  ship  Bahia 
Paraiso  dumped  170,000  gallons  of  oil 
into  the  ocean  near  the  U.  S.'s  Palmer 
Station  on  the  Antarctic  Peninsula.  That 
led  to  a  widespread  perception  that  the 
Antarctic  was  being  despoiled,  stirring 
opposition  to  the  ratification  of  a  treaty 
provision  regulating  the  exploration  and 
exploitation  of  oil,  gas,  and  minerals  in 
Antarctica. 

STRONG  PACT.  The  agreement,  called  the 
Convention  on  the  Regulation  of  Antarc- 
tic Mineral  Resources  Activities 
(CRAM R A),  took  the  Antarctic  Treaty  na- 
tions seven  years  to  negotiate.  Even 
though  no  large  petroleum  or  mineral 
deposits  have  yet  been  reported,  and 
drilling  for  oil  or  mining  in  the  harsh 
environment  are  still  prohibitively  expen- 
sive, the  pact  anticipates  that  day  and 
attempts  to  establish  rules  protecting 
the  environment.  To  begin  exploration, 
two-thirds  of  the  signatories  of  the  trea- 
ty must  give  a  green  light.  Any  one 
country  could  block  the  action  on  envi- 
ronmental grounds. 

The  agreement  would  also  help  ensure 
that  any  discovery  would  not  upset  the 
balance  of  the  Antarctic  Treaty  system, 
which  depends  on  keeping  the  territorial 
claims  of  seven  nations,  including  New 
Zealand,  France,  and  Australia,  in  abey- 
ance. "It  is  much  better  to  regulate  be- 
fore the  minerals  are  found,"  says  Chris- 
topher Beeby,  chief  officer  for  Antixrctic 
issues  in  New  Zealand's  Ministry  of  Ex- 
ternal Relations.  Supporters,  including 
New  Zealand,  Britain,  and  the  Bush  Ad- 
ministration, argue  that  the  convention 
is  one  of  the  strongest  pacts  for  environ- 
mental protection  that  has  ever  been 
negotiated. 

But  opponents  contend  that  the  agree- 
ment would  simply  put  an  end  to  a  vol- 
untary moratorium  on  resource  exploita- 
tion that  now  exists  and  open  the  door  to 
commercial  interests.  Moreover,  some 
environmentalists  believe  that  the  safe- 
guards in  the  treaty  aren't  stringent 
enough.  "Where  violations  have  taken 


place  in  the  past,  other  countries  in  the 
pact  have  refrained  from  raising  envi- 
ronmental issues  for  fear  of  upsetting 
the  political  balance  preserved  by  the 
treaty  system,"  says  Bruce  Manheim,  di- 
rector of  the  Antarctic  program  at  the 
Environmental  Defense  Fund. 

For  now,  the  opposition  has  slowed 
CRAMRA.  "There  is  growing  concern  that 
since  Antarctica  reflects  better  than  any- 
where else  worldwide  environmental 
problems,  it  requires  special  protection," 
says  one  U.  N.  official.  Both  France  and 
Australia,  which  must  ratify  the  agree- 
ment because  they  are  among  the  na- 
tions with  territorial  claims  in  Antarcti- 
ca, now  say  they  won't. 

Instead,  Australia  has  proposed  mak- 
ing the  continent  a  wilderness  park.  In 
the  U.  S.,  Senator  Albert  Gore  intro- 
duced a  resolution  calling  for  a  new 
agreement  that  would  protect  Antarctica 
as  an  "ecological  commons."  France, 
with  backing  from  Italy,  West  Germany, 
Belgium,  and  India,  also  is  "looking  be- 


What  goes  on  in  some 
Antarctic  labs  is  not  research 

but  prospecting 
for  fossil  fuels  and  minerals 


yond  CRAMRA,"  says  Duquin.  It  will  pro- 
pose setting  up  a  regulating  body  to  en- 
force environmental  protection  and 
regulate  tourism  in  Antarctica. 

Negotiating  any  agreement  on  Ant- 
arctica will  be  tricky.  While  many  ob- 
servers believe  that  cramra,  in  some 
form,  will  eventually  be  ratified,  the 
calls  for  turning  Antarctica  into  a  pre- 
serve worry  scientists.  Some  environ- 
mentalists want  all  materials  and  waste 
from  Antarctic  bases  to  be  shipped 
North  for  disposal  elsewhere.  "A  zero- 
tolerance  approach  would  shut  the  pro- 
gram down,"  insists  Erick  Chiang,  the 
NSF  official  who  heads  the  U.  S.  Antarc- 
tic Program  at  McMurdo.  And  although 
many  scientists  agree  that  housekeeping 
could  be  better,  they  are  rankled  at  the 
criticism. 

One  irate  researcher  is  Brian  L. 
Howes.  The  ecologist  from  Woods 
Hole  Oceanographic  Institution 
is  studying  nutrients  in  a  fro- 
zen lake  in  an  area  called  the 
Dry  Valleys.  To  avoid  any 
contamination  of  the  lake, 
his  team  uses  paper  plates 
to  conserve   water.  All 
waste  is  frozen  in  drums  and 
removed  by  helicopter.  "Even 
before  Greenpeace,  it  was  our 


goal  to  have  no  impact  on  the  enviror 
ment,"  he  says.  "A  lot  of  the  inform? 
tion  about  how  fragile  this  place  is  cam 
from  us." 

McMurdo  is  beginning  to  look  neatei 
Many  of  the  old  canvas-covered  huti 
which  were  firetraps,  have  been  n 
moved,  replaced  by  three-story  dormitx 
ries.  And  cramped  labs  will  soon  giv 
way  to  a  brand  new,  46,000-square-fo( 
science  building.  Scheduled  to  be  con 
pleted  in  1992,  the  $25  million  facilit 
will  contain  state-of-the-art  analytic; 
equipment  such  as  electron  microscope 
the  first  in  Antarctica. 
END  OF  AN  ERA.  The  new  lab  will  end  a 
era  of  what  Ted  E.  DeLaca,  head  of  th 
Polar  Science  Section  at  the  NSF 
Washington,  calls  "reconnaissance  sc 
ence,"  in  which  scientists  conduct  expei 
ments  or  collect  samples  but  analys; 
and  interpretation  are  done  back 
home  labs.  "What  we  will  be  able  to  c 
is  have  a  turnaround  for  experiments 
a  day  or  even  a  few  hours,"  he  says.  S 
the  facility,  "will  draw  down  commur 
ties  of  scientists  who  have  not  previou 
ly  felt  it  was  worthwhile  to  come  here 
Some  scientists  believe  that  one  wa 
to  minimize  the  impact  of  human  activil 
on  the  Antarctic  environment  would  1 
to  consolidate  into  an  internation 
effort  at  a  few  well-equipped  centei 
such  as  McMurdo.  Many  countries  ha\ 
clustered  research  stations  along  tl 
warmer  Antarctic  Peninsula.  Much 
the  equipment — and  some  of  the 
search — is  redundant.  Indeed,  what's  g 
ing  on  in  many  of  those  labs  may  not  I 
research  at  all.  "Some  work,  particular 
seismic  work  at  sea,  has  been  done  pri 
cipally  from  the  point  of  view  of  pro 
pecting,"  charges  Ian  W.  D.  Dalziel,  s 
nior  research  scientist  at  the  Institu 
for  Geophysics  at  the  University  of  Te 
as,  Austin. 

Although  scientists  from  many  n 
tions  cooperate  on  research,  setting  i 
international  labs  is  likely  to  take 
long  as  reaching  an  agreement  ( 
CRAMRA.  In  the  meantime,  though,  mai 
scientists  feel  that  the  work  being  doi 
in  Antarctica  is  worth  the  price. 

"The  value  of  understanding  the  glo 
al  environment  is  far  greater  than  son 
local  impacts  made  while  gatherii 
the  information,"  says  John  B.  T; 
madge,  head  of  polar  coordinati( 
at  the  NSF.  Yet,  while  McMun 
Base  will  probably  never 
pretty,   its  rough  ai 
ready  ways  are  fa 
becoming  a  thing 
the  past. 

By  Alan  Hall  at  McMurc 
with  Emily  T.  Smith  in  Ni 
York,  John  Carey  in  Washingtc 
and  bureau  reports 
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Dear  Jonathan, 

"How  are  you  gonna  keep  'em  down  on  the  farm  after 
they've  seen  Paree?" 

Enclosed  is  an  application  for  employment  with  a  solid, 
little  company  called  Cornerstone.  They've  been  looking  for 
a  "heavy"  with  international  accounting  experience  to  run  the 
show.  The  pay  and  the  perks  are  great.  And,  of  yeah,  their 
office  is  in  Pans. ..you  know,  France. 

This  could  be  the  opportunity  you're  looking  for  It's  a 
young,  aggressive  group.  And,  if  all  works  out,  I'll  have  a 
friend  in  Paris.  N'esi pas? 
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THE  NEAT  TRICKS  A  BLUE  LASER  COULD 
DO— IF  SOMEONE  COULD  MAKE  ONE 


For  years,  engineers  have  been  trying  to  make  a  semicon- 
ductor laser  that  emits  blue  light.  Why?  Today's  CD  play- 
ers, video  disk  machines,  and  other  optical  storage  devices 
depend  on  lasers  that  produce  a  red  beam.  But  because  of  its 
shorter  wavelength,  a  blue  laser  would  make  it  possible  to 
squeeze  an  opera  or  full-length  movie  onto  a  single  CD. 

Semiconductor  lasers  are  made  from  exotic  materials  that 
emit  light  when  an  electric  current  is  applied.  Although  scien- 
tists believe  they  can  make  a  blue  laser  out  of  zinc  selenide, 
no  one  has  yet  fashioned  it  into  a  practical,  electrically 
powered  laser.  Japanese  researchers  have  previously  reported 
making  a  blue  laser  that  worked  at  -93C,  but  there  was  no 
proof  that  the  substance  would  even  produce  blue  light  at 
room  temperatures. 

Now,  Peter  S.  Zory,  an  electrical  engineer  at  the  University 
of  Florida,  has  managed  to  induce  a  tiny  zinc  selenide  device  to 
produce  blue  light  by  exciting  the  material  with  light  instead 
of  electric  current.  The  achievement,  he  believes,  proves  that 
an  electrically  powered  blue  laser  is  possible.  "We  did  not 
make  the  big  breakthrough,"  he  says,  "but  we  demonstrated 
that  these  things  can  work  at  room  temperature." 


THIS  PROTEIN 

MAY  STRANGLE  TUMORS 


In  normal  adults,  new  blood  vessels  are  formed  only  to  help 
heal  wounds  or  during  pregnancy.  But  when  tumors  take 
root,  they  spread  and  grow  by  stimulating  the  formation  of  a 
network  of  new  blood  vessels.  So  scientists  at  Repligen  Corp. 
in  Cambridge,  Mass.,  think  the  discovery  of  a  natural  protein, 
made  by  blood  platelets,  called  platelet  factor  4,  that  blocks 
the  formation  of  new  vessels,  is  important.  In  animal  tests,  the 
compound  retards  the  growth  of  solid  tumors. 

The  Repligen  researchers  have  pinpointed  the  active  area  of 
the  protein  and  are  using  recombinant  techniques  to  make 
large  quantities  of  the  drug,  called  Endostatin  B.  The  company 
plans  to  test  Endostatin  B  this  summer  on  AIDS  patients  who 
have  Kaposi's  sarcoma,  a  cancer  that  involves  rapid  growth  of 
endothelial  cells,  which  line  blood  vessels.  After  that,  Repligen 
hopes  to  extend  trials  to  patients  with  other  solid  tumors  and 
also  for  eye  diseases  such  as  diabetic  retinopathy. 


INTEL:  THE  NEW  LEADER 
IN  SUPERCOMPUTERS? 


Anew  machine  from  Intel  Corp.  is  about  to  change  the 
economics  of  supercomputing.  In  March,  the  Santa  Clara 
(Calif.)  chipmaker  will  begin  shipping  its  iPSC/860  supercom- 
puter, which  will  outperform  the  current  champion — Cray  Re- 
search Inc.'s  Cray  Y  ivip — yet  cost  much  less. 

Intel's  supercomputer  is  based  on  the  so-called  Hypercube 
architecture,  which  uses  an  array  of  speedy  microprocessors 
to  gang  up  on  problems.  The  iPSC/860  machine  has  between 


eight  and  as  many  as  128  of  Intel's  i860  microprocessors.  Eac 
of  these  chips  offers  roughly  the  same  processing  speed  as  a 
original  Cray  1  supercomputer.  Loaded  with  128  of  the  chip 
the  top-end  iPSC/860  machine  can  churn  through  7.6  billic 
floating-point  operations  per  second,  or  gigaflops.  But  with  a 
expected  price  of  less  than  $2  million,  the  top-end  model  wi 
cost  only  about  10%  as  much  as  Cray's  Y-MP  or  NEC  Corp. 
upcoming  SX-3  supercomputer,  a  $23  million,  22-gigaflop  moi 
ster  due  out  late  this  summer. 


GIVING  ELECTRIC  CAR  BATTERIES 
A  JOLT  IN  A  JIFFY 


As  General  Motors  Corp.  demonstrated  on  Jan.  4,  the  chi( 
polluter  of  urban  air — the  internal  combustion  engine- 
may  someday  yield  to  electric  powerplants  that  provide  spifi 
performance  for  the  daily  commute:  GM's  latest  prototype  c 
can  do  0  to  60  mph  in  8  seconds  and  travel  120  miles  betwe^ 
charges.  But  recharging  those  batteries  is  still  an  overnig: 
job.  Suppose,  though,  that  you  could  pull  into  a  service  stati 
for  a  quick  recharging — in  30  minutes  or  less.  Then  elect 
cars  might  be  practical  even  for  long  trips. 

That's  the  vision  of  Yury  Y.  Podrazhansky,  chief  executi\ 
of  Electronic  Power  Devices  Corp.  His  Atlanta  startup  hi 
patented  a  way  of  rapidly  reinvigorating  any  size  rechargeab 
battery.  And,  he  says,  the  technique  doesn't  damage  the  b; 
tery,  which  is  what  usually  happens  when  recharging  is  spee- 
ed  up  simply  by  pumping  in  more  electricity. 

The  trick  is  a  special  electronic  controller  that  jolts  tl 
battery  with  high  current  for  a  few  hundred  milliseconds,  th 
discharges  it  for  two  or  three  milliseconds.  After  a  bri 
respite,  so  the  battery  can  adjust,  the  cycle  repeats.  Podra 
hansky  perfected  his  method  to  recharge  the  batteries  in  t\ 
video  cameras  at  Turner  Broadcasting  System  Inc.,  where  1 
went  to  work  shortly  after  emigrating  from  the  Soviet  Unic 
in  1978.  He  is  now  working  on  a  commercial  prototype 
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AN  ARTIFICIAL  EYE  THAT  CAN  TAKE  IN 
THE  BIG  PICTURE 


I 


lachines  that  "see"  are 
Icommonplace,  from  su- 
permarket checkout  scanners 
to  factory  robots  that  spot 
flaws  in  a  car's  paint  job.  The 
systems  are  extremely  accu- 
rate. But  they  are  slowed 
down  because  they  process 
images  one  tiny  picture  ele- 
ment, or  pixel,  at  a  time. 

Toshiba  Corp.  has  taken  a 
different  approach — creating  an  artificial  retina  that  mimi 
the  eye's  ability  to  take  in  entire  scenes  instantly.  Like  tl 
human  retina,  it  is  based  on  special  chemicals  that  react 
light.  Dye  molecules  fill  thousands  of  microscopic  pits  in  a  tii 
metal  plate,  and  each  hole  is  capped  by  a  membrane.  Tl| 
retina  is  submersed  in  a  conductive  fluid.  When  an  image  fa 
on  the  plate,  the  dye  molecules  in  each  pit  respond  accordi 
to  the  intensity  of  light  at  that  location.  These  changes  affe] 
the  current  flowing  through  the  fluid  in  a  way  that  is  peculi] 
to  each  image. 

Ultimately,  the  technology  might  yield  retinal  implants  thj 
could  restore  some  vision  to  certain  blind  people.  But  that 
many  years  off.  By  the  mid-1990s,  though,  Toshiba's  researc 
ers  believe  that  the  artificial  eye  may  improve  methods 
compressing  video  signals  for  broadcasting. 
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/eat.  It's  the  only  way  to  run 
American  business.  It's  the  only  way 
}  know  to  run  an  airline. 


Northwest  is  doing 
more  than  ever  to 
help  you  run  your 
business.  If  you've 
flown  with  us  lately, 
you've  noticed.  We're  getting 
you  where  you  need  to  go,  on 
time.  We're  setting  standards 
of  comfort  and  efflciency. 
From  ticketing  to  baggage  han- 
dling, we're  racing  ahead  of 
the  competition,  it  takes  a  lot 
of  effort  to  stay  on  the  fast 
track,  but  finishing  first  is 
the  only  place  we  want  to  be. 
For  reservations,  call  your 
travel  agent  or  Northwest  at 
1-800-225-2525. 
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fORTHWEST  AIRLINES 


The  first  on-line 


information  service  to  track 
virtually  every  construction  project 
in  the  U.S. 


"Dodge  DataUne,"  from  McGraw-Hill.  Anyone  who  sells  products  or 
services  in  the  $2SU  billion  U.S.  construction  marketplace  can  now  track 
hundreds  of  thousands  of  projects  nationwide,  electronically  selecting 
the  hottest  leads,  it's  not  a  dream.  It's  Dodge  DataLine. 


At  McGraw-Hill,  being  first 
is  almost  second  nature. 
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Finances 


HOUSE-RICH  AND  CASH-POOR? 
THEN  LET  THE  BANK  PAY  YOU 


B95025133F 


Their  home  is  worth 
many  times  what  they 
paid  for  it,  and  the  mort- 
gage is  a  distant  memory.  Yet 
they  Hve  frugally  on  a  fixed 
income,  fretting  as  medical 
bills  or  even  property  taxes 
eat  away  at  their  savings. 
Nearly  everyone  knows  some- 
body in  this  "house-rich,  cash- 
poor"  dilemma. 

Until  recently,  many  such 
homeowners  faced  the  possi- 
bility of  having  to  sell  the  be- 
loved house  and  move.  But 
lately,  an  alternative  has  be- 
gun to  gain  widespread  atten- 
tion; the  reverse  mortgage. 
NO  TAXES.  A  reverse  mort- 
gage provides  homeowners 
with  a  fixed  monthly  sum  for 
the  rest  of  their  lives — and  as 
a  loan,  the  money  is  tax-free. 
The  borrower  lives  in  the 
house  and  maintains  it.  After 
his  or  her  death,  the  estate 
sells  the  house  and  pays  off 
the  loan  from  the  proceeds. 

American  Homestead  in  Mt. 
Laurel,  N.J.,  pioneered  the 
reverse-mortgage  concept  in 


the  mid-1980s.  It  now  has 
more  than  4,000  reverse-mort- 
gage holders,  who  receive  av- 
erage monthly  checks  of  $800. 
In  just  the  past  year,  some 
800  mortgagees  were  signed 
up  by  two  new  entrants  in  the 
field:  Capital  Holding  in  Lou- 
isville, which  provides  loans  in 
seven  states,  and  Providential 
Corp.  in  San  Francisco,  whose 
Home  Income  Plan  offers 
them  in  California.  To  encour- 
age more  lenders,  the  U.  S. 
Housing  &  Urban  Develop- 
ment Dept.  recently  agreed  to 
insure  2,500  small  reverse 
mortgages  issued  by  banks 
nationwide. 

Unlike  a  home  equity  loan, 
which  gives  the  homeowner  a 
lump  sum  to  be  repaid  in 
monthly  installments,  a  re- 
verse mortgage  grows  larger 
with  each  monthly  check.  But 
in  theory  at  least,  borrowers 
needn't  worry  about  paying 
back  the  loan  and  interest,  be- 
cause they  won't  be  around  at 
payback  time.  That's  left  to 
the  estate  lawyers. 


Lenders  set  the  size  of  the 
monthly  check  according  to 
several  factors:  the  borrow- 
er's age  (usually  62  and  up) 
and  life  expectancy,  the  worth 
of  the  house  now  and  its  pro- 
jected value  at  the  time  of 
death,  and  how  much  equity 
the  owner  chooses  to  give  up. 
The  lender's  goal  is  a  return 


The  more  equity  you 

put  up,  the  larger 
your  monthly  check 


of  ILo'A  on  the  cash  it  lays 
out — more  than  on  an  ordi- 
nary mortgage. 

Lenders  work  with  a  higher 
rate  because  reverse  mort- 
gages are  something  of  a 
gamble:  A  borrower  might 
outlive  the  mortality  tables, 
collecting  monthly  checks  all 
the  while;  or  if  the  house  fails 
to  appreciate  as  the  lender 
projects,  its  sale  won't  pro- 


tlith 


duce  the  expected  return.  W( 
such  cases,  the  actual  intere  Mo 
rate  paid  on  the  loan  can  t  Bi 
considerably  below  the  W.l  w 
figure.  "If  a  person  lives  loi  S«sts 
enough,  we  won't  get  any  i  m 
terest  and  could  do  wor  t  tri 
than  break  even  on  the  dea  igtl 
says  James  Burke,  chairm;  if  le 
of  American  Homestead. 
CUSHIONING.  On  the  oth 
hand,  if  the  borrower  dies  e<  '%  I 
lier  than  expected,  or  if  t  'm 
house  appreciates  rapidly,  t!  ii)r(.; 
lender  can  get  an  extra  i  liim 
turn.  Upon  selling  the  hous  i  Ma 
the  estate  pays  back  the  e  Ispa 
tire  sum  of  cash  doled  o  laser; 
plus  the  lender's  share  of  ai  sprij 
appreciation  during  the  lo;  nog 
period.  ew  f 

Giving  the  lender  only  8  tlii 
partial  share  of  the  house  p(  [clos 
mits  borrowers  to  keep  soir  all 
thing  to  bequeath  to  aiteit 
heirs.  About  75%  of  Provide  i's  oi 
tial  Home  Income's  curre  tea 
mortgagees  retain  one-thi  »iali| 
or  more  of  their  equity,  sa;  I's 
President  William  Texido. 

The  more  equity  you  p 
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'  course,  the  larger  your 
ily  check.  A  70-year-old 
with  a  $400,000  home 
draw  $1,732  each  month 
Providential  by  mort- 
g  the  entire  house.  He 
keep  a  25%  interest  and 
$1,278,  or  keep  50%  to 
^25  a  month.  Some  lend- 
uggest  holding  on  to 
equity  as  a  cushion  to 
tv  against  in  case  of, 
,  medical  emergency, 
iny  case,  the  owner  re- 
full  title  to  the  property, 
ere  are  no  real  estate 
'er-tax  consequences  un- 
;ale  takes  place.  (A  cou- 
,n  arrange  for  checks  to 
until  both  spouses  die.) 
le  plans  provide  for  a 
sum  cash  advance,  to 


TO  LEARN  MORE 
ABOUT  REVERSE  MORTGAGES 

AMERICAN  HOMESTEAD  (800  233-4762)  serves  borrowers  in  Cal- 
ifornia, Connecticut,  Delaware,  Maryland,  New  Jersey,  Ohio, 
Pennsylvania,  and  Virginia 

UPITAL  HOLDING  (800  942-6550)  covers  California,  Florida,  Illi- 
nois, Kentucky,  Maryland,  North  Carolina,  and  Virginia 

DEPARTMENT  OF  HOUSING  &  URBAN  DEVELOPMENT  (800  245 

2691)  provides  free  information  and  a  list  of  FHA-approved  lend- 
ers in  all  states 

NATIONAL  CENTER  FOR  HOME  EQUITY  CONVERSION  (507  532 

3230)  offers  a  free  list  of  lenders  (send  a  stamped,  self-addressed 
envelope  to  1210  E.  College  St.,  Suite  300,  Marshall,  Minn. 
56258)  and,  for  $35,  an  80-page  comparison  of  payouts  and  rates 

PROVIDENTIAL  HOME  INCOME  PLAN  (800  441  4428)  serves 
California  borrowers  and,  like  others,  has  applied  to  expand  into 
more  states 


help  the  homeowner  pay  off  a 
small  remaining  mortgage  or 
make  repairs.  And  closing 
costs,  title-insurance  fees,  and 
"points"  can  be  advanced  by 


the  lender  to  eliminate  any 
up-front  costs.  Ordinarily,  the 
loans  are  "nonrecourse":  The 
borrower  never  owes  more 
than  the  house's  value,  and 


the  lender  can't  demand  re- 
payment from  other  assets. 

One  caution:  More  so  than 
with  an  annuity  or  bank  CD, 
the  penalty  for  early  with- 
drawal can  be  steep.  Suppose 
a  widower  opts  to  leave  the 
frigid  north  for  a  warmer 
clime,  or  illness  requires  a 
move  to  a  nursing  home — and 
the  house  is  sold  prematurely. 
Typically,  full  interest  must 
be  paid  on  the  sum  of  month- 
ly checks  received  plus  any 
up-front  advances.  And  if  the 
mortgage  was  secured  by  the 
entire  house,  the  lender  would 
reap  all  the  appreciation  in 
the  home.  At  that  point,  the 
borrower  could  wind  up  cash- 
poor  again — and  not  house- 
rich.  Don  Dunn 


What's  In 


HIGH-TECH  RAZORS 
n  THE  EDGE? 


he  razor  makers  are  at 
it  again.  With  custom- 
ary fanfare,  they're 
)eting  a  drugstore  full 
ihnological  advances  de- 
i  to  give  you  the  closest, 
comfortable  shave  ever. 

V  of  these  razors 
do  make  a  differ- 
But  a  month  of 

)us  in-home  testing 
;sts  that  many  of 
lew  devices  are 

triumphs  of  mar- 
r  than  technology. 
'  loudest  trumpet- 
)mes  from  Gillette, 

this  month  starts 

I  Sensor,  its  first 
razor  in  13  years, 
r  ($3.75)  is  a  manu- 
ring marvel:  Its 
blades,  fused  to 
spacer  bars  by  mi- 
sers, float  on  plas- 
prings  within  the 
ig  cartridge.  And 

V  pivoting  system 
the  shaving  head 

closer  to  your  skin 

II  times,  which 
s  it  tugs  less  than  Gil- 
5  older  Atra.  It  feels  a 
letter  than  lightweight 
sables  such  as  Bic  or  Gil- 
;  own  Good  News. 

i  does  Sensor  shave  any 
•?  Only  marginally,  if  at 


all.  In  fact,  its  blades  are  basi- 
cally the  same  as  the  ones  in 
older  models.  The  best  thing 
about  the  Sensor  is  the  way  it 
looks:  sleek  and  modern.  Gil- 
lette seems  to  have  learned  a 
few  lessons  from  the  German 


patch  that,  early  ads  declared, 
is  six  times  as  smooth  as  simi- 
lar patches  on  Gillette  car- 
tridges. Last  year,  Gillette 
sued  Wilkinson  in  Manhattan 
federal  court  and  got  an  in- 
junction barring  Wilkinson 
from  using  that  claim  in  ads. 
Gillette's  point  is  well-taken: 
It's  hard  to  see  what  the  blue 
strip  brings  to  the  shave.  Lo- 
cated above  the  blades  on  Wil- 
kinson's new  Profile  shaver 
($2.99),  it  lubricates  the  skin 


designers  who  make  electric 
shavers  at  its  Braun  sub- 
sidiary. 

Naturally,  rivals  Wilkinson 
and  Schick  have  their  own  in- 
novations. Wilkinson's  is  the 
"blue  strip" — a  lubricating 


only  after  the  razor  has  done 
its  work. 

Employing  the  theory  that 
less  is  more,  Schick  has  a  new 
product  called  the  Slim  Twin 
($4.50).  This  razor  supposedly 
delivers  a  better  shave  be- 


cause its  cartridge  head  is 
thinner  and  easier  to  maneu- 
ver— a  claim  that  will  lose 
some  clout  when  the  equally 
slim  Sensor  hits  the  stores. 
Another  Slim  Twin  feature  is 
welcome,  though:  If  you  like, 
you  can  keep  the  head  from 
pivoting  with  the  flip  of  a 
switch. 

'WET/DRY.'  It  has  always  been 
hard  to  beat  electric  shavers 
for  convenience — but  not  for 
closeness.  The  electrics  are 
showing  some  improve- 
ment, though.  Last 
year,  Panasonic  intro- 
duced Smooth  Operator 
($68.95),  a  "wet/dry" 
shaver  that  you  can  use 
with  shaving  cream  and 
hot  water.  Why  bother? 
It  makes  for  a  notice- 
ably closer  shave. 

Like  earlier  products 
from  Remington  and 
Braun,  Smooth  Operator 
cuts  with  a  block  of 
blades  behind  a  flexible 
metal  screen.  But  unlike 
Remington's  Micro 
Screen  shaver,  Smooth 
Operator  doesn't  sound 
like  a  lawn  mower  in 
your  bathroom.  There  is 
a  downside:  Smooth  Op- 
erator requires  8  hours 
of  charging  for  21  min- 
utes of  shaving  time.  Braun 
models  need  just  1  hour  for  30 
minutes  of  shaving. 

Clearly,  razor  technology  is 
coming  along.  But  it's  still  a 
long  way  from  matching  its 
hype.  Keith  Hammonds 
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HELPING  THE 
MEDICINE  GO 
DOWN— OR  IN 


When  President  Bush 
settled  in  on  the 
U.  S.  S.  Belknap  be- 
fore his  recent  visit  with  Mik- 
hail Gorbachev,  he  was  well 
prepared  for  the  summit  at 
sea.  He  had  a  t^-ped  list  of 
proposals  and,  perhaps  more 
important,  he  was  wearing 
what  looked  like  a  circular 
Band-Aid  behind  his  ear.  The 
patch  was  performing  a  vital 
service — protecting  the  Presi- 
dent from  motion  sickness. 

Transdermal  patches  don't 
look  like  much:  They're  trans- 
parent or  flesh-colored  and 
can  be  as  small  as  a  dime.  But 
the  devices,  which  let  con- 
trolled doses  of  drugs  enter 
the  bloodstream  through  the 
skin,  are  a  growing  method  of 
drug  delivery.  Aside  from  mo- 
tion-sickness patches,  which 
cost  about  $18  for  12  days' 


rmm 
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SKIN  DEEP 

TRANSDERMAL  PATCHES  SEND 
CONTROLLED  AMOUNTS  OF 
DRUGS  THROUGH  THE  SKIN 
DIREGLY  INTO  THE 
BLOODSTREAM 


worth  of  medication,  there  are 
patches  to  treat  more  serious 
medical  conditions  such  as 
high  blood  pressure  and  angi- 
na. They  are  also  used  to  pro- 
vide estrogen  to  postmeno- 
pausal women. 

The  patches  come  in  two 
varieties.  One  relies  on  a  rate- 
controlling  membrane  that  re- 
leases  drugs   into  the  skin 


from  a  reservoir  layer.  The 
other  has  a  spongelike  design 
that  moves  more  of  the  medi- 
cation into  contact  with  the 
skin  as  the  drug  is  absorbed. 

The  patches  have  several 
advantages  over  pills.  Some 
drugs  taken  orally  can  be  ren- 
dered inactive  by  the  liver. 
Your  doctor  may  have  to  pre- 
scribe a  drug  in  a  high  dos- 


age, which  can  cause  gastr 
intestinal  side  effects.  Th 
continuous,   controlled  delij 
ery  of  drugs  through  the  skil 
also  avoids  the  peak-and-va' 
ley  phenomenon,  where  yc 
get  a  high  concentration  of 
drug  soon  after  you  take  it 
NICOTINE  FIX.  Then  there 
convenience:  Instead  of  ta 
ing  a  batter}'  of  pills,  y 
stick  on  a  patch  every 
hours,  or,  in  the  case  of  hi 
blood  pressure,  a  patch 
week.  If  you  feel  side  effec 
you  can  stop  drug  delivery 
removing  the  patch. 

There  are  some  drawbac 
Continuous  dosages  m 
cause  the  body  to  develop 
tolerance  to  the  nitroglyce" 
in  patches  for  angina.  And  t 
patches  cause  itching  and  r- 
ness  on  some  people. 

Still,  there  are  many  n 
patches  in  the  works.  0. 
may  help  smokers  kick  t 
habit  by  delivering  nico" 
through  the  skin.  Anoth 
may  deliver  a  potent  pa 
killer  for  postoperative  a 
cancer  patients.  Research 
are  even  working  on  patch 
to  deliver  birth-control  me 
cation.  Su:auue  Wool 


These  are  trying  times  in 
the  restaurant  industry. 
A  glut  of  eateries,  a  labor 
crunch,  and  price  wars  have 
caused  plenty  of  "Maalox 
moments"  for  management 
and  investors.  Yet  experts 
caution  against  writing  off 
restaurant  stocks  entirely. 

For  starters,  consider  the 
mid-price,  sit-down  outfits 
where  checks  average  $5  to 
$10  per  person.  Increasingly, 
baby  boomers  yawn  at  the 
tired  offerings  of  fast-food 
joints.  Still,  they  don't  neces- 
sarily want  the  lofty  checks 
that  come  with  white- 
tablecloth  establish- 
ments. So  this  middle 
segment  is  enjoying 
robust  growth. 

A  prime  example  is 
the  Chili's  chain. 
Chili's  stock  has  out- 
paced the  market  two 
years  running.  Its 
earnings  have  cruised 
up  in  the  20%-a-year 
range — and  show  no 
signs  of  slowing  down 


Smart  Money 

IT'S  FEAST  OR  FAMINE 
IN  RESTAURANT  STOCKS 


this  year.  Another  winner  is 
Vicorp  Restaurants,  owner 
of  the  lucrative  Bakers 
Square  pie  and  sandwich 
shops.  Vicorp's  management 
is  busily  converting  its  Sam- 
bo's coffee-house  chain  over 
to  the  Bakers  Square  format. 
Earnings  should  soar  oO"e 
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HOT  AND  COLD  FARE 


Company 

Stock  price 
Jan.  8,  1990 

Percent  change 
1989 

CRACKER  BARREL 

273/4 

68% 

SBARRO 

25 

63 

CHILI'S 

33 

57 

MCDONALD'S 

33% 

43 

COLLINS  FOODS 

20  Vs 

20 

CARL  KARCHER 

113/4 

10 

WENDY'S 

4% 

-20 

DATA: 

MONTGOMERY  SECURITIES 

this  year,  according  to  Mont- 
gomery Securities. 

Among  the  family-restau- 
rant chains.  Cracker  Barrel 
Old  Country  Store  is  a  daz- 
zler.  The  high-fiying  chain, 
which  has  outlets  along  U.  S. 
interstate  routes  in  the 
Southeast,  serves  up  coun- 
try-style eats  in  rustic 
surroundings.  Reve- 
nues have  almost  dou- 
bled since  1987,  and  it 
plans  to  open  40  moi'e 
outlets  by  the  end  of 
1991,  bringing  its  to- 
tal to  about  106. 
BUM  STEER.  By  con- 
trast, the  quick-ser- 
vice market  can  be 
treacherous  for  inves- 
tors. Hit  hard  by  fran- 
chise problems  and 


product  missteps,  Wendy 
International  stock  tumbl 
20%  last  year.  And  while  i 
new  "Value  Menu"  of  s 
cially  priced  99$  items  loo 
promising,  many  analys 
suggest  sitting  this  one  o' 
Another  vulnerable  stock 
Carl  Karcher  Enterprise 
Its  Carl's  Jr.  chain  is  losin 
m.arket  share  to  McDonald 
and  Mexican-food  outlets 
Southern  California,  where 
price  war  is  raging. 

Of  all  the  fast-food  comp 
nies,  McDonald's  is  probab 
the  best-positioned  to  ri( 
out  the  storm.  Few  compe' 
tors  can  match  its  consistei 
performance.  Says  Duff 
Phelps  analyst  Diane  Mu 
tain:  "They  will  maintain  15 
earnings  growth  in  a  pret 
crazy  environment." 

That  crazy  climate  ms 
not  go  away  anytime  soo 
But  if  you  can  spot  tl 
chains  with  the  right  mix 
menu  and  atmosphere,  yc 
could  be  in  for  some  healtl 
returns.          Brian  Bremn 


PERSONAL  BUSH 


STAY  AT  MARRIOTT 
OR  RENT  FROM  HERTZ 
AND  WIN  INSTANTLY 


^^^^ 


WE'RE  GIVING  AWAY  FIFTY  1990 
FORD  THUNOERBIRDS,  HUNDREDS  OF  RESORT  TRIPS  AND 
4,500,000  OTHER  TRAVEL  PRIZES  WORTH  OVER  $90,000,000. 

To  play  and  win,  get  a  WINTER  INVITATIONAL  GAME  CARD  every  time 
you  register  at  a  Marriott  Hotel  or  Resort  or  rent  from  Hertz 
now  through  February,  1990. 


^^rnott. 


WINTER  INVITATIONAL  GAME 


NO  PURCHASE  NECESSARY.  To  obtain  Game  Card  and  Rules:  Hand  Print  and  Mail  4 "  x  9"  Self-Addressed  Stamped  Envelope  and  3"  x  5 "  card  wiih  name  and 
address  and  "MARRIOTT-HERTZ  WINTER  INVITATIONAL"  to:  Card  Request,  PO.  Box  9370,  Bridgeport,  CT  06699.  Limit  one  request/person  25  years  of  age  or 
older/week.  No  requests  honored  from  clubs/groups.  Return  postage  not  required  from  WA  residents.  Free  Game  Card  and  Rules  available  at  f^larriott  front  desk/ 
Hertz  counter  in  AL  and  HI.  Requests  must  be  received  by  1/31/90  or  while  supplies  last:  award  claims  by  3/31/90.  VOID  WHERE  PROHIBITED.  Not  available  outside 
U.S.  or  at  Marriott  Conference  Centers,  Courtyard  by  Marriott,  Fairfield  Inn,  or  Residence  Inn,  and  some  Hertz  licensee  locations. 


Li 


ersonal  Business 


Outdoor; 


WHAR 

THEY 

BLOW 


It's  a  few  minutes  past 
dawn  on  the  beach.  Al- 
though it's  too  early  for 
kids  and  their  sand  shovels, 
just  beyond  the  breaking 
waves  there's  play  of  a  differ- 
ent kind:  Half  a  dozen  great 
whales  are  cavorting.  With  a 
frenzy  of  flippers  and  tails, 
snorting  and  blowing  phime.- 
skward,  some  of  the  world' - 
largest  mammals  are  showinj." 
off.  They  even  flash  a  fev. 
gazes  in  your  direction. 

You  can  watch  whale.~ 
around  the  world,  from  the 
killer  Orcas  off  Vancouver  Is- 
land to  humpbacks  off  the 
West  Indies.  But  your  odds 
are  best  in  California,  where 
prime  whale  watching  begins 
around  Christmas  and  ex- 
tends through  Februarv".  The 
California  Gray  \Miales  hug 
the  coast  on  their  annual 
6,000-mile  migration  from 
Alaska's  Bering  Sea  to 
the  waiTn-water  lagoons 
along  Mexico's  Baja 
peninsula.  Then  these 
50-foot.  40-ton  levia- 
thans return  north,  and 
you  can  watch  them 
through  April. 

In  Northern  Califor- 
nia, the  best  whale- 
watching  places  are 
Mendocino  and  Point 
Reyes,  north  of  San 


AT  EASE  OFF  THE  BAJA  PENINSULA:  WHEN  THEY  MIGRATE,  CALIFORNIA  GRAY  WHALES  SWIM  6,000  MILES 


ly  last  half  a  day  and  cost 
about  S12.  Early  morning  out- 
ings, when  there's  often  little 
\\'ind,  are  best.  Binoculars  are 
recommended,  but  even  with- 
out them  you're  in  for  a  treat: 
Whales  can  be  attracted  to 
the  engine  sounds  made  by 
idling  boats. 


A  GRAY  WHALE:  YOU  CAN  EVEN  PET  IT 


Francisco,  and  Point  Lobos  to 
the  south.  In  Southern  Cali- 
fornia, check  out  Dana  Point 
in  Orange  Countv*  and  Point 
Loma  in  San  Diego.  For  other 
locations,  pick  up  a  field 
guide.  The  Oceanic  Society 
Field  Guide  to  the  Gray 
Whale  is  a  bargain  at  S4.95. 
NO  FLUKE.  To  get  an  even 
closer  looK.  ship  out  on  a 
whale-watching  boat.  They 
generally  advertise  in  local 
newspapers  or  in  the  Yellow 
Pages  under  such  categories 
as  en\-ii*onmental  associations 
or  tour  operators.  You  can 
also  call  the  local  touri.it  in- 
formation board.  Trips  u.-^ual- 


The  first  indication  of 
whales  nearby  comes  as  you 
scan  the  horizon  for  spouts, 
or  "blows."  Shooting  plumes 
of  vapor  1.5  feet  into  the  air, 
whales  will  spout  as  often  as 
three  to  five  times  before  div- 
ing and  stajing  submerged 
for  as  long  as  five  minutes. 


Worth  Noting 

■  NO  THREAT.  Disagreeing 
with  a  Labor  Dept.  ad\isory" 
issued  last  summer,  the  IRS 
says  that  bank  customers 
who  get  free  checking  for 
maintaining    a  minimum 


That's  only  the  beginning, 
though:  Many  times,  a  whale 
will  return  to  the  surface  with 
a  breathtaking  lunge.  Lifting 
itself  almost  completely  out 
of  the  water,  it  will  roll  over 
on  its  side  and  fall  back  to  the 
surface  with  a  tremendous 
splash.  The  acti\it}-  is  called 
breaching. 

Even  without  acro- 
batics, whales  can  be 
plent}'  enteitaining.  Of- 
ten they  take  a  break 
from  their  arduous  jour- 
ney by  poking  their 
^  I  heads  out  of  the  water, 
!  seemingly  to  look 
around.  Poised  vertical- 
ly, they  use  their  wide 
tails,  or  "flukes,"  to  pir- 
ouette in  a  full  circle. 
Some  researchers  believe 
whales  engage  in  this  "spy- 
hopping"  beha\ior  to  get  a 
land  bearing  that  enables 
them  to  correct  their  course. 
Once  they  have  their  bear- 
ings, they  tank  up  on  aii-  with 
a  few  mightj'  blows,  kick 
their  flukes  high  into  the  sky. 


and  disappear  below  the 
face. 

For  the  ultimate  wh 
watching  trip,  travel  fr 
San  Diego  to  the  secluded 
goons  of  Baja  on  a  weekl 
cruise.  Once  the  staging  a 
for  massive  whale  kills,  to 
i  the  lagoons  are  full  of  rest 
'  grown  whales  and  play 
i  calves.  Many  will  even  let } 
[  pet  them. 

I  More  than  a  dozen  gro 
I  offer  trips  to  three  separ 
lagoons,  all  virtually  in 
cessible  by  land.  The  Am 
can  Cetacean  Society.-  (213 
6279),  based  in  San  Pec 
Calif.,  has  been  at  it 
15  years.  An  eight-day 
tiip  takes  34  devotees  or 
95-foot  boat.  The  cost 
81,150,  including  meals, 
cess  to  the  lagoons  is  stric 
limited  by  the  Mexican 
emment  to  three  tour  bo 
per  lagoon  at  any  one  ti 
This  keeps  the  waters 
crowded — and  usually  affo 
tourists  abundant  cont 
with  the  whales.     Eric  Sch 


amount  in  an  indi\idual  re 
tirement  account  or  Keogh 
deposit  need  not  worry  about 
the  account  losing  its  tax-de- 

fen-ed  status. 

■  RESORT-AT-SEA.  Club  Med, 
operator  of  110  resorts  in  33 
countries,  launches  a  first 
"seagoing  \illage"  on  Feb. 


10.  Sailing  from  the  island 
Guadeloupe,  its  new  CI 
Med  1  liLxun,"  liner  will  car 
425  passengers  on  one-we 
Caribbean  cruises.  The  si 
boasts  seven  computer-cc 
trolled  sails,  two  pools,  fi 
bars,  and  room  servif 
Prices:  Sl,440  to  $2,025. 
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PERS0^4ALBUSI 


One  small  step... 


rwenty  years  ago,  the  U.S.  Space  Program  took  us  to 
the  moon  and  showed  us  the  greatness  that  was 
Dssible  if  we  only  dared  to  dream. 

And  twenty  years  ago,  Presidential  Classroom  brought  its 
rst  group  of  outstanding  high  school  juniors  and  seniors  to 
i/ashington,  D.C.,  to  take  their  first  steps  in  witnessing 
merican  democracy  in  action. 

Just  like  the  first  astronauts  to  land  on  the  moon,  the 
Dung  men  and  women  who  participate  in  Presidential 
lassroom's  Senior  High  School  Program  each  year  dream 
Dout  the  future.  Filled  with  enthusiasm  and  the  desire  to 
arn,  these  gifted  young  scholars  come  to  the  nation's  capital 
)  meet  with  those  who  govern  this  country:  Members  of 
ongress.  Senators.  White  House  officials.  Joint  Chiefs  of 
taff.  Ambassadors.  These  students  of  democracy  are  the 
romise  of  tomorrow.  They,  and  those  who  support  them,  are 
ivesting  in  America's  future. 

Great  journeys  begin  with  a  dream  and  one  small  step, 
residential  Classroom  helps  the  journey  begin. 

For  a  copy  of  Presidential  Classroom's  brochure  describing 
ur  domestic  and  international  programs,  or  information  on 
le  Corporate  Partnership  Program,  please  contact: 
Presidential  Classroom,  441  North  Lee  Street, 
Alexandria,  Virginia  22314-2346 
1-800-441-6533,  (In  Virginia,  703-683-5400) 

Presidential  Classroom 


Photo  courtesy  of  NASA 


Vhere  the  leaders  of  tomorrow 

meet  the  leaders  of  today. 
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Peter  Drucker  says,  "The 
Salvation  Army  probably  does  a 
better  job  with  the  poor  than  any- 
one else." 

"And  frugallv."  adds  Fortune 
(11  9  871.  "Of  each  dollar  it 
receives,  86  cents  goes  to  the 
needy."  In  a  business  where  50  to 
60  cents  is  the  norm. 

How  do  we  do  it? 

Accountability:  We  feed  mil- 
lions, yet  keep  track  of  everv  bite 
—and  its  nutritional  value. 

Economies  of  scale;  We  buy 
like  an  army.  Uniforms  wear  like 


iron  and  save  on  pinstripes  and 
power  ties.  Utilitarian  furniture 
must  last  10  ( upholstered i  to  15 
( unupholstered )  years. 

Cost  control:  We  use  both 
sides  of  all  paper  and  make  pads 
out  of  the  leftovers.  Equipment  is 
kept  in  top  shape  to  last  longer. 
Cost-cutting  ideas  are  encour- 
aged and  communicated. 

Hard  choices:  Buying  com- 
puters and  consolidating  our  four 
territories  might  save  labor.  But 
cost  money.  So  we  keep  laboring. 

Yet  aren't  we  a  religious 


group.''  ^ 

Religious,  ves.  Fanatics,  no. 
Being  holier-than-thou  doesn't 
get  the  job  done. 

Still,  it  takes  more  than  just  i^^ 
hope  and  charity  to  succeed.  It 
takes  an  act  of  faith  to  fight  alco-  ^ 
hoi.  drugs,  poverty  and  hopeless- 
ness on  its  own  turf— and  win. 

But  we  manage  it.  As  Peter 
Drucker  says,  "Their  achievemei 
is  to  turn  outcasts  into  citizens."  \ 

So,  kid  us  all  vou  want  to 

Wo; 

about  "saving  souls."  But  please  i« 
help  us  save  lives.  t-. 


We're  fighting  for  you. 


The  Salvation  Army  of  Greater  New  York.  132  West  14th  Street.  New  York,  NY  10011-7388.  (212)  807-420( 
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iex  to  Companies 

iex  gives  the  starting  page  for  a  story  or  fea- 
th  a  significant  reference  to  a  company.  Most 

Hecht's  32 
Henley  Group  56 
Heron  Financial  62 

Pizzo  Hut  68 
Plessey  42 
Polygraph  44 

aries  are  indexed  under  their  own  names, 
nies  listed  only  in  tables  ore  not  Included. 

Hewlett-Packard  68 

Procter  &  Gamble  33,  34, 
35 

Hooker  62 

Coco-Cola  14 

Providential  82 

OolumlDio  Pictures  35 

1 

Pueblo  International  47 

rtners  60 

Converse  58 

IBM  42,53,68 

Pyramid  Technology  68 

8 

CPC  International  34 

Infratest  44 

R 

6 

Cracker  Barrel  Old  Country 

Ingersoll-Rand  56 

Renault  40 
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Cray  Research  78 
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K  mart  46 
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1  Consulting  68 

Dayton  Hudson  32 
Dean  Foods  34 
Deutrans  44 
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King  World  Productions  35 
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Smith  International  56,  57 
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Syntex  66 
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Nabisco  Brands  34 

Unisys  68 

United  Parcel  Service  68 

Wireless  40 

Fiat  40 

NEC  78 
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Firestone  Tire  &  Rubber  68 
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Oryx  Energy  57 
Oxidyne  Group  38 

Waste  Management  47 

Wendy's  International  84 
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27 
million 
Americans 
cant  read. 
And  guess 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


0 

cialition  for  Literacy 


(joinc! 
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Multiple  Choice, 

Wbch  state-of-the-art  fax  is  designed  and  built  by  an  $18  billion  world  leader  in  communications  and  computer 

with  over  20  years  of  fax  experience,  and  backed  by  the  only  dedicated  nationwide  fax  service  organization  in  America? 
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dex  7800 


□  Ihe  ultimate  plain-paper  fax. 


A 


dex  450 


ffordable  plain-paper  fax. 


dex  150 


□  IbwerFax"'  with  memorj 


ill 


iO( 
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M 


dex  6700 


dex  440 


□  IViodular,  expandable  idx. 


Sophisticated  error-correcting  fax. 
of  the  above. 


For  a  professional  quality  fax  with  the  features  you  need  most,  the  right  choice  is  Fujitsu. 
Contact  Fujitsu  Imaging  Systems  of  America,  3  Corporate  Drive,  Commerce  Park,  Danbury,  CT  06810. 

Or  call:  1-800-243-7046. 


FU^TSU 

The  global  computer  &  communications  company 


dex  IS  a  registered  trademark  and  PowerFax  is  a  trademark  of  Fujitsu  Imaging  Systems  of  Americi 
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Gold  rebounded  on  yet 
rumor  of  Mikhail  Gorba- 
signation. 
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FUNDAMENTALS 
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8.6% 
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FAIR  TRADE 
STARTS  AT  HOME 


Trade  has  dominated  U.  S.  history  since  the  days  of  the 
Yantcee  Clippers,  but  it  is  hard  to  think  of  a  time  when 
bilateral  disputes  with  a  major  trading  partner  have 
caused  as  much  trouble  as  they  do  today  with  Japan.  Carla 
A.  Hills  (page  50),  the  U.  S.  Trade  Representative,  will  need 
a  rare  combination  of  toughness  and  tact  if  she  is  to  succeed 
in  rescuing  Washington's  deteriorating  relationship  with 
Tokyo. 

The  source  of  the  ill  feeling,  of  course,  is  the  balance-of- 
payments  drain  caused  by  our  trade  with  Japan.  That  huge 
$52  billion  deficit  has  not  improved  since  the  dollar  peaked  in 
1985,  even  though  our  trade  position  with  the  rest  of  the 
world  has  gotten  better.  Somehow,  the  Japanese  must  be 
convinced  that  it  is  in  their  interest  as  much  as  Washing- 
ton's to  bring  the  Japanese  half  of  the  $110  billion  U.  S. 
trade  deficit  down. 

Paradoxically,  much  of  this  is  beyond  the  reach  of  Mrs. 
Hills's  celebrated  skills.  Her  mandate  is  limited  to  negotiat- 
ing terms  of  trade,  from  multilateral  arrangements  such  as 
GATT  to  eyeball-to-eyeball  talks  on  specific  issues.  What  she 
is  doing  is  critical  to  opening  the  closed  Japanese  markets, 
but  for  the  U.  S.  to  exploit  these  openings  requires  a  far 
more  efficient  and  productive  economy. 

And  that  brings  us  full  circle  to  the  old  verities.  We  need 
to  raise  U.  S.  levels  of  saving  and  investment.  That  will 
require,  for  starters,  shrinking  the  federal  budget  deficit,  so 
that  its  financing  costs  will  not  soak  up  available  capital  and 
drive  up  interest  rates.  We  need  to  encourage  innovation 
and  long-term,  strategic  thinking  by  U.  S.  corporate  manag- 
ers. We  need  to  shift  more  of  the  taxation  burden  to  domes- 
tic consumption,  in  order  to  hold  down  consumer  imports 
and  make  exporting  relatively  more  attractive.  Above  all,  we 
need  to  upgrade  the  education  and  training  of  Americans  to 
help  them  realize  their  full  creative  and  productive  potential. 
In  the  meantime,  Mrs.  Hill  must  continue  to  do  her  thing. 
Longer-term,  if  we  accomplish  these  revitalizing  goals,  we'll 
have  less  to  negotiate  about. 


GIVING  NORIEGA 
WHAT  HE  DESERVES 


Unles.s  federal  prosecutors  and  lawyers  for  deposed 
Panamanian  strongman  Manuel  Noriega  strike  an 
unexpected  plea  bargain,  the  trial  of  the  ex-"Maxi- 
mum  Leader"  on  drug  charges  promises  to  raise  a  host  of 
interesting  political  and  legal  questions.  But  none  of  them 
should  prevent  the  general  from  receiving  a  fair  and  legal 
trial.  It's  well-established  law  that  even  if  the  invasion  of 
Panama  violated  interni'tional  law,  the  court  has  the  right  to 
try  him  now  that  he's  in  Miami. 

Noriega's  defense  lawyers  are  sure  to  challenge  evidence 
found  during  the  Army's  search  of  Noriega's  residence.  The 


U.  S.  Supreme  Court  is  scheduled  to  decide  this  term  whet 
er  the  Constitution's  guarantees  apply  to  searches  by  t 
U.  S.  government  in  foreign  countries.  Even  if  the  con 
rules  that  the  Bill  of  Rights  extends  beyond  U.  S.  bordei  '^^^ 
prosecutors  still  would  be  able  to  use  earlier  evidence  th  s[j 
led  to  Noriega's  two  indictments. 

Nor  should  publicity  surrounding  the  case  make  it  imp( 
sible  for  Noriega  to  receive  a  fair  trial.  What's  required 
not  that  jurors  be  ignorant  of  the  case  but  that  they  be  alfii;! 
to  reach  a  verdict  based  on  the  trial  evidence.  If  such  a  ju 
could  be  found  in  the  Watergate  and  Irangate  cases,  one  c 
be  found  again. 

Finally,  Noriega's  lawyers  will  demand  reams  of  sensiti\ 
classified  documents.  Whether  or  not  to  release  them  is 
much  a  political  decision  as  a  legal  one.  President  Bu 
should  make  sure  that  all  relevant  documents  are  hand 
over  so  that  the  trial  will  not  be  aborted.  In  some  past  tria 
the  Administration's  refusal  to  turn  over  information  k 
cynics  wondering  whether  the  White  House  wanted  to 
members  of  the  intelligence  community  off  the  hook.  B 
former  agent  Noriega  left  the  reservation,  helping  out  be 
Cuba  and  Nicaragua.  Odds  are  he'll  get  far  different  tre; 
ment,  and  he'll  deserve  it. 


ion 


THE  BEST  BET  FOR 
SAVING  ANTARCTICA 


Just  how  far  civilization  should  be  allowed  to  intrude  ir 
the  empty  reaches  of  Antarctica  is  now  a  worldwi 
cause  celebre.  Since  the  Antarctic  Treaty  took  effect 
1961,  escalating  tourism,  fishing,  and  scientific  activity  ha 
created  mountains  of  waste,  contaminated  coastal  wat< 
with  sewage  and  other  pollutants,  and  disturbed  wildll 
breeding  grounds  (page  72). 

Public  outcry  over  the  despoiling  of  the  frozen  contini 
and  intense  lobbying  have  now  stalled  ratification  of  t| 
Convention  on  the  Regulation  of  Antarctic  Mineral 
sources  Activities  (CRAMRA),  an  agreement  that  would  re 
late  mineral,  oil,  and  gas  exploitation.  Instead,  some  co 
tries  and  environmentalists  are  calling  for  sweeping 
controls  on  all  human  activity,  or  even  for  the  creation  o 
wilderness  park  where  mineral  exploitation  would 
banned.  Critics  contend  that  the  agreement  opens  the  d( 
to  commercial  interests  and  doesn't  provide  enough  prot 
tion  for  the  environment. 

That's  too  bad,  because  cramra  is,  for  the  moment,  A 
arctica's  best  chance  for  environmental  protection.  The  p: 
would  require  consensus  among  all  signatories  before  a 
exploration  could  be  started  and  would  prohibit  mining  tl 
is  environmentally  damaging.  Unlike  many  earlier  Antarc 
agreements,  this  one  is  clearly  worded — according  to  int 
national  legal  experts — and  has  provisions  for  binding  se 
ments.  The  agreement  also  helps  ensure  that  any  discovi 
would  not  upset  the  balance  of  the  Antarctic  Treaty  syst€] 
which  depends  on  keeping  the  territorial  claims  of  se 
nations  "on  ice."  But  even  more  important,  CRAMRA, 
better  than  an  outright  ban:  Any  ban  is  unstable  and  eai 
broken. 
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F  peer  pressure  has  kept  you  from 
getting  a  Saab#get  new  peers. 


Too  bad  you're  a  grown- 
Who'll  tell  you  to  stop 
ng  somettiing  dumb  wlien 
rybody  else  does  it? 
Please  let  us:  "Just  because 
ir  friends  throw  away 
ney  to  strike  a  pose  in  a 
,  it  doesn't  mean  you 
luld:' 

There.  Now  you're  free  to 
the  best  performance, 
idling  and  safety  your 
ney  can  buy,  with  abso- 
^ly  no  fear  of  getting  beat 
on  by  your  buddies.  Get 


yourself  a  Saab. 

The  turbocharged  Saab 
9000  CD  shown  here,  for 
example,  is  quicker  than 
most  European  cars  near  its 
price  ($32,995*)  and  many 
cars  far  costlier.  (Saabs  are 
intelligently  priced  from 
$16,995  to  $32,995.)  The  gang 
will  be  genuinely  irritated  to 
learn  this. 

Saabs  handle  with  the 
best  Europe  has  to  offer.  But 
front-wheel  drive  helps  them 
do  this  in  bad  weather  as 


well  as  good.  This  will  irk  your 
neighbors,  when  you  make 
tracks  while  they  make  ruts. 

Saabs  are  very  safe  cars. 
For  five  years  running  they've 
ranked  best  in  their  class, 
according  to  the  Highway 
Loss  Data  Institute.  Better 
than  that  other  Swedish  car. 
This  shocks  everybody. 

The  9000  CD  (and  all  1990 
Saabs)  comes  with  driver's 
air  bag,  ABS  brakes  and  new 
Roadside  Assistance  Program, 
standard.  It  also  comes  with 


incredible  roominess.  Which 
will  amaze  your  cronies  who 
ride  in  it. 

Test  drive  a  Saab  soon. 
Take  one  home  and  irritate, 
irk,  shock  and  amaze  your 
peers.  But  who 
cares? 

We've  been 
doing  that  for 
years.  And 
we're  not  the 
least  bit 
sorry.        The  most  intelligent 
cars  ever  built. 


*  MSRR  excluding  taxes,  license,  freight,  dealer  ctiarges  and  options  Prices  subject  to  ctlange 


raiufCf  your  u'cckcn(),i  wherever  you  want  them.  But  you  always  want  them  in  /Montana. 
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Duiiaing  Driages  in  :>yaney 

Woolloomooloo  Bay  If  you  can  say  it,  a  business  meeting  altera 
walkabout  along  its  shore  ought  to  be  a  piece  of  cake.  It  helped  that  she 
arrived  in  town  alert  and  refreshed,  thanks  to  United. 

To  Sydney  Melbourne,  and  Auckland  as  well,  United  provides  the 
best  in  international  travel.  Including  generous  Mileage  Plus  credit, 
and,  for  First  Class  passengers,  our  exclusive  Concierge  Service. 

United.  Rededicated  to  giving  you  the  service  you  deserve. 

Come  fly  the  friendly  skies. 


January 
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A  McGRAW-HILL  PUBLICATION 


THE 


mummi 


KEKHMANNS 


A  close-in  look 
at  the  secretive 
family  that 
runs  one  of  the 
world's  greatest 
empires— and 
how  they 
stubbed  their 
toe  on 
Campeau 
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WHAT  A  BEAUTIFUL  HOUSE. 
!     /  WONDER  WHO  LIVES  THERE? 
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!  house  should  be  of  the  hill,  not  on  the  hill." 
j  Frank  Lloyd  Wright 

I  As  people  spend  more  and  more  time  in 

I  their  automobiles,  the  idea  that  a  car  should 

I  be  viewed  as  a  home,  a  sheltered  retreat  or 

I  even  as  an  escape  has  been  footballed  about 

I  in  discussions  by  automobile  designers  and 

i  environmental  psychologists. 

If  a  car  is  like  a  home,  then  the  car  speaks  as 
loudly  as  the  home  about  the  kind  of  person 
who  lives  inside.  Are  they  rich?  Are  they 
foolish?  Would  they  be  good  neighbors?  Are 
they  loud?  Are  they  out  to  impress?  Are  they 
honest?  Are  they  careful?  Are  they  kind? 

Let's  say  a  few  words  here  about  the  kind  of 
person  we  see  owning  an  Infiniti. 

First  of  all,  its  natural  shape— designed,  as  it 
were,  to  be  "of  the  hill,  not  on  the  hill'— sug- 
gests an  owner  who  is  interested  in  a  per- 
sonal, natural,  less  ostentatious  form  of  luxury 


Since  the  Infiniti  Q45  luxury  sedan  makes  a 
mild  luxury  statement  (hardly  the  high  profile, 
big-grilled  luxury  statements  of  Europe),  you 
might  assume  that  the  owner  is  a  kinder, 
gentler,  quieter  neighbor. 

The  Infiniti  Q45's  V8  engine— one  of  the 
largest  in  the  luxury  car  class— and  unique 
transmission  and  suspension  system  suggest 
a  person  who  likes  to  experiment,  try  new 
things.  Maybe  your  neighbor  dabbles  in  gar- 
dening, wood-working  or  fly-fishing. 

Of  course,  this  is  just  a  game  of  arm-chair 
psychology  But  you  might  find  it  interesting 
to  consider  which  of  your  neighbors  is  a  pro- 
spective Infiniti  owner.  If  you  think  the 
description  applies  to  you,  we'd  be  happy 
to  put  you  in  touch  with  the  Infiniti  dealer 
nearest  you.  Please  call  this  number: 
1-800-826-6500. 

Thank  you. 
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Change  from  last  week:  —0.5% 
Chonge  from  last  yeor-.  -1.6% 


1967=100,  four-week  moving  overage 
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the  week  ended  Jan.  6.  Seasonally  adjusted 


The  production  index  declined 
output  of  electric  power  and  cool  fell,  while  lumber,  ratl-freight  traffic,  steel,  and 
crude-oil  refining  posted  gains.  Data  for  paper  and  paperboard  were  unavailable. 
Because  plants  were  closed  during  the  final  week  of  December,  weekly  changes  in 
cor  and  truck  output  could  not  be  measured.  Before  calculation  of  the  tour-week 
moving  average,  the  index  rose  to  173,8  from  170.5  in  the  previous  week 
BW  production  inde«  cop/nghl  1990  by  McGrow-Hill  Inc 


LEADING 

Change  from  last  week:  —0.4% 
Change  from  last  yeor;  6.9% 
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The  leading  index  fell  m  the  week  ended  Jon.  6  to  its  lowest  level  since  mid- 
August.  Slower  growth  rates  for  real  estate  loans  and  M2  offset  higher  stock  prices 
and  a  smaller  decline  in  materials  prices.  Long-term  bond  yields  were  unchanged, 
and  data  for  business  failures  were  unavailable  for  the  week.  Prtor  to  calculation  of 
the  four-week  moving  average,  the  index  dropped  sharply  to  217.3  from  219.2 
the  week  before. 

Leading  index  copyright   1990  by  Center  for  Internafionol  Business  Cycle  Reseorcti 


PRODUCTION  INDICATORS 


LEADING  INDICATORS 


latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL(1/13)  thous.  of  net  tons 

1,730 

1,699 

^  -10.0 

AUTOS  (1/13)  units 

45,738 

39,897r?:  -68.5 

TRUCKS  (1/13)  units 

29,161 

32,950 

-66.0 

ELEaRIC  POWER  (1/13)  millions  of  kilowatt.liours 

55,906 

54,163 

=  -0.3 

CRUDE-OIL  REFINING  (1/13)  thous.  of  bbl  /day 

13,530 

12,510 

=  0.3 

COAL  (1/6)  thous.  of  net  tons 

1 6,980 

12,188 

4.7 

PAPERBOARD  (1/6)  tlious.  of  tons 

NAc 

617.3 

NA 

PAPER  (1/6)  thous.  of  tons 

NA  = 

645.0 

NA 

LUMBER  (1/6)  millions  of  ft. 

416.2W 

307.5 

2.7 

RAIL  FREIGHT  (1/6)  billions  of  ton-miles 

16.7?F 

13.1 

0.6 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer 
icon  Petroleum  Inst  ,  Energy  Dept.,  American  Paper  Inst  ,  WWPA',  SFPA-,  Association  of 
Amencon  Roilroods 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/17) 

145 

145 

128 

GERMAN  MARK  (1/17) 

1.69 

1.68 

1.85 

BRITISH  POUND  (1/1 7) 

1.65 

1.66 

1.77 

FRENCH  FRANC  (1/17) 

5.73 

5.72 

6.30 

CANADIAN  DOLLAR  (1/17) 

1.16 

1.16 

1.19 

SWISS  FRANC  (1/17) 

1.50 

1.51 

1.57 

MEXICAN  PESO  (1/17)' 

2,702 

2,693 

2,321 

Sources:  MO|Or  New  York  banks.  Currencies  expressed  m  units  per  U 
British  pound  expressed  in  dollars 

S  dollar 

except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/17)  $/troy  oz. 

410.400 

409.100 

2.0 

STEEL  SCRAP  (1/16)  5  1  heavy,  $/ton 

106.50 

106.50 

-1 1.3 

FOODSTUFFS  ( 1  / 1  5)  index,  1 967  =  1 00 

212.6 

210.9 

-7.4 

COPPER  (1/13)  /lb. 

1 13.9 

1 12.0 

-25.3 

ALUMINUM  (1/13)  ^  /Ib. 

72.5 

74.0 

-33.8 

WHEAT  (1/13)  ??2hord,  $/bu. 

4.35 

4.38 

-1.1 

COTTON  (1/13)  strict  low  middling  1-1/16  in.,  c/lb. 

61.92 

63.21 

1 1.3 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Reseorch  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


latest 
week 

Week 
ago 

%  Chon J 
year  a  J 

STOCK  PRICES  (1/12)  S&P500 

347.84 

356.58 

23. 

CORPORATE  BOND  YIELD,  Aaa  ( i  / 1 2) 

8.92% 

8.88% 

-7. 

INDUSTRIAL  MATERIALS  PRICES  (1/12) 

102.8 

103.2 

0. 

BUSINESS  FAILURES  (1/5) 

NA 

248 

N 

REAL  ESTATE  LOANS  (i/3)  billions 

$357.3 

$358.8r 

14. 

MONEY  SUPPLY,  M2  (i/D  billions 

$3,215.5 

$3,213.4r 

5. 

INITIAL  CLAIMS,  UNEMPLOYMENT  ( 1 2/30)  thous 

341 

428r 

2. 

Sources:  Stondard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun 
Brodstreef  [failures  of  large  compomes).  Federal  Reserve  Board,  l.obor  Dept.  CIBCR  seaso 
ally  ad|usts  data  on  business  failures  and  real  estate  loans. 

   1 

MONTHLY  ECONOMIC  INDICATORS 

latest 
month 

Month 
ago 

%Chang^ 
year  a; 

INDUSTRIAL  PRODUCTION  (Dec  )  total  index 

142.8 

142.3r 

1. 

CAPACITY  UTILIZATION  (Dec  ) 

83.3% 

83.1  % 

-1. 

RETAIL  SALES  (Dec.)  billions 

$144.4 

$144.2r 

3. 

PRODUCER  PRICE  INDEX  (Dec  )  finished  goods 

1 15.3 

1  14.5 

4. 

Sources:  Federal  Reserve  Board,  Census  Bureau,  BLS 


latest  Week       %  CbantI 

week  ago        year  am  \ 


MONEY  SUPPLY,  Ml  (i/i) 

$805.2 

$802. 3r 

1. 

BANKS'  BUSINESS  LOANS  (1/3) 

322.2 

322. 3r 

5. 

FREE  RESERVES  (1/10) 

699 

705r 

147. 

NONFINANCIAL  COMMERCIAL  PAPER  ( 1  /3) 

129.7 

127.5 

30. 

Sources:  Federal  Reserve  Board  (in  billions,  except  for 
a  two. week  period  in  millions). 

free  reserves. 

which  are  ex 

pressed  f< 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Yeor 
ago 

FEDERAL  FUNDS(i/i6) 

8.31  % 

8.25% 

9.13° 

PRIME  (1/17) 

10.00 

10.00 

10.50 

COMMERCIAL  PAPER  3-MONTH  (1/16) 

8.04 

8.08 

9.05 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/17) 

7.81 

7.81 

9.24 

EURODOLUR  3-MONTH  ( 1  / 1 0) 

8.19 

8.25 

9.31 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipmer 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  —  Free  market  value         NA  =  Not  available         r    revised         NM  —  Not  meoningful 
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175  foi^ign  countries 
irerft  that  foreign  to  us. 


In  Bangkok,  our  drivers 
ride  scooters  to  speed  your 
packages  through  the  worst 
traffic  jams  in  tne  Far  East. 

While  in  Venice,  certain 
addresses  reachable  only  via 
canal  are  served  by  custom- 
built  UPS  gondolas. 

No  one  said  it  would  be 
easy  to  build  a  global  delivery 
system  that  meets  UPS  stan- 
dards for  reliability  in  175 
countries  and  territories.  But 
that's  just  what  we've  done. 

With  our  Electronic  Cus- 
toms Pre-Alert  to  hurry  your 
delivery  across  international 
borders.  G)mputerized  track- 
ing along  the  way.  And  prices 
that  must  make  competitors 
wonder  how  on  earth  we  do  it. 

Suffice  to  say  that 
it's  a  little  bit  easier 
when  you  know  your 
way  around. 

We  run  the  tightest  ship  in 
the  shipping  business. 


-9^ 
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IS  ROGER  SMITH 
A  SCAPEGOAT? 


What  hypocrisy!  Would  the  stock- 
broker and  the  stock  dabbler 
quoted  in  your  poll  ("The  Real  Villain  in 
Roger  &  Me:"  Big  Business,"  Top  of  The 
News,  Jan.  8)  accept  lower  quarterly  div- 
idends to  support  a  more  socially  con- 
scious business  environment?  Would  the 
housewife  be  willing  to  pay  more  for  her 
Cadillac  to  help  supjjort  relocation  and 
job  placement  of  her  fellow  Americans, 
or  would  she  switch  to  an  import? 
Would  the  sales  vice-president  "adopt"  a 
clerical  employee  from  her  own  company 
if  changing  fortunes  required  a  layoff? 

Is  Roger  Smith,  alias  Big  Business, 
really  at  fault  here,  or  should  we  look  at 
ourselves  and  our  obsession  with  short- 
term  profit?  The  investor  and  Wall 
Street  wrote  the  rules  of  the  game  that 
savaged  Flint,  Mich.  In  spite  of  those 
rules.  Smith  developed  a  long-term  plan 
to  keep  General  Motors  Corp.  manufac- 
turing here  in  the  U.  S.  while  improving 
quality,  and  he  has  gotten  results.  Two 
GM  models  rank  in  the  top  10  of  a  recent 
J.  D.  Power  &  Associates  quality  survey 
of  over  150  models.  Have  we  bought 
more  Buicks?  Will  we  support  American 
companies  when  they  start  to  deliver 
quality  products  again?  Will  we  give 
companies  that  are  making  an  effort 
to  improve  their  competitiveness  the 
long-term  investment  support  needed  to 
enable  them  to  spend  more  on  mitigat- 
ing the  impact  on  employees?  As  Pogo 
said:  "We  have  met  the  enemy,  and  he  is 
us." 

E.  Michael  Golda 
Red  Bank,  N.  J. 

■ haven't  seen  Roger  &  Me.  but  I  have 
been  through  this  sort  of  thing  too 
many  times. 

After  my  husband's  firm  was  sold  to  a 
foreign  bank,  I  said  to  him,  "You  had 
better  find  a  new  job  where  you  like  the 
people."  The  new  chairman's  play-to-win- 
no-niatter-what  philosophy  was  not  my 
husband's  style.  He  found  a  job  at  a 
bank  in  New  Jersey,  where  they  hired 
him  to  run  their  asset-based  lending  de- 
partment. I  told  him,  "I'm  not  moving 
for  a  year"  (enough  time  to  make  sure  if 


they  liked  him).  Until  we  moved,  t 
commute  to  New  Jersey  was  four  hou 
a  day. 

He  was  doing  a  fine  job.  He  tripled  h 
department's  earnings,  and  the  bai 
was  looking  great — just  what  the 
folks  at  the  top  wanted.  A  year  late 
they  sold  the  bank  and  after  two  weel 
fired  my  husband.  They  said  he  wou 
get  six  months'  severance  pay.  Th( 
stopped  paying  after  four.  They  ca 
celled  our  health  insurance  "by  m: 
take,"  which  is  against  federal  law. 

My  husband  has  started  a  small  bu; 
ness  investment  company.  He  can  ( 
what  he  does  well — banking — and  woi 
hard  for  himself  and  his  stockholde 
and  do  for  America  what  Americai 
should  be  doing:  building  and  not  ju; 
cashing  in. 

Deborah  S.  Thorntc 
Sheffield,  Mas 

COLLEGE  ATHLETES  DESERVE 
MORE  THAH  POCKET  CHANGE 


■ couldn't  agree  more  with  your  con 
mentary  "College  athletes  are  pros 
and  should  be  paid  that  way"  (Top  of  th 
News,  Jan.  8).  I  attended  Texas  Chri 
tian  University  on  a  full  basketba 
scholarship  and  played  with  gentleme 
whose  parents  could  not  afford  to  sen 
them  $10  a  month. 

When  I  was  being  recruited  out  c 
high  school,  I  specifically  recall  readin 
in  the  National  Collegiate  Athletic  Assi 
handbook  that  student  athletes  were  t 
attend  school  in  the  same  manner  a 
other  students  on  campus.  Well,  thos 
other  students  have  a  wide  variety  o 
options  available  to  receive  or  earn  mor 
ey.  We  didn't.  It  was  an  embarrassin 
Pell  grant  (if  you  qualified),  a  summe 
job,  or  an  alumnus  who  understood  wha 
life  was  like  without  a  dollar. 

Let's  make  the  lives  of  those  gentk 
men  on  the  NCA.4  governing  committe 
just  as  miserable  by  making  them  slee 
in  a  bed  only  a  few  feet  wide,  send  then 
to  classes  that  challenge  their  menta 
capacity  daily,  bust  their  butts  every  da, 
at  practice,  yell  and  scream  at  them 
send  them  on  road  trips  where  they  mis: 
up  to  three  days  of  classes  a  week  an( 
then  have  to  catch  up,  feed  them  th 
slop  in  the  dining  hall,  take  away  thei 
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Laser  printing 
afFoidable. 


y^LAXER  "400  is  for  everyone  who  ever  wanted 
leir  own  personal  laser  but  didn't  love  the  prices, 
liis  small  wonder  stands  less  than  six  inches  tall, 
ores  up  to  200  sheets,  is  HP  compatible,  has  17 
)nts,  prints  memos  to  spreadsheets  at  four  pages 
er  minute  and  carries  on  the  tradition  of  Okidata 
ink-tough™  reliability.  But  what  makes  this  little 
eauty  really  attractive  is  its  price . . .  under  $1400. 

:all  1-800-OKIDATA  for  the  dealer  nearest  you. 


17  fonts  with  4  typefaces. 

512K  memory  expandable  to  2.5MB. 

4  ppm,  HP  11  emulation. 
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Application  for  Employment 


Prospective  smp/oyees  will  receive  consideration  wilhout  di.'i 
because  of  race,  creed,  color,  sex,  national  orgm.  handicap  i 


CORNERSTONE 

Corp. 


Last  Name 

Street  Address 

p 

City.  State.  Zip 

E 

R 
S 

Have  you  ever  api 

Position  Desired? 

0 

N 

Apart  from  absenc 

A 

□  Yes  DNo 

L 

Are  you  legally  eli< 

Other  special  traim 

How  did  you  learn 

Stafford  Kissell  &Paulsworth 


Dear  Jonathan, 

"How  are  you  gonna  keep  'em  down  on  the  farm  after 
they've  seen  Paree?" 

Enclosed  is  an  application  for  employment  with  a  solid, 
little  company  called  Cornerstone.  They've  been  looking  for 
a  "heavy"  with  international  accounting  experience  to  run  the 
show.  The  pay  and  the  perks  are  great.  And,  of  yeah,  their 
office  is  in  Paris. ...you  know,  France. 

This  could  be  the  opportunity  you're  looking  for  It's  a 
young,  aggressive  group.  And,  if  all  works  out,  I'll  have  a 
friend  in  Parfs.  N'esl  pas? 

Any  interest? 


OKIDATA 

an  OKI  AMERICA  company 


We  put  business  on  paper. 


OKIDATA  IS  a  registered  rradenwk  of  Oki  America.  Inc..  Maique  deposce  de 
Oki  Amenca.  !nc  OKIL^ER™is  a  nademark  of  Oki  Electnc  Indusny  Ca  Ltd. 
HP  IS  a  tegisrered  trademark  of  Hewlert-FVkatd  Company. 


It 


We  advised  on  two  ol  the  hve 
biggest  McKAdeals  of 1989. 
But  we're  just  as  proud 
of  the  deals  we  didn't  do. 


The  ones  that  didn't  get  talked  ahout.  Didn't  get  any  ink.  And  didn't 
generate  unjustified  tees.  The  ones  that  J.R  Morgan  advised  its  chents 
against  doing.  Our  strategie  advice  against  uneconomic  acquisitions, 
overly  leveraged  recapitalizations,  or  bridge  loans  to  nowhere.  Our 
confidential  and  conflict-free  counsel.  And  our  ability  to  assist  our 
clients  in  closing  the  "value  gap"  between  long-term  worth  and 
current  market  price.  At  j.R  Morgan,  the  direction  is  clear.  Even  in 
this  transaction-driven  business  of  M&A,  we  always  place  our  clients' 
interests  first. 


"    I'J'MIJ  1'  Mnrpdi,  »  (  ..  Ill 

I  I'  Mi.rifjii  I.I  fi.'.tli.  i> 

lI'M'.'pii""  -I""' 

I  I'  M..1LM1.  N.-.  .11   111.  , 


J  P  Morgan 


J.R  Morgan,  success  is  incasun-d  as  iiuicli  1))  the  deals  we  don't  do,  as  by  the  deals  we  do. 


Readers  ReDort 


cars  and  their  money.  Maybe  then  they 
will  part  with  some  of  the  money  their 
players  earn  them  and  distribute  some 
pocket  change. 

Tom  Mortimer 
Healthcare  Professionals' 
Insurance  Services 
Fort  Worth 

Your  solution  to  this  dilemma  is  just 
fine  as  far  as  it  goes.  But  why  stop 
with  merely  allowing  college  players  to 
accept  outside  dollars? 

Why  not  place  college  ball  in  its  prop- 
er context?  It  is  largely  a  farm  system 
for  the  National  Football  League.  As 
such,  the  league  should  pay  the  freight, 
that  is,  pay  full  scholarship  tuition  and 
other  money  required  for  the  colleges  to 
train  future  players.  The  players  need 
not  even  go  through  the  motions  of  at- 
tending classes — college  class  time  is  far 
too  valuable  and  important  a  commodity 
to  waste  on  people  intending  to  spend 
their  lives  playing  games.  If  these  guys 
put  in  a  full  four  years,  great.  Give  them 
an  athletic  degree  or  a  degree  in  broad- 
casting. The  same  applies  to  other  col- 
lege sports  that  mainly  feed  the  sports 
entertainment  industry. 

Scholarshi])  money,  hard  to  come  by 


for  legitimate  educational  disciplines,  is 
much  better  spent  on  developing  engi- 
neers, scientists,  teachers,  poets,  musi- 
cians, and  so  on.  The  nation  needs  these 
people  now  perhaps  more  than  at  any 
other  time. 

So  throw  the  jocks  out  of  the  class- 
room and  onto  the  playing  field  and  let 
the  NFL  pick  up  the  tab.  Universities 
should  not  subsidize  sports,  which  is 
what  they've  been  doing  so  many  years. 

Lawrence  D.  Skutch 
Westport,  Conn. 

KEEPING  UP 

WITH  THE  DOW  JONES  

Your  explanation  of  the  Dow  Jones 
industrial  average  in  Personal  Busi- 
ness only  touched  on  an  important  fact: 
When  stocks  split,  it's  mostly  a  heads- 
you-win,  tails-you-win  situation  for  the 
Dow  ("Why  the  Dow's  dizzy  dancing  can 
be  deceptive,"  Dec.  18). 

Example:  The  Dow  advanced  661 
points  between  June  '.iO,  1988,  and  early 
October,  1989.  Philip  Morris  Cos.  and 
Procter  &  Gamble  Co.,  together,  ad- 
vanced 144  points  (219  Dow  points),  or 
one-third  of  the  total  move.  Now  that 
they  have  split,  there  is  no  chance  these 


two  stocks  will  decline  144  points.  Anl 
decline  will  now  be  spread  among  th* 
DJIa's  30  stocks.  For  this  reason,  it 
unlikely  that  we  will  ever  see  the  Doi 
decline  more  than  507'  from  current  le^l 
els — and  why  money  managers  have  t 
work  so  hard  to  keep  up  with  the  Dov^ 

The  main  problem:  Over  the  Ion  1^ 
term,  stocks  tend  to  move  up  or  dow 
with  earnings — and  Philip  Morris  an 
Procter  &  Gamble  are  two  of  the  mor  :  - 
reliable  and  steady  contributors  to  th  ms) 
Dow  earnings  picture.  It's  easy  to  se  srs 
why  some  analysts  are  concerned  aboi  i ' 
their  proportional  reduction  and,  thui 
the  Dow's  outlook  for  1990. 

Jeff  Littlli 
Liberty  Publishing  C<  la? 
Deerfield  Beach,  Fk  B.1 

Editor's  note:  It  would  be  reassuring  t  ii 
know  that  the  Dow  can't  decline  509  ipi 
but  it's  probably  not  the  case.  Trut  ?' 
the  two  stocks  mentioned  can't  declin  (let 
m  points  from  current  levels,  sine  fi 
the  two  together  don't  even  total  tha 
But  u'ith  the  coming  3-for-l  split  v  itJ 
DuPont  Co.,  the  average's  divisor  wit  m\ 
be  about  0.5.  So  evert/  one-point  chang  ft 
//;  a  Dow  stock  moves  the  average  twc  ra? 
//"  the  Dow  stocks  suffered  an  averag  rp 


)  of  25  points  each,  that  would  be 
ooints.  Divide  that  by  0.5,  and  you 
a  1,500  drop  in  the  average,  far 
e  than  half  of  current  levels.  Such 
ove  is  unlikely,  but  still  mathemat- 
y  possible. 

.■TIES  AREN'T  THE  ONLY 

lABLE  POWER  SOURCES  

^agree  with  a  quote  by  an  official  of 
juston  Lighting  &  Power  Co.  sug- 
ing  that  independent  power  produc- 
nay  not  be  as  reliable  as  utility  pro- 
rs  ("New  boys  shake  up  the  power 
"  Utilities,  Jan.  8). 
jring  the  recent  cold  spell,  HL&P  in- 
ipted  customers  whose  electrical 
ice  can  be  interrupted  and  enforced 
ig  blackouts  throughout  its  service 
.  During  the  same  period,  the  natu- 
as-fired  independent  power  produc- 
(IPP)  facilities  operated  by  Enron 
I.  in  the  Houston  area  performed  at 
'<■  of  contracted  capacity,  hl&p's 
lems  resulted  chiefly  from  two  ma- 
jenerating  plants  that  were  inopera- 
lue  to  maintenance  and  weather-re- 
i  problems.  I  believe  the  per- 
lance  of  our  plants  and  other 
ities  during  this  time,  and  the  957' 
age  annual  availability  level  of  all 
plants,  is  evidence  that  IPP  facilities 


are  built  to  equal  or  higher  quality  stan- 
dards than  that  of  electric  utilities. 

As  your  article  indicated,  Il'P  facilities 
are  able  to  place  more  debt  on  their  fa- 
cilities than  the  average  utility  puts  on 
their  plants.  This  is  possible  primarily 
because  lending  institutions  are  comfort- 
able with  the  operating  capability  of 
these  plants  and  with  the  natural-gas  or 
other  fuel-supply  contracts.  In  addition,' 
IPP  owners  face  severe  financial  penal- 
ties if  they  do  not  perform  reliably,  so 
they  are  motivated  to  perform  at  ex- 
tremely high  standards. 

Kenneth  L.  Lay 
Chairman  and  CEO 
Enron  Corp. 
Houston 

CORRECTIONS  &  CLARIFICATIONS 

Dow  Jones  &  Co.  expects  to  report  1989 
earnings  that  differ  from  estimates  in 
the  Investment  Outlook  Scoreboard 
(Dec.  25).  The  company's  estimates: 
$3.13  to  $3.18  per  share;  excluding  non- 
recurring gains,  $1.49  to  $1.54  per  share. 
Excluding  nonrecurring  gains,  1988 
earnings  were  $1.65  per  share. 

'Looking  for  a  few  good  takeover 


stocks?"  (Takeovers,  Dec. 


should 


have  referred  to  Paramount  Communica- 


tions Inc.  as  the  company  that  lost  a 
fight  for  Time  Inc. 

"KKR  gets  caught  in  a  cloud  of  asbestos" 
(Finance,  Jan.  15)  quoted  Robert  W. 
Hamilton,  a  law  profes.sor  at  the  Univer- 
sity of  Texas  at  Austin,  as  saying  that  a 
court  filing  by  Hillsborough  Holdings 
Corp.  may  have  been  an  attempt  by 
Hillsborough  to  switch  the  venue  for 
several  asbestos  injury  claims  pending 
against  the  company  to  Florida  from 
Texas.  The  article  should  have  identified 
Hamilton  as  an  expert  witness  for  plain- 
tiffs in  the  asbestos  suits.  Hillsborough 
denies  it  is  avoiding  the  Texas  courts. 

"Kodak  may  wish  it  never  went  to  the 
drugstore"  (The  Corporation,  Dec.  4)  er- 
roneously stated  that  Eastman  Kodak 
Co.  had  canceled  its  contracts  with 
NeoRx  Corp.  and  Cytogen  Corp.,  which 
were  developing  six  diagnostic  products 
apiece.  Although  Kodak  has  canceled  its 
contracts  for  those  12  products,  it  still 
has  contracts  with  the  companies  for 
other  projects. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N  Y.  10020.  Fax;  (212)  512-4464, 
Telex:  12-7960,  Intl.  4998204,  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 


Life  Insurance  For  Living^ 
from  Northwestern  Mutual  Life. 
The  Quiet  Company... that's 
ranked  first  in  dividend  perfor- 
mance more  times  than  any  other 
company  over  the  last  50  years. 


TIMES  RANKED  #1  LAST  50  YEARS 

Nprthvyestern 
Mutual  Life 


place 
company 
;   Jrd  place 
'du:'M  company 


Snurtc  An  NML  "^tudy  ot  iO-yt-ar  intcrcsI-.Kliustfd  t  ust  histurics 
tor  lomparablf  ordinary  life  poliLies  as  published  by  Flitcratt  Ci  impend 
and  Best  s  Flilc  raft  C(  .mpend  tor  the  years  1M4()-1M89  Dividends  are 
not  ,111  cstiniate  or  guarantee  ot  future  resulLs  ©1^90  The  Ni  irthwesicrn 
Mutual  1  ite  Insurance  Co..  Milwaukee.  Wl 


Nprthvyestern 
Mutualtife 

The  Quiet  Conif^iny® 


AFTER  A  MILLION  YEARS,  HUMANS  HAVE  FINALS 

COME  TO  THEIR  SENSES  •  Why  is  it  that  the  smartest  creature  in  tht 

animal  kingdom  doesn't  have  the  sharpest  senses?   Actually,  ifs  quite  natural  Humans  hav( 
simply  relied  more  on  brainpower  than  sensory  powers.    But  now  thafs  changing.  Becausf 
technology  is  giving  human  beings  even  greater  sensory  powers  than  some  of  their  anima 
friends.   Through  electro-optics,  for  example,  Martin  Marietta  systems  can  surpass  even  thtlar 
night  vision  of  cats.  So  pilots  can  actually  see  in  the  dark.  With  no  visible  light  at  all.  Through  ^Jj 


I'lH')  M.ictin  \).irii-tt.i  I  r 


neter  wave  radar,  we're  giving  soldiers  the  ability  not  only  to  pinpoint  an  object  miles 
but  to  distinguish  it  from  other  objects.  Something  a  bat  can't  do  even  on  a  good 
:.   And  through  a  revolutionary  chip,  we're  teaching  computers  to  recognize  what  they 

At  Martin  Marietta,  we  apply  the  same  creative  intelligence  to  sensory  technologies  that 
ring  to  all  of  our  systems  and  products  in  defense,  electronics,  space,  communications, 
mation  management,  energy  and  materials.    Because  sometimes,  learning  to  see  things 

animal  does  is  the  smartest  thing  a  human  being  can  do. 

STERMINDING  TOMORROWS  TECHNOLOGIES. 
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Books 


BARBARIANS  AT  THE  GATE:  THE  FALL  OF 
RJR  NABISCO 

By  Bryan  Burrough  and  John  Helyar 
Harpers  Row  •  528pp  •  $22.95 


TRUE  GREED:  WHAT  REALLY  HAPPENED  IN 
THE  BATTLE  FOR  RJR  NABISCO 

By  Hope  Lampert 
NAL  .  259pp  .  $18,95 


DUELING  EGOS: 
THE  BALLAD  OF  RJR 


In  an  era  of  megadeals,  the  record- 
shattering  $28  bilhon  takeover  of  RJR 
Nabisco  was  a  gigadeal.  For  weeks 
in  late  1988,  the  scramble  to  do  a  lever- 
aged buyout  of  the  maker  of  Oreo  cook- 
ies, Ritz  crackers,  and  Winston  ciga- 
rettes was  splashed  across  the  nation's 
TV  screens,  the  front  pages  of  its  news- 
papers, and  the  columns  of  the  news- 
weeklies.  It  entangled  every  major  in- 
vestment bank  and  law  firm  on  Wall 
Street  and  a  slew  of  high-powered  exec- 
utives. Rightly  or  wrongly,  RJR  came  to 
epitomize  the  get-rich-quick  financial  al- 
chemy that  dominated  business  in  the 
1980s.  "A  Game  of  Greed,"  Times  cover 
called  it.  By  the  time  the  contest  was 
over,  little  old  ladies  in  Dubuque  could 
probably  discourse  on  the  subject. 

What  more  could  there  be  to  say 
about  such  well-trod  ground? 

Plenty,  Barbarians  at  the  Gate 
proves.  Written  by  Bryan  Burrough  and 
John  Helyar,  who  covered  the  story  for 
the  Wall  Street  Journal,  it  is  a  master- 
ful account  of  the  battle  and  a  window 
on  the  sometimes  startling  ways  of  Wall 
Street.  Slow  to  start,  it  soon  becomes  a 
page-turner.  It  puts  readers  smack  in 
the  middle  of  the  action,  sketches  mar- 
velous portraits  of  the  major  characters, 
and  reveals  the  deep  involvement  of  peo- 
ple such  as  American  Express  Chairman 
James  D.  Robinson  III,  his  wife,  Linda,  a 
public-relations  consultant,  and  Salomon 
Chairman  John  Gutfreund. 


The  book  succeeds  because  Burrough 
and  Helyar  obey  an  old  maxim  of  jour- 
nalism: They  don't  tell  readers,  they 
show  them,  using  many  pointed  de- 
tails— down  to  the  Oreos  and  chocolate 
Teddy  Grahams  Linda  Robinson  placed 
on  her  husband's  birthday  cake  and  the 
roses  RJR  CEO  F.  Ross  Johnson  sent  each 
director  after  he  lost  the  prize  to  Kohl- 
berg  Kravis  Roberts  &  Co. 

In  True  Greed,  free-lance  reporter 
Hope  Lampert  tries  to  do  the  same.  But 
on  almost  every  count,  she  is  outdone  by 
Burrough  and  Helyar.  She  provides 
more  nicknames  (Henry  Kravis  is  "Tiny 
Tim"  to  Shearson  Lehman  Hutton  chief 
Peter  A.  Cohen,  himself  no  tower)  and 
addresses  (Cohen  has  an  apartment  at 
1120  Fifth  Ave.,  for  example).  But  she 
fails  to  spin  the  details  she  has  gathered 
into  an  integrated  narrative.  Lampert's 
imprecise,  confused  prose  never  rises 
above  reportage. 

Both  books  leave  the  reader  with  one 
overriding  impression:  While  Johnson, 
frustrated  by  R-JR's  low  stock  price,  may 


Ross  Joliiison  wanted  to  pull 

out  when  the  bids  got  too 
high,  fearing  debt  would  curb 
his  corporate  life-style 
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have  set  the  deal  in  motion  to  enricioi; 
himself  and  a  few  colleagues,  ego  ver 
soon  overpowered  greed  as  the  contest' 
driving  force.  As  the  bidding  escalate( 
many  players  knew  they  wouldn't  mak 
a  fast  fortune  on  the  buyout. 

But  Cohen,  for  one,  would  stop 
nothing  to  do  this  LBO — and  vault  Sheailstiiia 
son  into  the  big  leagues  of  dealmakinj 
Once,  when  the  Johnson-Shearson-SaL 
mon  group  and  kkr  were  trying  to  pate  k1 
together  a  joint  bid,  their  pact  foundere 
on  who  would  be  the  lead  manager  of- 
and  get  most  of  the  credit  for — the  sul 
ordinated  debt  issue.  KKR  insisted  th; 
Drexel  Burnham  Lambert  would  get  thfcliu 
best  interest  rate.  Gutfreund  refuseflDier 
"In  no  way  will  we  defer  to  Drexel 
Cohen  tried  to  reach  a  compromise,  o 
fering  to  pay  KKR  for  the  difference  i&lto 
interest  costs,  even  volunteering  to  s( 
up  a  separate,  neutral  trading  rooi  t\t 
where  all  three  firms  could  co-manag 
the  offering.  No  deal.  These  big  gur  ?er 
argued  until  5  a.m.  over  which  firm 
name  would  go  on  the  all-important  le: 
side  of  the  issue's  tombstone  ad. 

Gutfreund,  too,  badly  wanted  the  dei 
to  enhance  his  firm's  investment-banl 
ing  reputation  (hence  his  resistance 
Drexel).  At  first,  though,  he  was  skept 
cal  of  paying  too  much,  viewing  $92 
share  as  a  strong  bid.  Later,  he  suljs  f 
cumbed  to  the  seduction  of  the  gam( 
pushing  for  $100  a  share,  then  enthus  ns 
astically  going  higher. 

Johnson  himself  thought  the  bid 
were  going  too  high.  He  wanted  to  pu 
out  several  times.  "We're  not  going  t 
start  running  a  pushcart  operatic 
here,"  he  says  early  in  Barbarians. 
don't  want  a  bunch  of  your  guys  comin 
around  saying  we  should  have  five  jetljij 
instead  of  six. ...  I  don't  want  to  chang 
the  way  I  live."  Originally  an  accountar 
from  Manitoba,  Johnson  was  loath 
give  up  the  wastrel  ways  he  had  deve 
oped  as  head  of  a  cash-rich  public  corp( 
ration  just  to  make  interest  payments, 
was  that  view  that  had  led  to  Johnson 
initial  low-ball  bid,  which  put  RJR  in  pla; 
and  to  the  management  contract  ihi 
gave  him  control  of  the  board,  a  vet 
over  strategic  decisions,  and  an  outsize 
compensation  package. 

In  the  end,  however,  the  iconoclast 
Johnson  barely  mattered.  He  wasn 
present  at  most  of  the  strategy  session; 
and  his  views  were  shoved  aside  by  h 
investment  bankers.  Even  then,  he  n 
fused  to  play  by  the  rules:  He  fun* 
tioned  as  a  back-channel  conduit  to  RJ 
Chairman  Charles  E.  Hugel,  who  heade 
the  special  committee  of  directors  thj 
supervised  the  sale  of  R.JR. 

Cohen,  who  capitulated  to  Johnson 
outlandish  management  pact,  probabl 
fares  the  worst  in  both  books.  He  comt 
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the  Prince  never  sleeps. 

At  Prince  Hotels,  our  24-hour  room  service  awaits  you  with 
extraordinary  cuisine  and  courtesy,  no  matter  what  hour  you  arrive. 
And  this  IS  merely  one  of  the  great  pleasures  you  will  discover  in  the  spirit  of  the  Prince, 
at  more  than  fifty  outstanding  hotels  throughout  lapan  and  around  the  world. 

®  PRINCE  HOTELS 

USA  800-542-86B6/CANADA  800-268- 7677/NEW  YORK  212-889-5928/LOS  ANGELES  213-689-4800/ 
TORONTO  416-444-2511/VANCOUVER  604-733-3177 


It's  up-to-thc-niinutc  business  news.  Online  and  ni  time 
for  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI,Telemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call  Ji'idf 
us  toll-free  at  1-800-426-0647.  And  get  the  news. 
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EQUITY  COMPUTERS 


POWER 


How  Much  Do  You  Need? 


i 
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It  depends.  Do  you  have  a  massive  database  to  manipulate? 
Or  lengthy  reports  to  write?  Do  you  want  bolder,  gutsier 
-i-^L    graphics?  Or  more  sharply  displayed  spreadsheets? 

r  The  point  is,  more  power  may  not  be  the  only 


The  Equity  386/20  IS     auswer.  What  you  really  need  is  a  personal  computer 

perfect for  power  users 

with  your  ideal  combination  of  features.  That's  precisely 

or  as  a  network  server. 

„   .  .  ,  the  idea  behind  the  Epson®  Equity™  line. 

But  is  it  the  ^  M  / 

right  Equity  for  you?  Choose  from  a  line  of  affordable  machines  offering 

an  impressive  range  of  speed,  power,  memory  and  flexibility.  Each  one 
geared  to  a  different  type  of  user.  Though  the  features  vary  from  one 
Equity  computer  to  the  next,  they  all  share 
one  important  thing  in  common. 

Epson's  renowned  reputation  for 
quality,  reliability  and  value. 


EPSON 


WHEN  YOU'VE  GOT  AN  EPSON, 
YOU'VE  GOTA  LOT  OF  COMPANY. 


Economic  ViewDOint 


LET'S  HELP 
THE  EAST  BLOC 
BY  EXPORTIHG 
EHTREPREHEURS 


BY  ALAN  S  BLINDER 


The  U.S.  should  encourage 
innovators  to  start  businesses 
with  local  pai'tners  and  offer 
guai'antees  against  failures. 
By  helping  capitalism  take 
root,  we'd  be  buying  national 
security  on  the  cheap 


ALAN  S  BLINDER  IS  THE  GORDON  S  RENTSCHLER 
MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON  AND 
THE  AUTHOR  OF  HARD  HEADS,  SOFT  HEARTS 


The  Soviet  Union's  former  satellites 
seem  to  be  marching  shakily  but 
resolutely  toward  market  capital- 
ism. The  Soviet  Union  itself  may  not  be 
far  behind.  Nothing  is  more  important  to 
the  national  security  of  the  U.  S.  than 
that  this  process  succeed.  Yet,  up  to 
now,  the  remarkable  advance  toward 
capitalism  has  been  missing  an  impor- 
tant ingredient — the  capitalist,  or  more 
precisely,  the  entrepreneur.  That  has 
given  me  a  crazy  idea. 

No,  I  don't  want  to  send  the  heads  of 
major  corporations  to  teach  former  com- 
munist bureaucrats  how  to  manage 
large-scale  business  organizations.  East- 
ern Europe's  more  pressing  need  is  for 
the  innovative  risk-takers  who  start  and 
run  small  businesses.  Right  now,  Poland 
and  Czechoslovakia  need  the  local  cham- 
ber of  commerce  more  than  the  Business 
Roundtable. 

Why  do  I  say  that?  Because  I  believe 
that  if  a  viable  market  economy  is  to  be 
built  from  the  ashes  of  state  socialism,  it 
will  be  done  from  the  bottom  up,  not 
from  the  top  down.  The  state  steel 
works,  with  its  archaic  equipment  and 
management  structure,  will  not  easily  be 
turned  into  a  modern  minimill,  no  matter 
how  much  advice  it  gets.  Eventually, 
Eastern  industrial  giants  might  resem- 
ble Western  industrial  giants.  But  these 
countries  need  quicker  results. 
LURE  OF  PROFIT.  The  best  way  to  get 
them,  it  seems  to  me,  is  to  develop  indig- 
enous cadres  of  small-scale  entrepre- 
neurs. Countries  emerging  from  the  co- 
coon of  communism  need  dozens,  then 
hundreds,  then  thousands  of  hard-work- 
ing shopkeepers,  restaurateurs,  garage- 
based  manufacturers,  operators  of  small 
service  businesses,  and  the  like — all  mo- 
tivated by  the  lure  of  profit.  Unfortu- 
nately, few  people  in  these  countries  to- 
day know  much  about  running,  much 
less  starting,  a  business. 

That  is  where  America  can  help.  East- 
ern Europe  and  the  Soviet  Union  need 
role  models  for  small-scale  entrepreneur- 
ship,  and  there  is  no  better  place  to  find 
them  than  in  the  U.  S.  We  have  an  his- 
toric opportunity  to  export  entre])reneur- 
ial  capitalism. 

Specifically,  lo  the  extent  that  each 
host  country  allows,  the  U.  S.  govern- 
ment should  offer  guarantees  against 
business  failure  to  Americans  who  start 
small  enterprises  or  enter  joint  ventures 
with  local  partners.  In  doing  so,  we  must 
be  mindful  of  local  sensitivities  and  na- 
tional pride.  If  U.  S.  capitalists  are  more 
welcome  in  Poland  and  Hungary  than  in 
the  Soviet  Union,  then  that  is  where 
they  should  go. 

Notice  that  I  advocate  only  guaran- 
tees against  loss  of  capital,  not  subsidies 
to  cover  annual  operating  losses.  Part  of 


the  problem  in  these  countries  is  th; 
subsidies  have  nurtured  uneconomic  e 
terprises  that  should  long  since  ha^ 
been  shut  down.  The  last  thing  we  wai 
to  do  is  finance  the  continuation  of  sta 
socialism.  American  entrepreneui 
should  go  into  Eastern  Europe  to  g^ 
rich — and  to  make  others  rich  in  the  pr 
cess.  The  Americans  and  their  local  par 
ners  should  be  sniffing  out  opportunitit 
for  profit,  not  going  where  the  gover 
ment  directs. 
SPECIAL  RISKS.  To  further  limit  the  pr 
gram,  guarantees  should  apply  only  f( 
a  specified  number  of  years  and  only 
businesses  of  less  than  a  certain  siz 
If  an  eligible  business  failed  within  tl 
prescribed  time,  its  American  ownei 
could  recoup  their  original  investmei 
from  the  U.  S.  government.  Successf 
ventures  would  be  unaffected  by  tl 
program. 

But  why  offer  guarantees  at  all?  Isn 
the  profit  motive  enough?  The  answer 
that  such  investments  face  special,  unii 
surable  risks  that  might  deter  all  but  tl 
bravest  capitalists. 

First,  we  do  not  want  to  wait  unt 
Eastern  Europe  and  the  Soviet  Unio 
develop  smoothly  functioning  mark( 
systems  fully  integrated  into  the  worl 
economy.  Rather,  we  want  to  hasten  th 
achievement  of  that  goal.  The  early  bus 
ness  ventures  will  be  subject  to  the  vicii 
situdes  of  economies  in  transition  fror 
central  planning  to  the  market.  Vestige 
of  stifling  bureaucracy  might  reman 
Particular  prices  might  be  decontrolle 
or  reconti'olled,  with  calamitous  effect 
on  enterprise  profits.  Currencies  migl 
be  blocked,  or  subject  to  huge  devalui 
tions.  For  the  foreseeable  future,  settin 
up  shop  in  Romania  will  not  be  like  opei 
ing  up  in  New  Jersey. 

Second,  there  is  an  incalculable  polit 
cal  risk.  One  or  more  of  these  nation 
might  fail  to  make  the  transition,  pei 
haps  reverting  to  state  socialism  or  eve 
degenerating  into  chaos.  If  so,  America 
investors  might  find  their  property  va 
ueless.  A  U.  S.  government  guarante 
would  eliminate  part  of  the  risk  or,  mor 
precisely,  transfer  it  to  the  taxpayer 

Which  raises  the  key  question:  Wh 
use  the  U.  S.  taxpayer's  money  to  hel 
others  get  rich?  My  answer  is  simple.  I 
our  cherished  mixture  of  political  demo( 
racy  and  market  capitalism  takes  root  i 
Eastern  Europe  and  the  Soviet  Unior 
our  former  adversaries  will  cease  to  b 
threats  to  our  national  security.  This  n 
markable  juncture  in  history  gives  us 
rare  opportunity  to  buy  national  securit; 
on  the  cheap.  Who  today  doubts  that 
few  billion  dollars  in  small-busines, 
guarantees  will  deliver  vastly  more  ns 
tional  security  than  a  far  greater  sun 
spent  on  bombers  and  missiles? 
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ECONOMIC  VIEWPO 


conomic  Trends 


BY  GENE  KORETZ 


THE  U-HAULS  ARE 
ROLLING  TOWARD 
TEXAS  ONCE  AGAIN 


Where  regional  economic  trends  are 
concerned,  people  often  vote  with 
their  feet.  At  least  that's  the  case  with 
the  Lone  Star  State,  notes  economist 
Bernard  L.  Weinstein  of  the  University 
of  North  Texas.  From  1980  to  1986, 
while  the  nation's  population  grew  at  a 
1%  annual  rate,  Texas'  population 
surged  at  an  annual  rate  of  2.9%  as  its 
booming  oil-based  economy  attracted 
job-seekers  from  the  Midwest  and  other 
areas.  But  people  began  to  leave  the 
state  in  droves  after  the  1986  oil-price 
collapse,  and  in  1988,  at  least  100,000 
more  people  departed  than  moved  in,  re- 
sulting in  the  first  decline  in  Texas'  pop- 
ulation since  the  Depression. 

Last  year,  however,  migration  trends 
reversed  course  again,  with  30,000  more 
people  moving  into  the  state  than  out. 
Weinstein  says  the  turnaround  under- 
scores an  improved  business  climate  re- 
sulting from  both  stronger  oil  prices  and 
diversification  of  the  state's  economic 
base.  With  incipient  recessions  in  the 
Northeast  and  Midwest,  Weinstein  pre- 
dicts that  "Texas  will  enjoy  above-aver- 
age population  growth  for  the  next  sev- 
eral years." 


HOW  AMERICA  REALLY  IS 
SHORTCHANGING 
ITS  SCHOOLCHILDREN 


In  recent  years,  a  cruel  paradox  has 
been  bedeviling  observers  of  the  U.  S. 
education  system:  On  the  one  hand,  sta- 
tistics indicate  that  the  U.  S.  spends 
more  on  education  on  both  a  per-student 
basis  and  as  a  share  of  national  income 
than  virtually  all  of  its  major  industrial 
rivals.  On  the  other,  numerous  interna- 
tional comparisons  of  students'  skills  re- 
veal that  Americans  are  badly  deficient 
in  most  areas  of  learning  at  a  time  when 
education  and  training  are  becoming  an 
increasingly  critical  factor  in  determin- 
ing national  competitiveness. 

In  a  study  of  mathematical  skills  of 
17-year-olds  in  Canada,  the  U.  S.,  Japan, 
Sweden,  and  Britain,  for  example,  U.  S. 
youngsters  came  out  last.  In  another 
study,  the  average  Japanese  r2th-grader 
outperformed  957'  of  U.  S.  12th-graders 
in  tests  of  mathematical  proficiency. 
Similarly,  18-to-24-year-old  Americans 
came  out  last  in  a  recent  eight-nation 
survey  testing  geographical  knowledge. 


And  while  some  13%  of  U.  S.  17-year-olds 
are  reported  to  be  functionally  illiterate, 
the  latest  report  of  the  National  Assess- 
ment of  Educational  Progress  indicates 
that  the  reading  and  writing  skills  of 
American  youngsters  have  hardly  im- 
proved since  1971. 

Most  experts  have  found  it  difficult  to 
reconcile  such  appalling  findings  with 
the  high  level  of  TJ.  S.  educational  invest- 
ment. But  now  a  new  study  by  econo- 
mists M.  Edith  Rasell  and  Lawrence  Mi- 
shel  of  Washington's  Economic  Policy 
Institute  has  apparently  solved  the  puz- 
zle. It  finds  that  the  strength  of  U.  S. 


THE  U.S.  LAGS  IN  BASIC 
EDUCATION  SPENDING 


OUTLAYS  FOR  KINDERGARTEN 
THROUGH  12TH  GRADE* 
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educational  spending  compared  with 
that  of  other  nations  "is  due  largely  to 
the  substantial  sums  the  U.  S.  spends  on 
higher  education." 

Of  16  industrial  nations  studied,  the 
U.  S.  has  the  highest  percent  of  its  popu- 
lation enrolled  in  colleges  and  universi- 
ties— 5.17f  compared  with  an  average  of 
2.4%  in  the  other  15.  Thus,  the  two  econ- 
omists subtract  public  and  private 
spending  on  higher  education  from  total 
national  educational  expenditures  and 
focus  on  kindergarten  through  high 
school.  Once  this  is  done,  it  turns  out 
that  the  U.  S.  lags  behind  badly  in  educa- 
tional investment  (chart). 

Based  on  1985  international  data — the 
latest  available — adjusted  for  the  size  of 
school-age  populations,  Rasell  and  Mi- 
shel  find  that  the  U.  S.  ranks  14th  in 
total  spending  for  preschool  through 
secondary  education  as  a  percent  of  na- 
tional income.  Even  if  the  data  are  unad- 
justed and  only  operating  expenses  are 
counted,  the  U.  S.  comes  out  behind. 

The  Economic  Policy  Institute  study 
implicitly  challenges  the  position  of 
Bush  Administration  officials  that  the 
nation's  basic  education  system  is  al- 
ready more  than  adequately  funded.  Cit- 
ing the  statistics  on  gross  educational 
spending,  the  Administration  has  strong- 


ly resisted  calls  for  increased  fundin 
and  argued  instead  that  basic  reform  c 
the  nation's  ineffectual  and  wastefi 
education  system  is  the  way  to  resolv 
the  crisis. 

For  their  part,  Rasell  and  Mish 
aren't  opposed  to  reform  of  the  educi' 
tion  system.  But  they  note  that  the  edi 
cation  crisis  is  centered  in  primary  an 
secondary  schools,  exactly  the  level 
where  the  U.  S.  is  being  outspent  by  it 
industrial  rivals.  They  calculate,  for  e 
ample,  that  the  U.  S.  would  have  t 
boost  spending  on  preschool  program 
through  high  school  by  $20  billion  a  yea 
to  reach  the  average  level  posted  by  otl 
er  industrial  nations.  "Money  alon 
won't  solve  our  educational  woes,"  say 
Mishel,  "but  greater  spending  by  o 
competitors  overseas  suggests  that 
might  help  significantly." 


JAPAN'S  ROAMING 
TOURISTS  ARE  BOOSTING! 
ITS  IMPORTS 


Don't  underestimate  the  potential  in 
pact  of  Japan's  peripatetic  vacatior 
ers  on  its  trade  surplus.  Economists  £ 
Morgan  Stanley  &  Co.  note  that  some  1 
million  Japanese  traveled  abroad  in  1981 
which  means  that  the  nation's  trade  def 
cit  in  travel  services  could  well  excee 
$20  billion  for  the  year.  That's  five  time 
Japan's  travel  deficit  in  1985.  What' 
more,  the  typical  tourist  brings  bac 
about  $1,000  in  foreign  goods,  whic 
makes  travel  one  of  the  most  promisin 
ways  to  increase  imports.  The  only  thin 
that  is  holding  back  the  boom  in  ove) 
seas  travel,  says  Morgan  Stanlej 
"seems  to  be  Japan's  undersized  an 
overburdened  international  airports." 


INFLATION  WORRIES 
MAY  KEEP  THE  FED'S 
PURSE  STRINGS  TIGHT 


There  are  several  reasons  why  th 
Federal  Reserve  Board  is  likely  to  g 
slow  in  easing  money  despite  the  slu| 
gish  economy.  One  is  the  upsurge  in  ir 
flation  caused  by  higher  energy  an 
food  prices — a  rise  that  appears  worr 
some  in  light  of  the  fact  that  the  broa 
money  supply  (M2)  has  been  growing  £ 
a  heady  8.5%  annual  rate  since  last  Jun( 
More  to  the  point,  the  Fed's  much  hei 
aided  P*  measure  of  potential  inflatio 
generated  by  monetary  growth  inche 
above  the  actual  price  level  in  the  secon. 
half  of  last  year,  pointing  to  a  possibl 
pickup  in  inflation  in  the  future  unles 
the  Fed  reins  in  the  money  supply. 
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ECONOMIC  TRE^ 


Not  SINCE 

A REAL  ROCKY 
BECAME  CHAME 


.INCOLN-MERCURY  DIVISION  C^§> 


his\t:ar,the 
ditors  of 

lOTOR  TREND 
lAGAZINE  DID 
DMETHING  THEY 
AVEN'T  DONE  IN 

B^^ARS:  They 


Not  SICE  1952 

HASALUXURYSEDAN 
BEEN  NAMED 
MOTOR  TREND'S 
CAROFTHEYEAR 

Introducing  THE  1990 

LINCOLN  TOWN  CAR. 


QUIETER  AND 
SMOOTHER  THAN 

EVER.  And  one 

MORE  SPACIOUS 
THAN  AT^  OTHER 
CAR  YOU  CAN  OWN. 


The  new  Lincoln 

estowed  their  highest  honor  0  town  car.  motor  trend's  1990 

IN  A  LUXURY  SEDAN.    OnE  WITH  V-8  CAR  OF  THE  YEAR.    FOR  A  TOWN  CAR 

OWER.    One  WITH  A  RIDE  THAT'S   f  CATALOG,  CALL  1-800-446-8888. 

LINCOLN,  ^itiifei^   What  a  luxury  car  should  be. 


'Tell  him  to  call  back  in  three  laps." 


Always  being  reachable  isn't  just  nice,  it's  also  very  useful.  This  is  especially  true  for 
business  associates  who  have  to  communicate  across  national  and  time  zone 
boundaries.  If  you  want  to  improve  your  communication  with  Germany,  have  a 
word  with  the  Deutsche  Bundespost.  They  have  the  most  up-to-date  know-how, 
nationwide  networks  and  advanced  communications  services  available.  Whether  it's 
Text  or  Data  Communication,  Videoconference,  ISDN  or  optical  fibre  technology, 
today  and  in  the  future  the  Deutsche  Bundespost  is  the  right  partner  for  companies 
dependent  on  communication  across  boundaries.  For  further  information  please 
contact:  Deutsche  Bundespost  Telekom,  RO.  Box  1190,  D-6600  Saarbrucken, 
Federal  Republic  of  Germany.  We're  removing  old  barriers  to  cooperation. 


Telekom 


Deutsche  Bundespost 


usiness  Outloo 


JARY  29,  1990 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


FAGFLATION  IS  BACK—BUT  IT'S  NOT 
ME  SAME  BEAST  THAT  STALKED  THE  70s 


^  tagflation:  stagnant  economic  growth  along  with 
ll  stubbornly  high  inflation.  The  last  time  it  afflicted 
Fus  was  in  the  1970s.  Now,  in  a  different  form,  it's 
outlook  for  1990.  And  the  prospect  sets  up  a  tricky 
;y  dilemma  for  the  Federal  Reserve  Board, 
lis  year's  stagflation  will  be  a  far  cry  from  the 
:re  recession  and  double-digit  inflation  that  charac- 
;ed  much  of  the  1970s.  The  milder  1990  version  stems 
1  the  Fed's  anti-inflation  efforts  in  1988  and  1989. 
36  have  brought  the  economy  to  the  brink  of  reces- 
,  though  an  actual  downturn  is  unlikely.  Meanwhile, 
ition  seems  entrenched  at  about  4.5%.  That's  an  un- 
ling  prospect  for  Wall  Street,  which  has  taken  the 
at  its  word  on  its  intention  to  lick  inflation. 

Prices  of  stocks  and  bonds 
nose-dived  on  Jan.  12,  when  the 
government  reported  an  unex- 
pected surge  in  producer  prices 
for  December  plus  a  weak  year- 
end  performance  for  retail 
sales.  The  financial  markets  are 
beginning  to  fear  that  only  a 
recession  can  reduce  inflation 
further.  But  they  doubt  that  the 
Fed  is  really  willing  to  let  the 
economy  sink. 


KTORY  OUTPUT 
HITS  THE  SKIDS 


1989 


IRTERIY  PERCENT  CHANGE, 
<UAl  RATES 
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anufacturing  is  already  gasping  for  air.  That's 
re  the  Fed's  anti-inflation  efforts  have  hit  hardest, 
luse  of  rising  interest  rates  early  last  year,  industri- 
utput  in  the  factory  sector  slowed  throughout  1989 
finally  fell  in  the  fourth  quarter  (chart).  The  weak- 
i  in  manufacturing  is  widespread  and  is  particularly 
«  in  the  auto  industry.  This  has  eased  inflation  in 
is  prices.  But  the  weakness  hasn't  been  severe 
igh  to  damage  the  service  sector, 
lat's  where  inflation  is  rooted,  and  why  prospects  for 
nking  it  further  this  year  are  dim.  Service  prices 
V  few  signs  of  slowing  dov/n.  The  Fed  would  have  to 
manufacturing  even  harder  if  it's  to  ease  labor-mar- 
tightness  in  the  service  sector  enough  to  cool  off 
:e  gains  and  take  pressure  off  service  prices. 

IE  CHILL  Even  though  chances  for  any  meaningful 
OKED  reduction  in  inflation  this  year  are  slim, 
illTY  manufacturing's  malaise  continues  to  cut 
;MAHD  jj^|-Q  economic  growth.  The  data  from  the 
Lstrial  sector  have  been  whipsawed  in  recent  months 
in  unusual  number  of  special  factors,  but  the  read- 
i  are  still  weak. 

idustrial  production  at  U.  S.  factories,  mines,  and 


utilities  posted  a  0A%  advance  in  December,  but  that 
gain  was  exaggerated  by  a  6.3%  surge  in  utility  output, 
reflecting  the  month's  abnormally  cold  weather.  Manu- 
facturing output  rose  only  0.2%-,  and  even  that  was  in- 
flated by  Boeing  Co.'s  return  to  normal  production  after 
a  strike.  Excluding  that,  factory  output  was  flat. 

The  pressure  on  utilities  tightened  overall  industrial 
capacity  last  month,  sending  the  operating  rate  to  83.3'a 
from  83.1%'  in  November.  Capacity  utilization  at  utilities 
soared  5  percentage  points,  to  86.3%- — the  largest  in- 
crease in  the  23-year  history  of  the  data.  However,  the 
operating  rate  in  manufacturing  fell  slightly. 

I THE  BOEIHG  Manufacturing  has  lost  more  ground, 
STRIKE  partly  because  tight  monetary  policy  and 
HURT  higher  interest  rates  pushed  up  the  dol- 

EXPORTS  — cutting  into  export  growth.  In  No- 
vember, exports  dropped  by  2.7%-,  to  $30.2  billion.  Im- 
ports also  fell,  but  by  a  smaller  1.4%,  to  $40.7  billion. 
That  widened  the  merchandise  trade  deficit  in  Novem- 
ber, to  $10.5  billion  from  October's  $10.3  billion. 

The  November  decline  in  exports  largely  reflected  low- 
er aircraft  shipments  because  of  the  Boeing  strike.  But 
even  excluding  aircraft,  exports  of  capital  goods  still  fell 
in  both  October  and  November.  In  the  12  months  that 
ended  in  November,  total  exports  rose  by  just  9.6'a — 
barely  half  the  18%  pace  posted  a  year  earlier. 

After  making  some  headway 
in  mid-1989,  the  trade  deficit 
has  edged  back  up  to  around 
$10  billion  (chart).  The  latest 
data  suggest  that  the  foreign 
trade  sector  was  a  drag  on  the 
U.  S.  economy  in  the  fourth 
quarter,  although  a  rebound  in 
aircraft  shipments  should  give 
exports  a  boost  in  the  current 
quarter. 
The  slowdown  in  consumer 
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spending  is  also  hurting  factory  output.  Weak  car  sales 
hit  consumer-spending  figures  last  quarter.  Retail  sales 
rose  a  slim  0.2%  in  December,  to  $144.4  billion,  and  for 
the  fourth  quarter  they  fell  at  a  1.5%  annual  rate.  But 
excluding  cars,  sales  last  quarter  rose  at  a  3.4%  pace. 

Plainly,  consumers  remain  a  vital  element  in  continu- 
ing the  expansion.  Even  if  they're  not  spending  at  the 
heady  pace  of  previous  years,  their  outlays  are  still  a  big 
reason  why  a  recession  is  unlikely. 

Recently,  buyers  have  returned  to  car  dealerships,  but 
only  after  Detroit  began  offering  new  sales  incentives 
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late  last  year.  In  late  December,  sales  of  domestically 
made  cars  rose  to  a  respectable  7.5  million  annual  rate 
from  about  6  million  in  the  weeks  beforehand.  And  in 
early  January,  cars  sold  at  a  hefty  8.1  million  pace. 

Those  sales  will  help  reduce  the  mountain  of  unsold 
cars,  but  they  aren't  likely  to  alter  Detroit's  weak  pro- 
duction schedule  for  the  first  quarter.  Dealers  went  into 
January  with  a  91-day  supply  of  cars,  far  above  the 
preferred  65  days.  Detroit's  problems  will  continue  to 
depress  industrial  output  this  quarter. 

I FOOD  AND  Slower  growth  in  the  demand  for  goods, 
ENERGY  and  the  slack  this  has  created  in  capacity, 
COSTS  KEEP  have  helped  cut  into  inflation  in  the  prices 
CLIMBING  Qf  goods.  But  even  that  progress  seemed 
questionable  when  the  Labor  Dept.  reported  that  produc- 
er prices  for  finished  goods  rose  a  steep  0.7%  in  Decem- 
ber. That  market-roiling  jump  pushed  prices  up  by  4.8% 
for  all  of  1989 — the  sharpest  rise  since  1981. 

Much  of  the  December  gain  reflected  higher  food  and 
energy  costs.  Further  cost  increases  in  those  two  areas 
mean  that  the  wholesale  and  consumer  price  indexes  will 
put  in  dismal  performances  for  January  as  well. 

But  omit  the  volatile  food  and  energy  components  and 
the  outlook  improves.  True,  a  4.57o  leap  in  tobacco  prices 
contributed  to  last  month's  0.6%  advance  in  prices  ex- 
cluding food  and  energy.  But  that  followed  milder  in- 
creases of  0.2%'  in  November  and  0.1%'  in  October.  For  all 
of  1989,  producer  prices  for  nonfood,  nonenergy  goods 
were  up  4:.27o,  about  the  same  as  their  4.3%  gain  in  1988. 

Clearly,  the  Fed's  past  tightening  has  affected  prices 
in  areas  where  interest  rates  influence  demand.  In  the 
sluggish  construction  sector,  for  example,  prices  for 
such  building  materials  as  gypsum,  glass,  and  plastic 
products  are  well  below  those  of  a  year  ago. 

Growth  in  the  wholesale  cost  of  credit-sensitive  capital 
goods  has  been  easmg.  In  the  last  half  of  1989,  such 
prices  advanced  at  an  annual  rate  of  just  2.9%,  down 


WHERE  PRODUCER 
PRICES  ARE  COOLINf 


,  CRUDE  MATERIALS 


from  4.5%  in  the  first  half.  Inflation  here  also  has  bee' 
tempered  by  competition  from  foreign  producers,  w 
have  held  price  hikes  to  only  about  3%-  annually 

What  augurs  most  favorably 
for  future  price  trends  is  that 
the  Fed-induced  slowdown  in 
the  industrial  sector  has  freed 
capacity,  especially  further  back 
in  the  production  process.  In 
December,  factory  operating 
rates  loosened,  to  83.1%  from 
83.2%  in  November  and  84.4%  a 
year  ago.  For  primary  proces- 
sors, capacity  rates  have  fallen 
even  more,  to  84.5%-  in  Decem- 
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ber,  from  their  expansion  high  of  88.4%  in  January. 

That  loosening  of  capacity  has  slowed  price  rises  o 
the  materials  that  manufacturers  buy.  In  1989,  prices  f 
intermediate  goods,  excluding  food  and  energy,  rose  ju 
0.9%,  compared  with  a  7.29'^  jump  in  the  previous  yea 
Crude  materials  prices  fell  3.9%'  last  year,  after  risin 
7.6%  in  1988  (chart). 

In  December,  prices  for  intermediate  materials  an 
supplies  excluding  food  and  energy  were  down  0.4 
after  no  change  in  November.  Prices  for  nonfood,  none 
ergy  crude  materials  fell  1.8%,  with  steep  price  decline 
in  scrap  metal,  cotton,  and  waste  paper. 

With  the  prices  of  input  materials  rising  more  slo 
ly — even  falling,  in  some  cases — producers  of  finishe 
capital  and  consumer  goods  are  getting  a  break.  S 
increases  in  prices  of  finished  goods  should  start  to  edg 
down  below  4%  this  year. 

That  means  the  Fed  is  gaining  in  the  battle  agains 
inflation — but  still  only  on  the  goods  side  of  the  econc 
my.  Services  remain  a  stubborn  problem.  Consume 
prices  for  nonenergy  services  rose  about  5%  in  1989,  thi 
same  as  in  1988.  And  with  the  Fed  now  easing  monetar 
policy,  lower  service  inflation  this  year  seems  unlikely. 


1  THE  WEEK  AHEAD 

THE  FEDERAL  BUDGET 

wage  costs  in  the  fourth  quarter  went 
up  by  about  3.8%  from  year-ago  levels, 
compared  with  a  4.4%  advance  in  the 
third  quarter.  Fourth-quarter  benefit 
outlays,  however,  probably  rose  by  the 
same  6%  gain  posted  in  the  third  period. 

GROSS  NATIONAL  PRODUCT 

Co.  strike.  The  expected  bounce-bacl 
from  those  events  suggests  that  growi:! 
this  quarter  will  be  stronger  than  in  th 
fourth.  Even  with  the  small  gain  in  GNF 
most  economists  expect  that  the  fixed 
weight  price  deflator  last  quarter  rose  a 
an  annual  rate  of  about  3.5%',  up  fron 
2.8%  in  the  third  quarter.  Higher  energ; 
prices  will  lead  the  acceleration. 

DURABLE  GOODS  ORDERS 

Tuesday,  Jan.  23,  2  p.m. 
The  federal  government  will  probably 
post  a  budget  deficit  of  about  $15  billion 
for  December,  compared  with  the  $11.4 
billion  gap  recorded  in  December,  1988. 
Falling  corporate  earnings  suggest 
weak  business-tax  payments. 

EMPLOYMENT  COSTS 

Friday,  Jan.  26,  8:30  a.m. 
The  consensus  of  economists  is  that  the 
U.  S.  economy  grew  at  a  weak  0.7%^  an- 
nual rate  in  the  fourth  quarter,  a  sharp 
drop  from  the  3%  pace  of  the  third  quar- 
ter. Sluggish  consumer  spending — espe- 
cially for  autos^ — led  the  slowdown.  But 
growth  may  have  been  even  slower  be- 
cause of  the  effects  of  some  onetime 
factors,  including  the  California  earth- 
quake, Hurricane  Hugo,  and  the  Boeing 

Thursday,  Jan.  25,  8:S0  a.m. 
Labor  cost^;  for  private  businesses  in  the 
fourth  quarter  likely  increased  by  about 
4.4%'  from  a  year  earlier,  down  from  the 
4.7%  yearly  gain  in  the  third  quarter.  All 
of  the  slowdown  will  be  on  the  wage 
side  of  compensation  costs.  Smaller  pay 
gains  in  manufacturing  suggest  that 

Friday,  Jan.  26,  8:30  a.m. 
New  orders  for  durable  goods  likely  fel 
by  about  3%  in  December,  after  jumping 
4.8%  in  November.  Demand  for  nonde 
fense  aircraft  and  military  goods,  whicl 
soared  in  November,  likely  fell  back  las 
month.  Orders  for  other  hardgoods  prob 
ably  were  weak  as  well. 
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The  check  really  is  In  the  mail. 


1989  AEtna  Life  and  Casualty  Company 


Very  few  things  in  life  are  more  frustrating  than  waiting  around  for 
money  that  someone  owes  you. 

Particularly  if  that  someone  is  an  insurance  company 

Unfortunately,  it's  by  no  means  unusual  to  wait  months  on  end  for 
an  insurance  company  to  pay  up. 

At  Aetna,  we  think  that's  unconscionable. 

So  at  our  Employee  Benefits  Division, we've  reduced  the  entire 
health  insurance  claims  process  to  a  mere  nine  days.  Despite  the  fact 
that  we  receive  nearly  a  quarter-million  claims  a  day 

Of  course,  you  don't  get  results  like  this  by  waving  a  wand.  At  Aetna, 
it  takes  a  national  on-line  claims  network,  three  mainframe  computers, 
32  automatic  collating  machines,  five  Zip  Code  pre-sorters,and  225 
dedicated  people  dedicated  solely  to  getting  those  checks  in  the  mail. 

Still,  we  find  the  extra  effort  pays.  We  like  to  think  that  such  un- 
usual promptness  is  why  so  many  companies  are  so 
quick  to  employ  us  for  their  employee  benefit  programs. 

And  why  they're  so  slow  to  leave  us. 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT 
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ROBERT  CAMPEAU 
AT  HOME 
IN  TORONTO 


GEHING  CAMPEAU'S  CREDITORS  TO 
AGREE  COUID  TAKE  YEARS 


litoc 


I  the 


Last  summer,  Robert  Campeau  need- 
ed credibility  almost  as  badly  as  he 
needed  cash.  So  badly  that  he  flew 
to  Switzerland  to  plead  with  fellow  Ca- 
nadian real  estate  developer  Paul  Reich- 
mann.  After  some  beseeching,  the  Reich- 
mann  family's  Olympia  &  York 
Developments  Ltd.  came  through. 

Today,  O&Y  insiders  claim  that  from 
the  very  outset,  Reichmann  was  skepti- 
cal that  Campeau  could  keep  his  retail- 
ing and  real  estate  empire  solvent.  That 
may  be  so  much  damage  control.  For  in 
the  rest  of  the  business  world,  Reich- 
mann's  promise  last  September  of  a  $250 
million  loan  was  seen  as  a  two-inch-thick 
lifeline  spun  of  gold.  Says  a  Campeau 
executive:  "He  created  enormous  expec- 
tations by  the  way  he  came  in." 

That's  why  the  debacle  at  Campeau  is 
a  rare  embarrassment  for  the  Reich- 
manns,  one  of  the  world's  most  powerful 


and  successful  families  (page  32).  As 
they  struggled  through  the  fall  to  ease 
the  crushing  pressure  of  Campeau's  $7.5 
billion  in  debts,  time  and  public  confi- 
dence ran  out.  Unable  to  order  goods  on 
credit,  Campeau's  U.  S.  retailing  giants. 
Allied  Stores  Corp.  and  Federated  De- 
partment Stores  Inc.,  on  Jan.  15  filed  for 
Chapter  11  protection.  It's  the  largest 
retailing  bankruptcy  in  history. 
UNCHARTED  REGIONS.  The  petitions 
bought  some  Ijreathing  room  for  such 
respected  stores  as  Bloomingdale's  and 
Abraham  &  Straus  in  New  York,  Rich's 
in  Atlanta,  Florida's  Burdines,  and  Seat- 
tle's Bon  Marche.  But  now,  a  more  gru- 
eling struggle  begins.  For  the  Campeau 
empire  of  260  department  stores  remains 
a  complex  web  of  holding  companies,  fi- 
nancial obligations,  and  tricky  tax  strate- 
gies. Worse,  Campeau  creditors  (table) 
likely  will  pursue  their  competing  claims 
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into  unexplored  regions  of  bankruptc  t  w( 
law.  The  case  could  take  as  long  as  fiv  nfer 
years,  reckons  one  bankruptcy  lawye:  KEi 
With  a  depressing  ring  of  truth,  he  add: 
"There  are  marvelous  opportunities  fc 
litigation." 

Even  in  Chapter  11,  the  stores  muA  Im 
cope  with  softening  retail  sales  and 
gressive  discounting  nationwide.  Thes 
same  problems  have  stymied  Campeau 
efforts  since  September,  when  it  becam  k 
plain  that  the  retailers  weren't  churnin 
out  enough  cash  to  pay  back  all  that  Bo 
Campeau  had  borrowed. 

That's  where  the  Reichmanns  came  il 
In  return  for  their  pledge  of  $250  mi 
lion,  they  appointed  an  O&Y  executive  t 
ride  herd  on  the  committee  of  director 
charged  with  reorganizing  Campeau 
debts.  But  the  O&Y-led  group,  with  Pai  ts 
Reichmann  still  in  the  background,  g( 
nowhere.  And  as  fall  turned  to  winte 
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directors  turned  to  Merrill  Lynch  & 
to  formulate  a  plan.  Insiders  say  it 
unclear  who  was  minding  the  store, 
rich-as-Croesus  Reichmanns  or  Bob 
peau,  who  in  a  bygone  era  would 
'.  been  well  on  his  way  to  debtors' 
)n  but  now  remained  very  much  on 
premises. 

le  confusion  only  ended  in  January, 
n.  O&Y,  its  stake  secured  by  a  lien  on 
3  of  Campeau's  most  valuable  Cana- 

real  estate,  bowed  out  of  the  talks 

Campeau  handed  his  share  of  the 
ilers  over  to  a  voting  trust.  But  the 
itors'  confidence  in  Allied  and  Feder- 

had  long  since  dwindled  to  nil. 
3w,  the  job  of  sorting  out  the  Cam- 
i  mess  falls  to  Cincinnati  Federal 
kruptcy  Judge  J. 
ent  Aug  Jr.  Aug's 

headache  is  pars- 
the  complex  struc- 

at  Campeau.  Cam- 
;  put  three  holding 
3anies  between  the 
ns  and  the  Canadi- 
parent,  Campeau 
3.  These  layers 
lid  insulate  the  To- 

0  real  estate  compa- 
but  they'll  increase 
confusion  over  who 
5  what  to  whom, 
st  one  of  the  many 
entious  issues:  Al- 
Stores  holds  half  of 
stock  in  Federated. 
988,  Campeau  used 
!d's  cash  to  help  fi- 
;e  his  takeover  of 
jrated  and  gave  Al- 
the  stock  in  return. 
3d  bondholders 
d  claim  they  were 
ted  unfairly  in  what 

would  argue  was 
sfer  of  assets. 

iGE  TOO  FAR?  All  this  promises  that 
negotiations  will  be  especially  ran- 
us  and  lengthy.  Explains  James  B. 
in,  a  managing  director  at  M.  D. 

1  Investor  Services:  "You  go  after 
people  who  took  your  assets  or  the 
)le  who  received  them — in  this  case, 
jrated  bondholders,  Campeau,  the 
cs,  and  advisers  like  First  Boston." 
^cording  to  attorneys  in  the  case, 
itors  are  indeed  looking  hard  at 
t  Boston  Corp.'s  role.  The  firm, 
g  with  Wasserstein,  Perella  &  Co., 
d  as  investment  bankers  in  the  Fed- 
ed  takeover.  To  get  the  deal  done, 
t  Boston  supplied  Campeau  with  a 

million  bridge  loan.  Because  of  the 
's  dual  role  as  adviser  and  lender, 
Iholders  could  question  First  Bos- 
5  objectivity.  First  Boston  maintains 


that  it  conducted  itself  properly.  But, 
says  Wilbur  L.  Ross  Jr.,  senior  manag- 
ing director  of  Rothschild  Inc.,  an  advis- 
er to  the  Federated  bondholders,  "this  is 
uncharted  territory." 

Meantime,  the  court  must  help  the  re- 
tailers get  operations  running  steadily 
again.  First  on  the  agenda:  approving 
new  credit  lines  totaling  $700  million 
from  Citibank  and  Chemical  Bank.  With 
money  in  the  till  and  the  court  commit- 
ted to  keeping  stores  open,  vendors 
should  resume  shipping  goods. 

Good  thing  the  department  stores 
were  careful  to  court  the  goodwill  of 
suppliers.  Days  before  the  filing,  they 
managed  to  pay  vendors  $150  million 
that  they  could  have  evaded  in  bankrupt- 


Bloomingdale's 
approving  new 


in  New  York:  First  on  the  bankruptcy  court's  agenda  will  be 
credit  lines  so  that  vendors  will  keep  shipping  goods 


a  fraudulent 


WHO'S  WHO  IN 
CAMPEAU'S  CHAPTER  II 

THE  BANKS  Allied  and  Federated  owe 
$3  billion  in  secured  debt  to  banks,  in- 
cluding a  Citibank-led  syndicate,  Banque 
Paribas,  and  Banque  de  Montreal 
THE  BONDHOLDERS  Major  institutions 
such  as  Fidelity  Management  and  Key- 
stone Custodian  hold  various  bonds  in 
Allied  and  Federated.  Total  value  of 
bonds:  About  $3  billion, 
f  IRST  BOSTON  The  investment  firm 
granted  a  bridge  loan  of  $257  million  in 
Campeau's  deal  for  Federated.  First 
Boston  also  holds  other  debt 
VENDORS  Suppliers,  such  as  Liz  Clai- 
borne and  Fieldcrest,  are  owed  varying 
amounts  by  the  different  stores 

DATA:  COMPANY  FILINGS,  R.D.SMITH  &  CO. 


cy.  "That  was  an  intelligent  thing  to  do," 
says  Edward  S.  Finkelstein,  chairman  of 
R.  H.  Macy  &  Co.  "They  didn't  try  to 
take  advantage  of  a  one-time  opportuni- 
ty that  would  have  left  a  lot  of  vendors 
with  problems."  Although  steps  have 
been  taken  to  reassure  employees,  many 
are  anxious.  "It's  like  Romania  here," 
says  a  perfume  saleswoman  at  a  Feder- 
ated Lazarus  store  in  Cincinnati.  "We're 
really  not  sure  what's  next." 
RIVAL  MOVES.  To  please  creditors.  Allied 
and  Federated  are  installing  new  manag- 
ers. Campeau  Director  G.  William  Miller, 
a  former  Federal  Reserve  chairman  and 
Treasury  Secretary,  took  over  as  chair- 
man. The  chains  are  trying  to  recruit  a 
top  retail  manager  to  run  the  stores. 

Already,  rivals  are  on 
the  move.  Some  chain 
stores  are  trying  to  per- 
suade certain  brand- 
name  manufacturers  to 
sell  to  them  as  well  as 
to  Allied  and  Federated 
stores.  Says  William  R. 
Howell,  chairman  of 
J.  C.  Penney  Co.:  "We 
have  a  reputation  for 
paying  our  bills  faster. 
It  will  cause  suppliers 
to  rethink  distribution 
channels."  Penney's 
last  year  landed  Bugle 
Boy,  maker  of  kids' 
clothing,  and  now  is 
chasing  other  labels. 

The  slowdown  in  re- 
tail sales  also  figures  to 
make  it  harder  to  raise 
money  by  selling  assets 
such  as  the  Blooming- 
dale's  chain,  which  re- 
mains on  the  block. 
Moreover,  there's  an- 
other, largely  unrecognized  problem 
with  asset  sales:  Some  fancy  tax  defer- 
rals exploited  by  Campeau  could  come 
undone  if  certain  assets  were  sold  or 
Campeau's  equity  were  sharply  diluted. 
The  resulting  tax  liabilities  could  run 
into  the  hundreds  of  millions,  shrinking 
the  pie  to  be  divided  by  creditors. 

The  upshot:  Nothing  near  a  full  repay- 
ment of  debt  is  likely,  and  the  junk-bond 
investors  who  entrusted  their  capital  to 
Campeau  will  be  asked  to  accept  stock 
instead  of  cash.  Says  Rothschild's  Ross: 
"In  a  sense,  we're  reversing  an  LBO,  sub- 
stituting equity  for  debt."  It's  upside- 
down,  all  right:  Instead  of  ringing  up  big 
bucks,  Bob  Campeau's  shopping  spree 
has  wiped  out  billions. 

By  Todd  Mason  in  New  York,  with  Amy 
Dunkiyi,  Michele  Galen,  and  Leah  J.  Na- 
thans in  New  York,  Stephen  Phillips  in 
Cleveland,  and  bureau  reports 
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INSIDE  THE  REICHMANN 


WHY  THEIR  GAMBLES  USUALLY  PAY  OFF 


The  office  is  tasteful,  but  not  over- 
wiielming.  And  the  man  who  sits 
on  the  edge  of  his  chair  speaks  so 
faintly  that  his  guests  must  strain  to 
catch  his  words.  As  he  gingerly  skirts 
questions  about  his  role  in  the  Campeau 
Corp.  bankruptcy,  a  snow  squall  rolls  in 
off  Lake  Ontario,  enveloping  downtown 
Toronto  in  a  thundering  darkness.  By 
the  time  the  interview  turns  to  more 
successful  ventures,  sunlight  once  more 
cuts  through  the  28th-story  office  win- 
dows. It  almost  seems  as  if  the  weather 
gods  have  staged  a  command  perfor- 
mance for  Paul  Reichmann. 

Aura,  after  all,  is  the  Reichmanns' 
stock  in  trade.  In  just  30  years,  the  fam- 
ily's Olympia  &  York  Developments  Ltd. 
has  risen  from  an  obscure  builder  of 
warehouses  in  Toronto  to  become  the 
richest  and  most  powerful  real  estate 
developer  in  the  world.  Through  a  com- 
bination of  intuition,  determinedly  uj)- 
right  personal  standards,  and  a  scholarly 
approach  to  a  crapshoot  business,  the 
Reichmanns  seemed  infallible. 
NO  REAL  HELP.  Now,  by  association  with 
Campeau,  their  aura  has  been  badly 
damaged.  The  Reichmanns  had  em- 
barked on  their  grandest  effort  ever,  a 
mammoth  project  to  create  a  new  busi- 
ness center  in  London,  and  have  gam- 
bles going  in  Tokyo  and  Moscow.  Then, 
in  mid-January  when  Campeau's  ship 
foundered,  the  brothers  suddenly  foum 
themselves  swamped.  The  headlines  and 
bad  blood  could  hurt  the  new  projects  by 
unsettling  important  backers,  such  as 
Tokyo's  bankers.  Campeau  already  is 
dragging  spooked  Sumitomo,  Sanwa, 
and  other  Japanese  banks  into  a  U.  S. 
bankruptcy  court. 

Just  four  months  ago,  the  Reichmanns 
were  hailed  as  fellow  Canadian  Robert 
Campeau's  white  knights  after  they  in- 
fused his  failing  real  estate  and  retailing 
company  with  money  and  confidence. 
But  the  brothers  proved  to  be  of  no  real 
help.  Instead,  they  let  Campeau  drift 
into  a  crisis  of  confidence  and  then  dis- 
tanced themselves  from  the  ensuing  col- 
lapse. Privately,  Paul  Reichmann  down- 


Guided  by  Paul  Reichmann's  foresight  and  financial  acumen, 
virtually  every  commercial  real  estate  trend  in  the  past  three 


Olympia  &  York  has  pioneered 
decades 


■let  J 
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s  O&y's  role.  Publicly,  he  changes 
subject. 

owever  Reichmann-watchers  ulti- 
ely  interpret  the  episode,  the  re- 
liable family  plainly  took  a  tumble, 
incial  bruises  will  be  slight  because 
Reichmanns'  emergency  $250  million 
last  September  is  backed  by  Cam- 
I's  eight  office  towers.  But  reputa- 
is  another  matter,  and  the  family  is 
ng  uncharacteristic  attention  to  its 
lie  relations.  The  biggest  question  of 
[s  this  private  empire  getting  too  big 
three  brothers? 

Ithough  Campeau  had  been  on  the 
k  for  weeks,  only  occasionally  did  it 
c  high  on  the  Reichmann  agenda.  If 
ipeau  executives  wanted 
-to-face  talks  with  Paul, 
'  had  to  fly  to  London, 
re  he  was  deeply  involved 
is  massive  Canary  Wharf 
ect.  Albert,  a  Campeau  di- 
or,  spent  much  of  Novem- 
on  a  building  venture  in 
cow  and  a  Canadian  trade 
;ion  there.  As  Paul  Reich- 
iU  now  says,  what  the 
ily  does  best  is  buildings, 
e  main  focus  for  us  is  real 
te  and  real  estate  invest- 
ts  internationally,"  he  ob- 
es.  "The  only  way  to  suc- 
l  in  the  global  market- 
e  is  if  you  strive  to  be 
best  in  one  area,  perhaps 


tium  bidding  for  a  piece  of  an  enormous 
project  to  redevelop  desolate  waterfront 
property.  If  all  these  projects  come  to- 
gether, the  Reichmanns  will  have  an- 
chored themselves  in  the  world's  finan- 
cial epicenters  well  into  the  next 
century. 

O&Y  brings  to  these  projects  a  sophisti- 
cated team  of  experts  in  design,  finance, 
and  construction.  But  its  secret  weapon 
is  Paul  Reichmann — his  foresight,  finan- 
cial acumen,  and  powers  of  persuasion. 

Guided  by  Paul,  O&Y  has  pioneered 
virtually  every  commercial  real  estate 
trend  in  the  past  three  decades.  Today, 
most  developers  recognize  that  City  Hall 
plays  the  pivotal  role  in  regulating  the 


Albert  and  Ralph  Reichmann:  Once  hailed  as  white  knights, 
brothers  let  Campeau  drift  into  a  crisis  of  confidence 


I  many  ways,  the  Reichmanns  in- 
;ed  their  empire  as  they  went  along, 
brothers,  Paul,  Albert,  and  Ralph, 
I  a  $6  billion  jumble  of  stock  in  every- 
g  from  oil  and  gas  to  paper  and  fi- 
lial services  (table).  But  the  core  of 
r  wealth  is  commercial  real  estate, 
le  amassing  an  estimated  $25  billion 
)roperty,  they  changed  the  face  of 
ir  Manhattan  with  their  World  Fi- 
:ial  Center  much  as  Rockefeller  Cen- 
remade  midtown. 

ut  Rockefellers  they  aren't.  The 
;hers  live  in  an  upper-class  Toronto 
;hborhood,  favor  midsize  Cadillacs, 
,  as  Orthodox  Jews,  can  often  be 
1  walking  their  children  to  temple  on 
Sabbath.  Ralph,  the  youngest  broth- 
runs  the  original  building  materials 
pany.  In  the  neon  world  of  real  es- 
moguls,  the  Reichmann  understate- 
it  adds  to  the  mystique. 
-LEAGUE  RISKS.'  Today,  the  reclusive 
ily's  golden  touch  spans  the  globe. 
Britain,  O&Y  is  betting  $6.6  billion  on 
ary  Wharf  in  the  dilapidated  Dock- 
Is  along  the  Thames,  the  biggest  real 
ite  development  in  Europe.  In  Mos- 
,  Albert  is  pursuing  twin  goals:  to 
d  a  modern  office  tower  for  Western 
ipanies  while  he  builds  bridges  for 
let  Jews.  In  Tokyo,  o&Y  may  soon  be 
irtner  with  a  Mitsubishi  Corp.  consor- 


supply  of  office  space.  O&Y  figured  it  out 
20  years  ago,  when  Paul  Reichmann  sat 
down  with  Toronto's  activist  planners 
and  helped  design  the  city's  web  of  un- 
derground malls.  On  Wall  Street,  the 
Reichmann  name  makes  O&Y  one  of  few 
commercial  real  estate  firms  to  sell 
bonds  backed  by  long-term  leases  on  its 
office  buildings.  "No  question  that  the 
Reichmanns  have  been  the  innovators," 


THE  REICHIWANN  RICHES 

OtYIIIIPIA  &  YORK  DEVEIOPMEMTS  LTD. 

Market  value 

PRIVATELY  HELD  $25  billion* 

FIRST  CANADIAN  PUCE  Toronto 

WORLD  FINANCIAL  CENTER  New  York 

CANARY  WHARF  London 

50-PLUS  OFFICE  BUILDINGS  U.S.  and  Canada 


OLYMPIA  &  YORK  RESOURCES 

GULF  CANADA  Oil  and  gas 

$2.04  billion 

ABITIBI-PRICE  Pulp  and  paper 

660  million 

OLYMPIA  &  YORK  INVESTMENTS 

SANTA  FE  Railroods,  property 

666.3  million 

GW  UTILITIES  Energy 

662.5  million 

CAMPEAU  Real  estate  and  retail 

643  million 

OTHER 

1.52  billion 

TOTAL 

$3 1.2  billion 

*BW  estimate     DATA:  OLYMPIA  &  YORK  DEVELOPMENTS  LTD,  BW 


says  Kenneth  T.  Rosen,  chairman  of  the 
Center  for  Real  Estate  at  the  University 
of  California  at  Berkeley. 
HIGH  PRAISE.  Perhaps  the  most  distinc- 
tive Reichmann  trademark  is  the  broth- 
ers' willingness  to  take  huge  gambles 
that  only  pay  off  way  down  the  line. 
That's  what  endears  them  to  govern- 
ments. In  massive  public-private  partner- 
ships like  the  World  Financial  Center, 
they  put  up  the  financing,  the  govern- 
ment provides  cheap  land,  and  together 
they  create  whole  new  urban  centers.  In 
most  cases,  everybody  wins.  The  lower 
Manhattan  tower  complex  created  high- 
ly-praised public  spaces  and  at  the  same 
time  helped  to  subsidize  adjacent  hous- 
ing. It  is  a  success  in  its  own 
right,  as  well,  with  a  907^  oc- 
cupancy rate  of  its  offices. 
"We  find  out  what  a  city 
needs  and  wants,  then  design 
and  develop  in  support  of 
their  aims,"  says  Paul  Reich- 
mann. As  president  of  the 
Battery  Park  City  Authority, 
Meyer  S.  Frucher  sat  across 
the  table  from  Reichmann  for 
much  of  that  project.  His  lat- 
er hiring  as  executive  vice- 
president  of  O&Y  USA  fits  an 
O&Y  pattern.  Michael  Dennis, 
o&y's  top  man  in  London,  was 
Toronto's  crusading  housing 
commissioner  in  the  1970s. 
Edwin  A.  Mallory,  a  former 
Canadian  diplomat  in  Moscow, 
now  intercedes  there  for  the  Reich- 
manns. And  the  brothers  hired  attorney 
John  Zucotti,  a  former  deputy  mayor  of 
New  York  City,  to  run  O&y's  U.  S.  inter- 
ests. Zucotti's  job  is  to  free  up  Paul 
Reichmann  for  the  London  project. 

The  Reichmanns  have  deep  pockets  to 
match  their  towering  ambitions.  O&Y 
plowed  $300  million  into  the  World  Fi- 
nancial Center  before  seeking  outside  fi- 
nancing. At  Canary  Wharf,  O&Y  by  1991 
will  have  committed  $2  billion  of  its  own 
funds  to  complete  the  project's  first 
phase. 

Another  characteristic  Reichmann 
strategy:  They  find  tenants  first  and 
then  arrange  financing.  Marvels  Kevin 
F.  Haggarty,  executive  vice-president  of 
real  estate  broker  Cushman  &  Wake- 
field Inc.:  "With  no  risk  in  the  deal  any 
more,  they  borrow  at  the  lowest  possible 
rates." 

Paul  Reichmann's  special  claim  is  his 
ability  to  design  the  most  complex  finan- 
cial deals  in  his  head,  then  delegate  the 
paperwork  to  subordinates.  Financially 
eclectic  and  conceptual,  he  relies  on  an 
informal  network  of  market  watchers. 
In  the  deal  that  catapulted  the  Reich- 
manns into  the  big  leagues,  Paul  in  1977 
bought  eight  office  buildings  in  New 
York,  just  as  the  city  narrowly  escaped 
bankruptcy.  O&Y  paid  $320  million.  To- 


the 
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day,  they're  worth  at  least 
ten  times  that.  The  Uris 
deal,  as  it's  known,  was 
even  more  lucrative  be- 
cause the  Reichmanns 
stuck  with  short-term,  vari- 
able financinfj  until  interest 
rates  broke  in  the  mid- 
1980s. 

Despite  that  track  record, 
the  brothers  must  now  bol- 
ster their  reputation  for  fi- 
nancial invincibility.  A  typi- 
cal Reichmann  deal,  for 
example,  was  the  sale  two 
years  ago  of  $400  million  in 
bonds  secured  by  leases  on 
First  Canadian  Place  in  To- 
ronto. By  showing  investors 
annual  revenues  of  $78.5 
million  and  $40  million  in 
cash  flow  from  the  build- 
ing's leases,  the  brothers 
avoided  pledging  any  part  of  the  build- 
ing as  collateral.  Today,  investors  might 
demand  more. 

UPPING  THE  ANTE.  For  the  Reichmanns, 
changing  perceptions  and  doing  deals  is 
first  and  foremost  an  intellectual  chal- 
lenge. Many  who  have  spent  hours  nego- 
tiating with  the  brothers  have  been  frus- 
trated by  their  contemplative  mien. 
"Paul  is  probably  one  of  the  best  listen- 
ers in  the  world,"  sighs  one  adversary. 
But  "he  can  change  his  mind  every  day" 


Michael  Dennis,  O&Y's  London  chief  and  formerly  Toronto's  housing 
commissioner,  is  one  of  many  public  servants  turned  Reichmann  aide 


as  he  picks  up  new  information,  throw- 
ing his  counterparts  off  balance.  None- 
theless, the  Reichmanns  usually  have  a 
clear  idea  of  what  they  want  and  are 
willing  to  walk  away  if  it's  not  forthcom- 
ing. They  gave  up  a  $25  million  deposit 
when  they  failed  to  strike  an  acceptable 
price  for  Gulf  Canada  Corp.  in  1985.  A 
$500  million  tax  loophole,  discovered  lat- 
er, lured  them  back.  And  late  last  year, 
o&Y  broke  off  talks  to  purchase  the 
Sears  Tower  in  Chicago  when  tax  issues 


couldn't  be  resolved. 

When  they  want  somSff'" 
thing  badly  enough.  Pa 
Reichmann  will  take  up  tl 
case  personally.  Consid(  I"™' 
the  World  Financial  Cente 
Reichmann  handled  evei 
important  turn  in  the  neg 
tiations  to  land  AmericE  "tl"' 
Express,  Merrill  Lynch,  ar  '-^^^ 
Dow  Jones  as  key  tenant 
Signing   the  prestigioi 
firms  was  a  crucial  step 
the  transformation  of  tl 
former  landfill  into  a  pr 
mier    business  addres 
Reichmann  built  trust  in  \ 
months  of  negotiations  wil 
former  AmEx  PresideiB*' 
Sanford  I.  Weill,  now  chi^ 
of  Primerica  Corp.  "Whefff 
ever  Paul  Reichmann  sapim^ 
something,  you  could  put 
in  the  bank,"  Weill  says. 

Reichmann  systematically  disposed  (  RS, 
his  prospective  tenants'  objections.  OiS 
took  the  old  headquarters  of  AmEx  ar  rTI 


iit( 


m 
ions 


Merrill  Lynch  in  trade,  temporarily  rai 


■(r,I 


ing  O&y's  bet  on  a  resurgent  New  Yor  «1  ^ 

He  allowed  AmEx  to  finish  its  new  o  i!e 
fice  tower  to  its  own  specifications  ar 

sold  equity  to  AmEx  and  Merrill.  In  aits 
subtler  approach,  O&Y  outfitted  a  mod 

office  with  visual  effects  to  show  exec  sYo 

fives  their  views  of  the  Hudson  River  i  Ik  of 


THE  REICHMANNS'  OLYMPIA  &  YORK:  AN  EMPIRE  BUILT  ON  FLOOR  TILE 


1956 


Ralph  Reichmann,  22 
years  old  and  a  fancier  of  classic 
Greece,  starts  an  importing 
business  in  Toronto  and  names  it 
Olympic  Floor  &  Tile  Co.  His 
parents  and  brothers  join  him  in 
stages  from  Tangier 


il'Jiil!)!-' 


1977  A  canny  $320  mil 

deal  for  eight  New/  York  bu 
seals  O&Y's  reputation 

1980  O&Y  defies  skeptj 
betting  that  Wall  Street  firn 
move  to  a  nearby  landfill. 
World  Financial  Center 
remakes  lower  Manhattan! 


1969  York  Developments, 
formed  by  Albert  and  Paul,  gets 
big  in  real  estate  by  building 
warehouses.  The  family 
incorporates  as  Olympia  & 
York  Developments  Ltd. 


1974  Toronto  competitors 
think  O&Y  is  crazy  to  begin 
mammoth  First  Canadian  Place. 
Undeterred,  the  Reichmanns  help 
define  urban  Toronto  and  refine 
the  art  of  high-rise  construction 
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erent  hours  of  the  day.  It 
it  lavishly  on  amenities,  from 
imported  palms  in  the  Winter 
den  to  the  latest  in  energy 
«ms  that  cut  a  tenant's  utility 

,NTUM  LEAP.  o&Y  is  using  simi- 
tactics  in  London.  A  pent- 
se  suite  in  O&Y's  offices  dis- 
s  computerized  projections  of 
el  time  to  the  new  site.  A  bill- 
:"d  campaign  around  the  city 
3  to  make  Canary  Wharf  a 
sehold  name.  And  O&Y  is  hop- 
that  building  swaps  like  those 
id  in  New  York  will  work  in 
don,  where  it  would  be  a 

ut  Canary  Wharf  is  a  quan- 
leap,  even  for  the  Reich- 
ins.  The  project's  scale  is  mas- 
'. — "the  World  Financial 
ter  times  four,"  says  Paul 
;hmann.  The  71-acre  site  will 
ure  24  buildings  totaling  10 
ion  square  feet  of  office  space,  plus 
as,  restaurants,  and  a  hotel  sur- 
ided  by  parks,  terraces,  and  water- 
s.  The  centerpiece  will  be  an  800-foot 
2r,  Britain's  tallest  by  far.  Says  Mi- 
!l  M.  Dennis:  "We're  building  a 
le  neighborhood." 

'hy  are  the  Reichmanns  bent  on  a 
int  site  three  miles  from  the  heart  of 
City?  It's  the  same  formula  as  in 
f  York:  Land  costs  are  as  little  as  a 
h  of  those  in  central  London.  Even 


To  free  up  Paul  Reichmann  for  the  demanding  London 
project,  O&Y  hired  John  Zucotti  to  run  its  U.S.  interests 


when  erecting  state-of-the-art  buildings, 
the  Reichmanns  can  still  charge  rents  at 
half  the  rate  for  prime  space  elsewhere. 

But  the  lure  of  cheap  rents  can't  alone 
insure  success.  Right  now,  there  are  no 
decent  roads,  and  it  takes  a  taxi  25  to  30 
minutes  to  wend  its  way  to  the  Dock- 
lands. Just  a  light  railway  with  one-car 
trains  runs  from  the  City's  outskirts  to 
Canary  Wharf.  So  far,  O&Y  has  signed 
only  Merrill  Lynch  and  Texaco,  but  ad- 
vertising agency  Ogilvy  &  Mather  may 


be  next.  All  together,  that  will 
still  leave  about  80%  of  the  first 
stage  of  the  project  to  lease. 
What's  more,  as  the  British  econ- 
omy has  softened,  vacancy  rates 
elsewhere  have  risen,  and  that 
could  dim  hopes  of  filling  up  Ca- 
nary Wharf. 

Early  on,  O&Y's  London  team 
realized  that  transportation 
would  make  or  break  the  project. 
To  bolster  its  arguments  for  a 
subway  line  to  Canary  Wharf, 
o&Y  spared  no  expense  hiring  ex- 
perts and  planned  the  line  itself, 
hoping  to  steer  public  policy  its 
way.  By  late  1988,  it  plopped  a 
completed  study  in  the  govern- 
ment's lap.  O&Y  also  agreed  to 
pay  a  large  chunk  of  the  bill — at 
least  $350  million,  by  some  esti- 
mates. 

SIMPLE  PHILOSOPHY.  After  less 
than  two  years  of  effort,  a  modi- 
fied version  of  the  route  is  now 
on  the  verge  of  Parliamentary  approval. 
No  small  feat.  As  John  R.  Parry,  manag- 
ing director  of  rival  Hammerson  Proper- 
ty Investment  &  Development  Corp., 
puts  it:  "I  have  great  admiration  for  any 
private  company  that  can  convince  the 
government  to  build  a  new  tube  line  to 
their  project."  The  Reichmanns'  willing- 
ness to  put  private  money  in  public 
works  won  them  influential  friends,  in- 
cluding Prime  Minister  Margaret 
Thatcher,  who  hopes  that  the  Docklands 


1981 ; 


The  brothers  add  paper 
maker  Abitibi-Price  to  their  stock 
portfolio.  They  also  own  stock  in 
most  other  Canadian  developers 


1986 


Allied-Lyons  bests 
O&Y's  bid  for  Hiram  Walker 
Resources.  Paul  Reichmann 
loses  his  first  public  battle 


1987 


O&Y  plays  white 
knight  to  Santa  Fe,  joining  a 
quiet  restructuring  of  the  oil, 
rail,  and  real  estate  giant 


1985 


The  Reichmanns  buy 
Gulf  Canada  for  $3  billion.  A 
$500  million  tax  break  eases 
their  pain  when  oil  prices  drop 


1988  O&Y  takes  over 

huge  Canary  Wharf,  betting 
it  will  become  Europe's 
business  center 

1990  After  infusing 

$250  million  in  Robert 
Campeau's  empire,  O&Y 
sees  it  fall  into  Chapter  1 1 
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Tod  of  the  News 


I 


will  guarantee  London's 
role  as  a  center  of  com- 
merce and  finance  in  Eu- 
rope. 

The  philosophy  behind 
such  high-risk  projects  as 
Canary  Wharf  is  disarm- 
ingly  simple.  Paul  Reich- 
mann  believes  the  service 
industry  revolution  is  just 
beginning  in  Europe,  and 
as  banking,  insurance,  and 
trading  companies  flourish, 
they  will  have  to  retool  to 
become  competitive  global- 
ly. Modern  office  space,  he 
says,  "is  their  plant  and 
equipment."  Since  office 
space  in  European  cities  is 
woefully  inadequate  next 
to  that  of  most  North 
American  cities,  "Europe  is 
still  at  a  relatively  early 
stage  of  renewal,"  he  ar- 
gues. "London  will  be 
the  business  capital  of 
Europe." 

The  Reichmanns  also 
use  projects  such  as  Ca- 
nary Wharf  to  sell  new- 
comers on  their  philoso- 
phy. Last  fall,  to  demon- 
strate modern  Western  construction 
techniques,  they  tramped  around  the 
Docklands'  cranes  and  scaffolding  with 
leading  Soviet  construction  officials. 
That's  because  O&Y  is  preparing  this 
year  to  start  work  on  a  $210  million,  60- 
story  office  tower  in  Moscow  that  will 
be  the  tallest  building  in  town.  Eager  to 
please,  cooperative  Soviet  officials  au- 
thorized the  opening  of  an  O&Y  Moscow 
office  in  a  record  six  months. 
CRUSADER.  In  Eastern  Europe,  the 
Reichmanns  are  mixing  politics  and  busi- 
ness in  a  complicated 
return  to  their  roots. 
As  Hungarian-born 
refugees  who  fled  Vi- 
enna on  the  eve  of 
World  War  II,  the 
brothers'  parents,  Sam- 
uel and  Renee,  settled 
with  their  five  sons 
and  a  daughter  in  the 
free  port  of  Tangier. 
The  elder  Reichmann 
became  a  successful 
currency  trader  and  his 
wife  a  one-woman  cru- 
sader against  the  Holi ' 
caust,  furnishing  Span 
ish  passports 
hundreds  of  Jews  tr., 
ing  to  flee  Hungary. 
Although  the  sons 
were  too  young  to  re- 
member, their  mother's 


In  London,  O&Y  is  betting  $6.6  billion  on  Canary  Wharf  in  the  Docklands 
along  the  Thames,  the  biggest  real  estate  development  in  Europe 


example  stuck.  "The  Jewish  population 
is  the  reason  I'm  interested  in  Hungary 
and  the  Soviet  Union,"  says  Albert. 
^On  five  trips  to  Russia,  Albert  pur- 
sued quiet  diplomacy,  but  last  year,  he 
took  public  his  campaign  for  Soviet 
Jews.  Now  that  immigration  is  easier, 
Albert  is  shifting  his  efforts  toward  im- 
proving conditions  for  them  at  home. 
Says  Toronto  stockbroker  Andrew  Sar- 
los,  a  Hungarian  emigre  and  close 
friend:  "Today,  the  situation  has 
changed.  Albert  recognizes  that  the  an- 


With  0  Mitsubishi  consortium,  O&Y  is  bidding  for  contracts  on  a  Tokyo  project  to 
redevelop  the  waterfront — plans  even  grander  than  those  for  Canary  Wharf 


swer  to  improving  the  fa] 
of  Jews  is  to  improve  ei 
eryone's  fate."  , 
The  Japanese  are  als; ) 
taking  notice  of  the  Reic|;i 
manns'  growing  staturltt 
O&Y  is  helping  three  Mitsil  I 
bishi  companies  bid  fcji 
contracts  on  a  landfill  prc;)| 
ect  in  Tokyo  Bay — plarH 
even  grander  than  thoi  ft 
for  Canary  Wharf.  If  cor  A 
pleted  early  next  centur;  j 
the  $30  billion  megaprojec  j 
would  be  a  second  dowi  | 
town  Tokyo.  O&Y  is  still  nl  i 
gotiating  a  25%  equity  ii|  i 
terest  in  a  partnershi 
with  Mitsubishi.  Tha 
group  would  develop  tY 
core  of  the  project,  a  $13j 
billion  teleport  and  offic 
center.  The  Reichmann^ 
record  in  winning  big  gloq 
al  tenants  is  a  key  dra^ 
for  the  Japanese. 
PRIVATE  ADVICE.  Can  th 
Reichmanns  keep  all  thes 
balls  in  the  air?  Last  yea^ 
O&Y  had  Salomon  Brother 
Inc.  and  Canadian  invesj 
ment  bankers  Wood  Gundl 
Ltd.  review  o&Y's  portfolio.  Their  advica 
Keep  the  property,  paper,  and  oil  holcj 
ings,  but  seek  partners  worldwide  fo 
new  ventures.  Paul  Reichmann  says  hil 
only  constraint  is  finding  the  right  pe(J 
pie  to  work  for  him.  "If  we  had  ther 
we'd  be  in  Paris  and  Barcelona,  too,| 
he  says. 

The  Reichmanns  clearly  weren't  stick 
ing  to  what  they  do  best  last  Septembe 
when  they  stepped  into  the  restructui 
ing  of  Campeau's  retailing  divisions.  Th^ 
confidence  they  provided  Campeau  wa 
fleeting,  and  the  broth 
ers  were  unwilling  t 
cheerlead  among  cred: 
tors.  The  stores  ende( 
up  with  a  choice  o 
Chapter  11  or  empt; 
shelves.   The   lessoi  i  , 
from  Campeau?  Th(  ™ 
Reichmann  toucl 
sometimes      doesn'  lafu 
work.  Knowing  that  Ij^^^ 
and  given  the  gigantii  , 
challenge  posed  by  Ca 
nary  Wharf,  expect  tht 
Reichmanns   now   t(  Ht; 
keep  the  focus  on  rea 
estate.  j,^^  ^ 

By  Todd  Mason  in  To 
ronto  and  Elizabeth  Wei 
Iter  in  New  York,  mU 
Mark  Maremont  in  Lon 
don  and  Rosemarii 
Boyle  in  Moscow 
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Before  creating  our  fiimiture  stripper,  we 
onsidered  people  who  don't  even  own  fiimiture. 


)ur  hobby  shouldn't  be  hazardous  to  your  family's 
;alth. 

That's  why  we  invented  Safest  Stripper™  paint  and 
irnish  remover.  Unlike  conventional  strippers,  it  has  no 
irmful  fumes  and  won't  hurt  the  skin.  It's  non-flammable 
id  even  cleans  up  easily  with  water. 

But,  this  is  just  one  example  of  our  innovative  thinking, 
'e  also  invented  Scotch-Brite"  Soft  Scour!  "  scrub  sponges 


for  scratch-free  cleaning.  Post-it™  Brand  removable  notes  to 
help  busy  people  communicate  effectively.  And  personal 
care  products  like  Heat  Comfort™  microwaveable  hot  packs 
to  help  relax  muscles. 

3M  is  constantly  solving  problems  with  breakthrough 
ideas  for  home,  office,  industry  and  health  care.  So  that 
every  day.  in  135  countries  around  the  world,  people 
benefit  from  3M  products  and  services. 

Innovation  working  for  you  " 


3M 


TOP  or  the  News 


BANKING  I 


'SAME  SONG,  SECOND  VERSE' 
AT  FIRST  INTERSTATE? 


Joe  Pinola  is  reluctantly  retiring,  but  shareholders  are  still  skeptical 


NEW  PRESIDENT  SIART,  FORMER  CHAIRMAN  PINOLA,  AND  NEW  CEO  CARSON 


Joseph  J.  Pinola  didn't  want  to  leave 
First  IntersUite  Bancorp  this  way — 
assuming  he  wanted  to  leave  at  all. 
The  bank's  Arizona  and  Texas  loan  port- 
folios are  going  from  bad  to  worse. 
Costs  are  high,  capital  is  thin,  and  First 
Interstate  is  expected  to  post  a  loss — 
estimated  to  be  as  much  as  $3.50  a 
share — for  1989,  just  as  it's  bringing  to 
market  $400  million  in  new  stock. 

Those  problems  will  soon  belong  to 
someone  else.  Pinola's  r2-year  reign  as 
fib's  chairman  and  chief  executive 
comes  to  an  end  on  June  1,  shortly  after 


his  65th  birthday.  The  stubborn,  tough- 
talking  banker  had  hinted  that  he  would 
like  to  stay  on  as  chief  of  the  lOth-larg- 
est  U.  S.  bank  beyond  the  company's  tra- 
ditional retirement  age.  But  unhappy 
shareholders  wouldn't  stand  for  that,  as 
fib's  directors  were  well  aware.  On  Jan. 
17,  the  board  tapped  Edward  M.  Carson, 
First  Interstate's  low-key  president,  to 
succeed  Pinola  as  chairman  and  CKO  of 
the  28-bank,  14-state  network. 

Carson,  60,  is  a  nuts-and-bolts  type 
who  has  streamlined  operations.  He's 
also  "an  extraordinarily  sound  banker — 


and  that's  what  the  company  reav 
needs  now,"  says  Pinola.  Carson  earn! 
his  stripes  as  head  of  fib's  now-troubl  i 
Arizona .  bank.  Succeeding  Carson  ! 
president  will  be  William  E.  B.  Siart, 
the  bright,  hard-charging  head  of  Fir; 
Interstate  Bank  of  California. 

The  pair's  task  is  twofold:  solving  t'j 
bank's  problems  and  winning  back  tl; 
confidence  of  shareholders  and  secul 
ties  analysts  fed  up  with  the  Pinola  i 
gime.  Says  John  Neff,  managing  partnl- 
at  Wellington  Management  Co.,  whi^i 
with  an  ?>7o  stake  is  one  of  the  banU 
largest  shareholders:  "Management  h; 
clearly  failed."  Pinola  disagrees.  As  f-' 
his  mistakes,  he  says:  "Texas  is  it." 
NO  CLONE.  The  Jan.  17  announceme- 
isn't  likely  to  quiet  the  critics.  Sharehol- 
ers,  says  another  institutional  holde 
want  assurance  that  the  successicfasn 
won't  simply  be  "same  song,  secor^  ■ " 
verse."  Says  Lawrence  W.  Cohn,  an  an 
lyst  at  Drexel  Burnham  Lambert  Inc 
"The  shareholder  and  analyst  commui#ii! 
ties  want  to  see  signs  that  First  InteMl 
state  is  getting  its  act  together." 

Carson's  selection,  though,  is  consi^aif 
ered  "a  continuation  of  the  old  regime 
Cohn  says.  "I  would  not  expect  to  see 
radical  shift  of  direction."  Still,  the  ne 
chief  can  succeed,  Cohn  adds,  if  he  co; 
tinues  the  bank's  recent  progress 
tightening  credit  quality  and  cuttin  ri 
costs.  Carson  himself  doesn't  expect  an 
major  changes,  he  says,  but  "I  am  not 
clone  of  Mr.  Pinola." 

Pinola's  retirement  is  almost  certai 
to  heighten  the  takeover  speculation,  i 
that  has  surrounded  First  Interstatfcn 
since  last  summer.  The  bank,  with  $; 
billion  in  assets,  could  be  worth  an  es1 
mated  $70  to  $110  to  a  buyer  such 
Wells  Fargo  &  Co.  That's  a  far  cry  froi 
its  current  price  of  around  41,  down  35' 
since  Sept.  29. 

First  Interstate's  stock  slump  is  tie 
largely  to  the  spate  of  bad  news  th 
company  unleashed  late  last  year 


A  MANAGEMENT 
TRANSITION 
MADE  IN  HEAVEN 


Richard  J.  Flamson  III  is  stepping 
down  as  chief  executive  of  Security 
Pacific  Corp.  with  an  enviable  send-off:  a 
flurry  of  bouquets  from  Wall  Street  and 
news  that  1989  earnings  rose  169<  ,  to  a 
record  $740.6  million. 

Flamson's  success' ir.  Robert  H.  Smith, 
54,  has  been  heading  tlie  company's  main 
bank  subsidiary.  Security  analysts  are 


predicting  a  smooth  transition  from 
Flamson  to  Smith.  Says  Kidder,  Peabody 
&  Co.  analyst  Thaddeus  W.  Paluszek: 
"Flamson  has  established  an  organiza- 
tion that  has  a  tremendous  amount  of 
diversity  in  its  earnings  power  and  in  the 
opportunities  that  lie  before  it." 
SURPRISE.  Flamson's  departure,  an- 
nounced on  Jan.  16  and  effective  immedi- 
ately, caught  the  banking  community  by 
surprise.  Although  the  60-year-old  bank- 
er had  talked  of  retiring  early,  few  out- 
side the  bank  expected  it  so  soon.  Flam- 
son says  he  suffers  from  a  bone  marrow 
disease,  but  that  was  not  the  overriding 
reason  for  his  exit.  He  will  remain  as 
chairman. 


The  CEo's  departure  was  part 
broad  management  shuffle  at  Se 
Pacific.  George  F.  Moody,  who  was 
dent  and  chief  operating  officer, 
stepped  down.  Jerry  A.  Grundl'  for 
whom  Smith  recruited  in  1987  to 
the  bank's  retail  branch  operation 
named  to  succeed  Smith  as  presider  us 
chief  executive  at  Security  Pacific 

In  Flamson's  11  years  as  head  o 
Angeles'  Security  Pacific,  its  assets  (yji 
quadrupled  to  $84  billion,  making 
fourth-largest  U.  S.  bank.  He  movefc's 
bank  into  worldwide  merchant  ba  fR 
and  built  a  strong  domestic  retai 
work  through  acquisitions. 

Along  the  way,  he  made  a  few 
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ed  a  $16  million  loss  in  last  year's 
i  quarter  after  setting  aside  $350 
ion  in  reserves  against  shaky  Arizo- 
eal  estiite  loans.  Then,  in  December, 
said  it  would  add  $400  million  more 
eserves,  mostly  for  Texas  loans. 
)  replenish  capital  drained  by  those 
es,  the  company  plans  to  sell  7.5  mil- 
shares  of  common  stock,  a  16'/!  in- 
se  in  the  outstanding  shares.  Says 
lington's  Neff:  "They  should  cancel 
offering  and  put  the  company  up  for 
."  Carson  disagrees,  arguing  that  a 
.mped  FIB  could  be  worth  more  than 
sum  of  its  parts.  Adds  Pinola:  "This 
pany  is  on  the  way  back." 
ther  unhappy  stockholders  have  filed 

class  actions  charging  that  the 
c's  managers  and  board  misled  them 
it  souring  loans  in  Texas  and  Arizo- 
md  failed  to  disclose  that  loan-loss 
rves  were  "woefully  inadequate." 
bank  is  defending  the  suits  and  ex- 
s  "to  bring  them  to  a  satisfactory 
lusion,"  says  a  spokesman. 
DING  THE  BAG.  Until  three  years  ago, 
ila  had  earned  generally  high  marks 
[B.  He  yoked  together  a  loose  affili- 
1  of  local  banks  under  the  First  In- 
tate  nameplate  and  expanded  the 
pany's  reach  by  acquisitions  and 
chising.  The  trouble  started  in  1986, 
n  Pinola  undertook  an  unsuccessful 
billion  hostile  bid  for  Bank  of  Amer- 
His  next  big  move  was  to  acquire 
!d  Bancshares  Inc.,  Texas'  fifth-larg- 
bank.  Despite  spinning  off  a  big 
ik  of  problem  loans  to  Allied  share- 
ers,  FIB  found  itself  holding  the  bag 
loan  losses — $309  million  and  grow- 
Meanwhile,  costs  for  the  far-flung 
cing  network  became  bloated  and 
;  only  recently  begun  to  shrink, 
rst  Interstate's  new  leaders  will 
;  to  demonstrate  quickly  that  a  new 
has  begun.  For  Carson,  a  do-it-your- 
ir  who  likes  to  "putter  around  the 
;e  fixing  things,"  mending  the  trou- 
bank  is  likely  to  prove  his  biggest 
t  job  of  all. 

By  Kathleen  Kerivin  in  Los  Angeles 


London  securities  venture  that 
ir  and  recent  losses  on  real  estate 
the  hard-hit  Arizona  market.  But 
any  of  Security  Pacific's  loans  to 
orld  countries  went  bad,  Flamson 
ickly  to  scale  back  its  exposure, 
seems  well  equipped  to  step  into 
's  shoes.  In  1987,  as  head  of  Securi- 
ic's  main  bank,  he  helped  arrange 
billion  acquisition  of  Seattle's  Rain- 
orp.  He  also  engineered  a  success- 
d  of  cost-cutting  and  spearheaded 
:'s  increased  efforts  to  court  retail 
rs  through  extended  hours  and  new 
gy.  His  biggest  problem  may  be 
1  a  very  successful  act. 
By  Kathleen  Kerwin  in  Los  Angeles 


TELECOMMUNICATIONS  I 


CRASH  COURSE:  TECHNICIANS  AT  AT&T'S  COMPUTER  SWITCHING  STATION  IN  BEDMINSTER,  N.J. 


THE  DAY  THAT  EVERY  PHONE 
SEEMED  OFF  THE  HOOK 


AT&T's  big  glitch  spotlights  the  vulnerability  of  its  network 


Could  it  happen  again?  Unfortunate- 
ly, the  answer  may  be  yes.  Ameri- 
can Telephone  &  Telegraph  Co. — 
and  its  customers — aren't  immune  from 
a  repeat  of  the  nine  hours  of  chaos  that 
gripped  the  phone  giant's  long-distance 
network  on  Jan.  15. 

The  shocking  aspect  of  the  outage — 
and  the  reason  for  believing  it  might  not 
be  the  last — is  how  routinely  it  began.  A 
workhorse  4ESS  switch  in  lower  Man- 
hattan malfunctioned  and  sent  out  trou- 
ble messages  to  others  across  the  coun- 
try. It  recovered  quickly  and  sent  out  a 
burst  of  backlogged  calls.  That  burst 
overwhelmed  another  switch,  which 
needlessly  shut  itself  down  becau.se  of  a 
bug  in  its  software.  The  second  switch 
then  sent  out  trouble  messages,  starting 
the  cycle  all  over.  Soon,  every  switch  on 
the  network  was  affected,  coming  back 
into  service  only  to  be  knocked  down  by 
a  burst  from  another  switch. 

It  was  nearly  midnight  before  engi- 
neers stamped  out  the  bug  by  sending 
overriding  software  to  the  switches. 
Longtime  employees  were  crushed.  "I 
consider  it  a  major  personal  failure," 
says  Kenneth  Ingram,  director  of  net- 
work strategy. 

SNUG  BUG.  The  bug  that  caused  all  the 
trouble  was  nothing  special.  It  arrived  in 
software  that  was  loaded  into  the  com- 
pany's long-distance  switches  in  early 
December.  It  was  the  kind  of  upgrade 
that  .\T&T  makes  often,  says  Ingram. 


The  bug  eluded  three  layers  of  testing, 
lying  dormant  for  over  a  month  until  a 
confluence  of  conditions  brought  it  to 
life. 

What's  troubling  is  that  a  minor  pro- 
gramming change  triggered  a  catastro- 
phe. Outside  experts  say  the  potential 
for  such  cascading  damage  is  inherent  in 
the  network  feature  known  as  Common 
Channel  Signaling  System  No.  7,  a  high- 
speed message  network  that  identifies  a 
path  for  a  call  by  asking  switches 
whether  they  are  free  to  handle  it.  The 
system  slashes  the  time  needed  to  set  up 
a  call  and  makes  possible  such  services 
as  automatic  credit-card  verification. 

The  genius  of  the  system  is  its  decen- 
tralization. By  design,  no  single  switch 
failure  can  disable  the  entire  system.  It 
works  through  a  constant  flow  of  mes- 
sages between  signaling  points.  But  if 
something  goes  wrong,  a  signaling  point 
could  spend  more  time  coping  with  erro- 
neous messages  than  handling  real  ones. 
To  avoid  that  well-known  risk,  software 
engineers  have  set  up  a  self-healing  fea- 
ture that  isolates  defective  switches.  But 
the  havoc  of  Jan.  15  showed  that  the 
self-healing  feature  itself  can  go  hay- 
wire, taking  switches  out  of  service  even 
when  there's  nothing  wrong. 

Ironically,  AT&T's  network  is  more  se- 
cure now  than  in  the  1960s,  when  a 
knowledgeable  vandal  with  a  "blue  box" 
tone  generator  and  a  book  of  codes 
could  have  shut  down  the  network  by 
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prompting  switches  to  emit  busy  signals, 
according  to  Kenneth  G.  Bosomworth, 
president  of  International  Resource  De- 
velopment Inc.,  a  market  research  pub- 
lisher in  New  Canaan,  Conn. 

Digital  switches  that  use  computer 
language  instead  of  tones  aren't  as  vul- 
nerable to  sabotage.  But  faulty  pro- 
gramming is  another  matter.  "These 
systems  have  millions  of  lines  of  code, 
and  there's  no  one  who  can  swear  tliat 
there's  not  a  serious  bug,"  says  Ivan 
Frisch  of  Polytechnic  University  in 


Brooklyn,  N.  Y.  AT&T  is  already  a  leader 
in  writing  and  testing  complex  software, 
but  Ingram  says  the  company  will  be- 
come even  more  rigorous. 

During  the  nine-hour  snafu,  AT&T  was 
able  to  put  through  only  about  half  of 
all  attempted  long-distance  calls  nation- 
wide, wreaking  havoc  on  telemarketers 
and  airline  reservation  systems,  among 
others.  That  cost  AT&T  some  revenues. 
More  important,  it  hurt  credibility.  "Ob- 
viously this  lays  to  rest  the  notion  that 
AT&T  has  the  corner  on  reliability,"  says 


Syd  Courson,  a  spokesman  for  us  Sprin 
Communications  Co. 

Frisch  says  competitive  pressure  ma; 
be  causing  AT&T  to  skimp  on  softwar 
testing.  The  company  denies  that.  Bu 
AT&T  Chairman  Robert  E.  Allen  admit 
something  slipped.  "We're  going  back  t( 
ground  zero,"  he  says,  "on  every  aspec 
of  this  failure."  The  term  "ground  zero 
originated  with  bomb-testers,  so  Allen'; 
choice  of  words  was  apt. 

By  Peter  Coy  in  New  York,  with  Mart 
Lewyn  in  Washington 


STRATEGIES  I 


HARTNIARX  IS  SUDDENLY 
LOOKING  THREADBARE 


Its  struggling  retailing  units  are  dragging  down  profits 


new 


me 
lie 


OFF  THE  RACK:  THE  RALEIGHS  CHAIN  LOST  $4  MILLION  BEFORE  HARTMARX  TURNED  IT  AROUND 


What  gives  at  Hartmarx  Corp.? 
The  venerable  manufacturer 
of  tailored  suits  turns  out  fan- 
cy threads  under  such  names  as  Hart 
Schaffner  &  Marx  and  Hickey-Freeman. 
All  told,  it  controls  a  lordly  257'  of  the 
high-end  men's  suit  market.  But  ever 
since  1986,  when  it  stepped  up  a  pro- 
gram to  consolidate  its  far-flung  net- 
work of  retail  stores,  Hartmarx  has 
looked  pretty  threadbare. 

Chains  such  as  New  York's  Wallachs, 
Chicago's  Baskin,  and  Raleighs  in  Wash- 
ington, D.  C,  make  up  537  of  Hartmarx' 
sales.  They're  a  key  outlet  for  the  com- 
pany's suits.  But  last  year,  analysts  fig- 
ure the  retailing  units  lost  $9  million. 
And  on  Jan.  16,  Hartmarx  di.^closed  that 
companywide  earnings  had  tumliled  54%, 
to  $17.4  million — despite  a  smart  107 
jump  in  sales  to  $1.3  billion. 

Hartmarx  Chief  Executive  Harvey  A. 
Weinberg  isn't  talking.  But  in  a  compa- 
ny statement,  he  blamed  the  dismal  re- 


sults on  a  307  hike  in  wool  fabric  costs 
since  1988  and  cutthroat  pricing  by  de- 
partment stores.  "It's  one  damn  tough 
environment  out  there,"  says  director 
Donald  P.  Jacobs,  Dean  of  Northwestern 
University's  J.  L.  Kellogg  Graduate 
School  of  Management. 
NOT  AMUSED.  Granted,  such  rivals  as 
Brooks  Brothers  have  also  been  suffer- 
ing. But  some  of  Hartmarx'  woes  were 
self-inflicted.  A  $30  mil- 
lion push  to  consolidate 
and  automate  opera- 
tions at  its  33  retailing 
companies  hasn't  come 
close  to  hitting  the  $12 
million  in  annual  sav- 
ings promised  in  1986. 
In  fact,  Hartmarx'  pre- 
tax retail  margins, 
among  the  lowest  in  the 
business,  have  slipped 
steadily  (table). 
Worse,  Weinberg  has 
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A  PERCENT 


DATA:  PRUDENTIAL  BACHE  SECURITIES  IMC, 
AG  EDWARDS  S  SONS  INC 


made  some  troublesome  acquisitioni 
Take  his  $35  million  purchase  of  the  I 
store  Raleighs  chain  in  late  1988.  R: 
leighs'  relations  with  suppliers  turner 
out  to  be  a  mess.  Moreover,  efforts  t 
make  its  traditional  offerings  more  fas' 
ionable  had  fallen  flat  with  Washin 
ton's  conservative  crowd.  Hartmarx  ha^ 
things  under  control  by  late  last  year- 
but  not  until  the  chain  had  lost  about  $• 
million,  reckons  Prudential-Bache  Securi 
ties  Inc.  analyst  Deborah  Bronston. 

Tired  of  watching  profits  slide  sinc( 
1985,  when  Hartmarx  earned  $42.6  mil 
lion,  investors  have  beaten  the  stocl  It's 
down  to  about  18 — well  below  its  peal 
of  34  in  1987.  "It's  been  a  real  exercise 
in  frustration,"  says  analyst  Grej  ica: 
McCrickard  of  T.  Rowe  Price  Associates 
Inc.,  a  major  institutional  holder. 
TOUGH  GOING.  Weinberg  felt  the  pres 
sure  last  year  and  brought  in  Johi  iM 
Eyler,  former  CEO  of  the  Main  Stree 
apparel  chain,  a  unit  of  Kohl's  Depart 
ment  Stores.  To  broaden  Hartmarx'  cus 
tomer  base,  Eyler  quickly  cut  the  lowes  fply 
price  on  men's  wool  suits  by  217',  t(  f-M 
$275.  He  also  hopes  to  beef  up  Hart  lims 
marx'  inventory  planning  by  upgrading 
the  computer  network  so  that  managers  [co 
can  track  consumer  trends  on  a  store-by  uHi 
store  basis.  That's  something  many  bi| 
retailers  have  done  for  years. 

Still,  with  costs  high  and  competitioi 
fierce,  a  quick  turnaround  is  unlikely 
And  since  the  retail  units  buy  20%  o 
Hartmarx'  manufacturing  output,  tha 
bodes  poorly  for  the  company's  profit 
able  suitmaking  operations.  Spring  or 
ders  from  all  vendors  are  off  77:  al 

ready.  "Unless  thAk 
specialty  stores  become 
profitable,  it's  going  t( 
be  a  hard  row  for  th( 
company,"  says  formei 
Chairman  John  R.  Mein 
ert.  Indeed,  if  Weinberg 
can't  stitch  together 
workable  retail  strategj 
soon,  the  once-prouc 
suitmaker  may  jusi 
slowly  unravel. 

By  Brian  Bremner  ir, 
C/i  icago 
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NFOIL  LIZZIES: 

ERE  COME  ALUMINUM  CARS 


h  Alcoa's  help,  Audi  may  be  cranking  them  out  by  1993 
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76    '80    '84    '88  '93 
A  POUNDS  EST. 
OAR' ALUMINUM  ASSN. 


persuading  Detroit  to  build  lighter 
"cars  with  aluminum  has  been  a 
tough  sell.  Auto  executives  have 

believed  aluminum's  hefty  price 
/eighed  its  advantages  over  steel, 
ninum  Co.  of  Ameri- 
ven  cooked  up  a  nov- 
:ar-recycling  plan  in 

mid-1970s  to  woo 

makers.  Alcoa  was 
ng  to  give  manufac- 
rs  of  aluminum-laden 
)s  a  certificate  re- 
nable  for  cash  when 
worn-out  cars  were 
rned. 

eedless  to  say,  that 
me  went  over  like  a 
hubcap.  But  Alcoa 
on  another  strategy 
's  proving  successful.  Starting  in 
:,  Alcoa  teamed  with  Audi  to  design 
iw  manufacturing  process  for  build- 
cars  with  aluminum  structural  com- 
;nts,  or  "space  frames."  Now,  says  a 
■ce  close  to  Alcoa,  the  German  up- 
3  carmaker  is  set  to  unveil  the 
Id's  first  mass-produced  aluminum 
el  in  1993. 

Icoa  isn't  stopping  there.  By  1992, 
Pittsburgh  company  will  be  able  to 
>ly  customized  space  frames  to  Eu- 
an auto  makers.  As  a  result,  Alcoa 
ns,  new  model  introductions  could  be 
■ded  up  radically — a  must 
competing  with  the  more 
3le  Japanese.  The  new 
ess,  says  Alcoa  Chair- 
Paul  H.  O'Neill,  "is 
important  break- 
ugh." 

tie  technology  is 
ing  the  market 

as  growing  envi- 
Tiental  pressures  ^ 
forcing  auto  makers 
esign  lighter,  more  fuel- 
dent  cars.  Making  cars  smaller  has 
lunted  for  much  of  the  weight  reduc- 

over  the  past  10  years  (chart).  So 

further  weight  loss,  says  Goldman, 
IS  &  Co.  metals  analyst  R.  Wayne 
ell,  "will  have  to  come  from  using 
ter  materials,  including  aluminum 

plastics." 

he  new  aluminum  Audi  is  one  more 
1  of  the  trend.  Using  the  space  frame 
other  aluminum  components  reduces 
midsize  car's  overall  weight  by  about 
pounds.  That  would  cut  gasoline  con- 


MORE  ALUMINUM, 
LIGHTER  CARS 


4,059  2,900 
AVERAGE  WEIGHT  OF  UR 
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sumption  by  one  gallon  for  each  100 
miles  driven.  Analysts  speculate  that 
the  model  will  be  a  new  version  of  Au- 
di's 100/200,  of  which  97,000  were  pro- 
duced worldwide  last  year. 

Audi  and  Alcoa  decline 
to  confirm  production 
plans,  but  Audi  wouldn't 
lie  the  first  to  produce  an 
aluminum-laden  car.  This 
year,  Honda  Motor  Co. 
plans  a  limited  run  of 
5,000  of  its  new,  all-alu- 
minum NS-X  sports  cars, 
retailing  for  $50,000  to 
$60,000.  Two  luxury  Eu- 
ropean sports  cars,  the 
Jaguar  XJ220  and  the 
prototype  Ferarri  408, 
use  an  aluminum  frame 
designed  by  Canada's  Alcan  Aluminum 
Ltd.  Jaguar,  which  has  agreed  to  a  take- 
over by  Ford  Motor  Co.,  will  build  up  to 
350  of  the  high-speed  models.  Price? 
About  $465,000  each. 
Aluminum  technology  may  be  econom- 


ing  a  prototype  aluminum  car.  But  until 
the  aluminum  industry  tames  the  wild 
swings  in  prices,  says  Max  L.  Jurosek, 
vice-president  of  car  product  develop- 
ment at  Ford,  "there's  going  to  be  no 
rush  to  use  [aluminum]  on  a  wholesale 
commercial  basis." 

U.  S.  producers  may  have  little  choice, 
though.  The  Transportation  Dept.  is  ex- 
pected to  raise  federal  fuel-economy 
standards  this  year,  from  the  existing 
27.5  miles-per-gallon  average  to  as  much 
as  30  mpg.  That  alone  may  not  be 
enough  to  force  carmakers  to  switch  to 
aluminum  frames.  But  the  standards 
will  hasten  the  industry's  move  to  alumi- 
num wheels,  radiators,  and  engine  parts. 
As  a  result,  aluminum  use  in  U.  S.  cars 
should  hit  200  pounds  by  1993,  predicts 
Reynolds  Chairman  William  0.  Bourke. 
RECYCLED  IDEA?  Disinterested  observers 
figure  aluminum  won't  catch  on  that 
fast.  "We're  still  in  a  steel-based  indus- 
try," says  University  of  Michigan  pro- 
fessor David  E.  Cole.  "Lack  of  experi- 
ence tends  to  impede  the  use  of  a  new 
material."  Yet  steel  suppliers  are  claw- 
ing to  stem  their  losses.  The  average 
car's  weight  has  dropped  about  943 
pounds  since  1976,  and  as  Peter  T.  Peter- 
son, auto-marketing  manager  at  USX 
Corp.'s  steel  division,  admits,  "almost  all 
of  it  came  out  of  steel's  hide." 

While  producers  have  made  signifi- 
cant gains  in  improving  steel's  corrosion 
resistance  and  in  making  thinner-gauge 


ical  for  more  than  just  exotic,  big-ticket 
sports  cars.  True,  raw-material  costs  for 
aluminum  cars  are  three  to  five  times 
greater  than  for  steel.  But  proponents 
argue  that  because  space-frame  tooling 
costs  can  amount  to  as  little  as  25%  of 
traditional  steel  manufacturing,  the  dif- 
ference may  be  a  wash.  Of  course,  that 
doesn't  include  initial  investment  for  alu- 
minum casting  and  shaping  machinery. 

Still,  U.  S.  producers  remain  skeptical. 
Ford  and  Reynolds  Metals  Co.  are  build- 


steel  stronger,  lighter  materials  are  the 
future.  Even  steel  executives  concede 
that  aluminum  and  plastics  will  continue 
to  erode  their  dominant  market  share.  If 
the  aluminum  frame  takes  off,  Alcoa 
may  want  to  dust  off  its  old  car-deposit 
plan.  Don't  laugh.  On  Jan.  5,  BMW  an- 
nounced plans  to  open  by  1992  a  recy- 
cling center  in  southern  West  Germany 
for  its  models. 

By  Michael  Schroeder  in  Pittsburgli,  with 
David  Woodruff  in  Detroit 
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THE  LAW  I 


A  BLUE-CHIP  LAWYER 
PLUMMETS  FROM  THE  HEIGHTS 

Did  Minnesota's  Jim  O'Hagan  engage  in  theft  and  insider  trading? 

Finding  someone  more  qualified  as  a 
legal  expert  to  talk  at  the  Minneso- 
ta Institute  of  Legal  Education  s 
1986  seminar  on  "Ljing.  Cheating,  and 
Stealing"  in  the  securities  markets 
would  have  been  tough.  A  respected  se 
curities  litigator.  James  H.  O'Hagan  \va- 
a  senior  partner  in  Dorsey  i  Whitney— 
the  state's  largest  law  firm.  The  firm 
has  boasted  a.s  partners  U.  S.  Supreme 
Coun  Justice  Harr}'  A.  Blackmun  and 
former  Vice-President  Walter  F.  Mon- 
dale.  O'Hagan's  clients  included  Shear 
son  American  Express  Inc.  and  the  Min- 
neapolis Grain  Exchange. 

Indeed.  O'Hagan  may  have  know:: 
more  about  the  sem.inar's  subject  than 
he  let  on.  On  Jan.  9.  the  o3-yeai--old  at- 
toniey  was  charged  by  county  prosecu- 
tor- '].efi  for  allegedly  swindling 

S2."   :o  So.o  milHon  between  19S6 

and  19n?  from  Doi-sey  &  Whimey's  cli- 
ent trust  accounts.  The  next  day.  the 
Securities  &  Exchange  Commission  ac- 
cused O'Hagan  of  illegally  trading  on 
inside  infoiTiiarion  in  connection  with 
Grand  Metropohtan  PLC's  19SS  offer  for 
Pillsbun."  Co.  It  is  the  largest  insider- 
trading  case  ever  brought  against  an 
I  anorney. 

On  Jan.  11.  O'Hagan  was  disbarred. 
Worse,  the  U.  S.  Attorney  in  Minneapolis 
revealed  a  federal  criminal  insider-trad- 
ing probe  of  O'Hagan.  "It  is  just  as- 
tounding that  Jim  O'Hagan  is  in  this 
kind  of  trouble."  says  Minnesota  attor- 
ney John  W.  Carey,  who  regarded  O'Ha- 
gan as  a  highly  principled  adversary-. 
"It's  like  finding  out  that  Mother  Teresa 
is  accused  of  shoplifting." 

O'Hagan  doesn't  claim  to  be  Mother 
Teresa.  In  19S6.  colleagues  say.  he  went 
thi-ough  a  painful  and  e.xpensive  divorce 
from  his  first  wife.  Sybil,  after  22  years 
of  marriage.  He  has  since  remarried. 
And  during  his  recent  disbarment  hear- 
ing, he  admitted  to  "borrowing"  money 
from  client  trust  accounts  in  \iolation  of 
professional  ethics  rules. 
ROBBING  PETER?  O'Hagan  defense  attor- 
ney Jar.  SiuuiTnans  denies  that  his  client 
engaged  in  any  wrongdoing.  He  con- 
tends that  O'Hagan  had  been  a  sophisti- 
cated investor  for  yeai^s.  holding  more 
than  So  million  in  securities  before  mak- 
ing his  first  purchases  of  Pillsbur}"  stock 
and  caU  options.  He  also  says  that  O'Ha- 
gan's decision  to  buv  Pillsbtm,"  securities 


JAMES  O'HAGAN'S  ALLEGED 
TRADING  IN  PILLSBURY 

OCT.  JO,  1  V66  '  ■  Hi^ii::  Dcsins  ira::?- 
ferring  to  unauthorized  bank  accounts 
SI  rr  ;  :  :  Northrup  King  had  de- 
posr  ~:  with  his  firm,  Dorsey  & 

\yhiii.c  ..  '.u  settle  a  lawsuit 

JUIY  27,  1 988  O'Hagan  leams  ihat 
Dorsey  &  \Miitney  is  acting  as  Grand 
Metropolitan's  local  counsel  in  its  take- 
over bid  for  PiUsburA-.  O'Hagan  starts 
purchasing  15.000  shares  of  Pillsbur>- 
common  stock  and  2.900  call  options 

OCT.  4,  1988  Grand  Met  publicly  an- 
nounces Its  oner  for  Pillsbun" 

OCT.  5,  1 988  O'Hagan  begins  selling 
10.000  shares  of  common  stock  and 
2.400  call  options  for  a  total  of  S4.97  mil- 
lion. O'Hagan  then  repays  the  Xonhrup 
King  account  with  the  proceeds 

DECEMBER,  1 988  Dorsey  &  Uliimey 
'.earns  that  one  of  its  partners  is  mider 
scrutiny  for  illegal  insider  trading 

FEBRUARY,  1989  O'Hagan  resigns 
from  Dor5e>-  A:  \Miimey 

JANUARY  10-11,  1990  O  Haganis 
charged  by  the  SEC  in  a  ci\"il  inside-trad- 
ing law  suit,  and  the  U.S.  .Attorney  has 
re\ '  J'Hagan  is  the  target  of  a 
CTi:r  r-trading  investigation 

DATA.  COURT  OOCUMBfTS 


shortly  before  Grand  Met  made  its 
was  based  solely  on  his  brokers'  advic 
not  inside  infonnation.  "The  SEC's  all 
gations  are  false,  and  we  plan  to  pr':- 
it,"  Stuurmans  says.  O'Hagan,  thrcuj 
his  attorney,  declined  comment- 
But  the  state's  lawyers'  ethics  ofiic 
the  Hennepin  Countj"  Attorney's  Ofiic 
and  the  SEC  have  assembled  a  remari, 
able  paper  traD  of  settiement  paxmenmM 
cashier's  checks,  bank  account  reconf^ 
and  trading  summaries  that,  they  allegl 
suggest  O'Hagan  caught  himself  up  in| 
complex  web  of  questionable  acts. 

Beginning  in  1986.  O'Hagan  alleged! 
engaged  in  a  scheme  to  inllate  the  coj 
of  settlements  to  his  clients  and  pay  tlj 
opposing  side  less  so  he  could  pocket  tH 
difference,  according  to  court  docl 
ments.  O'Hagan  allegedly  ad\ised  tq 
Mayo  Clinic  to  pay  §595,000  as  settl] 
ment  of  a  pending  claim  against  it 
early  1987.  The  clinic  deposited  a  ched 
for  that  amount  with  Dorsey  &  WTiitnej 
O'Hagan  then  settled  the  case  fq 
.5270.000  and  told  Dorsey  &  \Mutneji 
cashier  to  issue  a  check  for  8270,000 
the  plaintiffs  and  three  cashier's  checl] 
totalling  8325.000  to  bank  accounts  tha 
he  controlled.  O'Hagan  is  charged  wi< 
similarly  bilking  Xoithrup  King  Co.  arj 
Green  Tree  Acceptance  Inc. 

O'Hagan  turned  to  msider  trading  i 
order  to  repay  trust  accounts  he  ha 
ab-eady  tapped,  the  SEC  contend?  T 
1986.  according  to  court  filings.  O'H 
allegedly  began  transferring  81  m:... 
that  Northi-up  King  had  deposited  ir. 
trust  account  with  Dorsey  &  \Miitr.T 
his  own  bank  accounts  (table).  On  J;. 
1988.  a  judge  ordered  distribution  c  : 
funds  that  the  company  had  transfer 
to  that  account.  As  a  result.  0'Hr._  . 
was  forced  to  scramble  to  repay  vs  r  : 
30  days  the  81  milhon  he  had  seer- • 
diverted,  the  agency  says. 
DEAUNa  On  Jtily  is.  Grand  Met  a~ 
Dorsey  &  Whitney  to  sen"e  as  iuc;.  ' 
counsel  on  its  planned  takeover  of  Pill|f^ 
hury.  The  firm  agreed.  On  July  2 
O'Hagan  teamed  of  the  pending  laK' 
over  and  the  firm's  involvement,  say  SE 
documents.  Over  the  next  two  month 
O'Hagan  allegedly  purchased  15,00  ^ 
shares  of  Pillsbuiy  stock  and  2.900  ca 
options.  The  day  after  Grand  Met  ai  ^; 
nounced  its  Pillsbur>-  bid.  O'Hagan  allej  ■-' 
edly  began  selling  10.000  shares  of  stoc  ^ 
and  2.400  options,  realizing  a  profit 
84.3  milhon.  The  SEC  alleges  that  O'H: 
gan  then  repaid  part  of  the  funds  owe  - 
to  the  plaintiffs  in  the  Xorthrup  Kin 
case  and  also  repaid  some  of  the  fund 
diverted  from  Green  Tree  and  May< 
with  the  proceeds  from  his  stock  an 
option  sales. 

But  O'Hagan.  it  seems,  was  not  ye 
clear.  In  late  198S.  the  SEC  alerted  Do: 
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J  &  Whitney  that  one  of  its  partners 
,s  under  investigation  for  insider  trad- 
After  25  years  with  the  firm,  O'Ha- 
n  resigned  under  a  cloud  of  suspicion, 
t  it  was  only  last  October  that  Dorsey 
Whitney  discovered  the  alleged  thefts 
im  the  trust  accounts  and  confronted 
Hagan.  He  has  since  repaid  the  firm 
d  its  clients,  confirms  Robert  J. 
•uyk,  Dorsey  &  Whitney's  chairman. 


But  now  the  SE('  is  seeking  $4.;^  million 
in  alleged  profits  from  O'Hagan,  plus 
triple  damages.  He  could  face  up  to  65 
months  in  prison  if  the  county  proves  its 
case.  Although  O'Hagan  may  have  been 
an  expert  in  "Lying,  Cheating,  and  Steal- 
ing" as  it  pertains  to  securities  law,  a  lot 
of  folks  now  wonder  if  he  heeded  his 
own  advice. 

/)'//  Julia  Flynn  Siler  in  Minneapolis 
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AN:  IF  THE  U.S.  DOESN'T  BITE,  HIS  COMBAT  PLANE  COULD  FIND  A  READY  MARKET  OVERSEAS 


AN  BERT  RUTAN  SELL  THE  PENTAGON 
$4  MILLION  PLANE? 


s  ARES  just  may  be  too  simple  and  inexpensive  for  Defense 


little  more  than  three  years  ago, 
an  exotic  plane  called  the  Voyag- 
er  captured  world  attention  by 
cumnavigating  the  globe  nonstop  on  a 
gle  tank  of  fuel.  Now,  the  engineer 
lind  that  daring  experiment,  Bert  Ru- 
1,  may  be  on  the  verge  of  another 
iation  breakthrough:  proving  you  can 
ild  a  cheap  combat  plane. 
3n  Feb.  26,  Rutan  will  unveil  the 
ES,  a  low-tech  jet  that  will  challenge 
i  Defense  Dept.'s  penchant  for  costly, 
Tiplex  front-line  weapons.  Rutan's  tiny 
lifornia  company,  Scaled  Composites 
developed  the  aircraft  for  about  $2 
llion  and  may  set  a  price  as  low  as  $4 
llion  apiece.  While  the  Pentagon 
ght  not  buy  at  any  price,  the  publicity 
)m  Rutan's  involvement — and  his  fight 
th  the  bureaucracy — could  pay  off  in 
les  to  Third  World  countries.  "I  inten- 
nally  made  it  low-tech  so  that  we  can 
port  it,"  he  says. 

In  some  ways,  Rutan's  timing  couldn't 


be  better.  With  the  Warsaw  Pact  crum- 
bling, defense  spending  seems  certain  to 
decline  rapidly.  One  tempting  target  for 
budget-cutters:  new  close-air-support 
weapons  used  to  attack  ground  targets. 
That  means  the  Army's  plan  to  spend 
more  than  $40  billion  on  2,000  new  LHX 
helicopters  and  the  Air  Force's  hope  to 
buy  specially  configured  versions  of  the 
F-16  fighter — at  $16  million  a  pop — may 
not  survive  the  budget  crunch. 

Proponents  of  the  ARES,  which  stands 
for  "agile,  responsive,  effective  sup- 
port," say  it's  the  right  bird  for  the  Pen- 
tagon's new  mission.  The  austere  plane, 
made  of  composites  such  as  graphite, 
could  take  on  enemy  tanks  and  helicop- 
ters with  a  proven  30-millimeter  gun. 
Highly  maneuverable  and  lightweight, 
the  ARES  would  fly  close  to  the  earth 
slowly  enough  to  spot  a  target  and  turn 
on  it  quickly.  It  could  land  on  rough 
airfields  or  even  roads  close  to  troops. 
Such  a  plane  would  be  so  much  an  ad- 


junct to  the  infantry  that  its  {)roponents 
have  labeled  the  type  a  "mudfighter." 

The  military,  though,  has  a  vested  in- 
terest in  defending  the  sophisticated 
weaponry  designed  to  counter  Warsaw 
Pact  tank  armies.  Pentagon  officials 
"can't  handle  [the  ARES]  because  every- 
one is  protecting  their  turf  right  now," 
says  Robert  B.  Costello,  a  former  De- 
fense Under  Secretary  for  acquisition 
who  is  in  favor  of  Rutan's  effort. 

The  Army,  anxious  to  preserve  its 
enormous  aviation  arm,  prefers  helicop- 
ters, arguing  that  they  can  fire  missiles 
at  tanks  from  thousands  of  yards  and 
then  hover  safely  out  of  sight.  And  the 
Air  Force  resists  mudfighters,  claiming 
that  their  range  and  subsonic  speed  are 
too  limited — and  that  they  lack  complex 
electronics  for  detecting  targets.  "The 
threats  are  more  and  more  lethal,"  says 
an  Air  Force  officer  who  supports  the 
modified  F-16.  "The  real  idea  is  to  avoid 
threats,  not  tolerate  them.  What  that 
leads  to  obviously  is  speed." 

Official  skepticism  is  old  hat  to  Rutan, 
who  tried  for  several  years  to  squeeze  a 
few  million  dollars  out  of  the  military 
for  a  prototype  of  his  plane.  Fed  up,  he 
persuaded  Scaled  Composites'  then-par- 
ent company.  Beech  Aircraft  Corp.,  to 
fund  the  project  about  three  years  ago. 
Wyman-Gordon  Co.,  a  Worcester  (Mass.) 
forgings  manufacturer  that  bought  Ru- 
tan's company  in  1988,  kept  financial 
support  at  a  trickle.  "We've  averaged 
one-and-a-half  engineers  and  four  shop 
workers  on  ARES,"  boasts  Rutan. 
DRUG  WARRIOR?  The  private  funding  had 
one  big  plus:  The  builder  controlled  the 
design.  "Bert  doesn't  have  to  do  every- 
thing that  some  guy  in  a  government 
office  tells  him  to  do,  which  is  what  got 
us  to  where  we  build  aircraft  we  can  no 
longer  afford  to  buy,"  says  Costello. 

Whatever  his  independence  costs  Ru- 
tan in  dealing  with  the  Defense  Dept.,  it 
may  be  the  right  stuff  for  marketing  the 
plane  overseas.  Foreign  defense  budgets 
are  even  more  strapped  than  the  Penta- 
gon's. If  the  ARES  performs  as  expected 
in  its  trials,  scheduled  to  begin  as  early 
as  late  January,  Rutan  hopes  to  attract 
foreign  buyers  for  drug  interdiction  as 
well  as  military  missions.  He  doesn't  an- 
ticipate the  problems  that  doomed  Nor- 
throp Corp.'s  F-20.  That  plane  vied 
against  the  F-16  in  foreign  markets, 
while  the  ARES  has  no  competitor. 

Rutan  could  sell  the  design  to  a  major 
airframe  maker  or  license  production  in 
a  Pacific  Rim  country,  where  he  says 
investors  are  eager  to  develop  expertise 
in  composites.  Even  if  overseas  sales 
come  slowly,  he  will  have  taken  a  highly 
visible  step  toward  proving  what  many 
Pentagon  critics  have  long  suspected: 
Not  all  new  weapons  have  to  be  gold- 
plated  marvels  of  high  technology. 

By  Dave  Griffiths  in  Washington 
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''When  Interleaf's 
software  runs  on 
Digitals  powerful 
workstations,you  see 
the  ftill  potential 
of  electronic 
publishing." 


"Interleaf's  leadership  position  in 
electronic  publishing  is  based  on  the 
view  that  information  is  most  useful 
when  it  can  be  shared  by  the  whole 
organization.  Digital  gives  us  what  we 
need  to  make  that  a  reality. 

"In  Digital's  DECstation,'" 
UNIX"'-based  RISC  workstations  and 
VAXstation™  workstations,  we  have 
excellent  vehicles  for  our  software. 
They  offer  high  performance  and  a 
choice  of  robust  operating  systems — 
ULTRIX™  and  VMS™  And  they  bring 
Digital's  well-known  networking  and 
multi-vendor  integration  into  play. 
For  example,  Digital's  CDA™  (Com- 
pound Document  Architecture)  can 
provide  users  with  the  means  to  share 
all  types  of  data — text,  charts  and 
graphics — between  applications  and 
across  operating  systems. 

"With  the  speed,  flexibility  and 
comprehensiveness  of  what  we  offer 
together,  customers  are  beginning  to 
see  how  aU-encompassing  electronic 
publishing  can  be." 

The  rewards  of  working  together. 

Digital's  high-performance  work- 
stations offer  a  unique  combination 
of  power  and  networking  capability 
for  turning  information  into  a  shared 
resource.  And,  we  back  them  with 
worldwide  service  and  support. 

Today,  with  a  fuU  line  of  worksta- 
tions. Digital  gives  you  an  elegantly 
simple  way  for  your  people  to  work 
together  more  productively,  more 
creatively,  more  efficiently,  more 
competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  129  Parket 
St.,  K29,  Maynard,  MA  01754-2198. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
never  befoK.  Digital 

has 
it 
now. 
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MARVIN  DAVIS  IS  BACK 
ON  UNITED'STAIL... 


►  A  new  bid  for  United  Air- 
lines is  on  the  runway.  A 
source  close  to  Los  Angeles 
financier  Marvin  Davis  says 
Davis  has  had  recent  discus- 
sions with  officials  of  the  air- 
line's parent  company,  UAL, 
and  will  shortly  make  a  new 
offer  for  the  carrier.  Davis, 
who  had  originally  bid  $240  a 
share  for  United  last  August, 
then  upped  that  to  $275,  is 
ready  to  make  a  new  proposal 
in  the  $250  range.  That's  well 
below  the  $300-a-share  bid  by 
management,  whose  financ- 
ing fell  apart  last  fall,  but  it's 
closer  to  what  analysts  say 
United  is  worth. 

The  renewed  Davis  interest 
should  ease  pressure  exerted 
on  UAL  by  Coniston  Partners, 
which  owns  11.87"  of  the  com- 
pany and  is  pushing  for  a  re- 
capitalization. Directors  had 
asked  for  a  recap  plan  to  be 
submitted  in  time  for  a  Jan. 
25  board  meeting,  but  the  im- 
pending Davis  bid  may  push 
back  that  deadline. 


...  AND  FUJI  WANTS 
THE  REST  OF  SUBARU 


►  Subaru  of  America  is  sup- 
posed to  sell  Subaru  cars  in 
the  U.  S.  for  carmaker  Fuji 
Heavy  Industries.  But  sales 
are  slow,  and  Subaru's  stock 
is  getting  hammered — it  re- 
cently traded  around  5'/8, 
down  from  a  May,  1986,  high 
of  39.  Now,  Fuji  wants  to  get 
the  stock  off  the  market  by 
bidding  $6  a  share  for  the 
50.47'  of  Subaru  it  doesn't  al- 
ready own.  The  offer  looks 
low  to  some  analysts,  but  a 
competing  bid  is  unlikely. 


EDS  MAY  HITCH  A  RIDE 
WITH  TEXAS  AIR 


►  Texas  Air  is  close  to  signing 
a  deal  to  sell  a  half-interest  in 
its  System  One  computerized 
reservation  system  to  Elec- 
tronic Data  Systems,  industry 
sources  say.  For  about  $250 


million,  the  Dallas-based  com- 
puter services  company  would 
gain  a  foothold  in  a  lucrative 
business  now  dominated  by 
three  major  carriers  that  pro- 
vide booking  services  for  trav- 
el agents  and  other  airlines. 

Texas  Air  has  been  trying 
to  boost  System  One's  market 
share  since  buying  it  from 
Eastern  in  1987  for  $100  mil- 
lion. But  with  $400  million  in 
revenues,  its  157"  share  of  to- 
tal transactions  still  lags  be- 
hind United's  Apollo  system 
and  American's  Sabre. 


PILING  ON  THE  DEBT 
AT  GEORGIA  GULF 


►  Escaping  raider  Harold  Sim- 
mons is  costing  Georgia  Gulf 
dearly.  The  Atlanta-based 
chemical  maker  unveiled  a  re- 
capitiilization  plan  on  Jan.  15 
that  will  pile  $930  million  in 
new  debt  onto  its  balance 
sheet.  That  will  allow  it  to  pay 
a  special  $38-a-share  cash  divi- 
dend. Stockholders  also  will 
get  a  new  share  of  preferred 
stock  and  a  "stub"  common 
share  for  each  existing  share. 
Total  estimated  value:  about 
$55  a  share.  Wall  Street  react- 
ed favorably  to  the  announce- 
ment, pushing  Georgia  Gulf 
stock  to  44,  up  172,  the  day 
after  the  announcement. 

Simmons,  who  offered  to 
pay  $50  a  share  for  Georgia 
Gulf  in  November,  is  expected 
to  support  the  recap.  He'll 
still  own  9.97"  of  the  company 
and  come  away  with  just  un- 


TALK  ABOUT  THE  WRONG  GUY  FOR  THE  JOB 


Chicagoans  tend  to  'be  a  bit  bla- 
se about  municipal  scandals.  Yet 
even  the  most  cynical  natives  did 
a  double  take  recently  when  the 
newly  appointed  head  of  Chica- 
go's ethics  commission  turned 
out  to  be  under  investigation  in 
Louisiana  for — you  guessed  it — 
possible  violation  of  that  state's 
ethics  code. 

On  Jan.  11,  Gary  O'Neill  re- 
signed as  director  of  the  Chicago 

Board  of  Ethics  following  reports  of  the  probe.  A  formj> 
Baton  Rouge  attorney,  O'Neill  is  under  scrutiny  for  his  role|| 
alleged  campaign  financing  violations  during  a  1987  state  elfs 
tion.  The  charges  against  him,  he  says,  are  politically  motivM  < 
ed,  but  he  admits  he  should  have  told  Chicago  officials  of  t«  p 
probe.  Apparently  he  was  in  a  big  hurry  to  get  back  to  BatiiS 
Rouge  to  confront  his  accusers:  Missouri  state  troopers  thre|ifc>W 
him  in  the  slammer  on  Jan.  13  for  cruising  the  interstate  at  lij 
mph.  With  a  suspended  driver's  license. 


der  $100  million  in  proceeds 
from  the  special  dividend.  Not 
bad  for  an  initial  investment 
of  $86  million. 


THE  FDA  RETHINKS 
ITS  AZT  GUIDELINES 


►  Last  July,  scientists  report- 
ed that  AZT,  the  aids  drug 
made  by  Burroughs  Well- 
come, was  just  as  effective 
when  taken  at  much  lower 
doses  than  the  recommended 
one.  This  was  good  news:  A 
year  of  treatment  cost  more 
than  $6,000,  and  AZT  often 
caused  debilitating  side  ef- 
fects such  as  severe  anemia. 
Since  then,  many  doctors 


have  prescribed  small 
amounts  of  AZT.  Now,  at  Bij 
roughs'  request,  the  Food 
Drug  Administration  has  gi 
ten  into  the  act.  On  Jan.  1| 
the  agency  cut  its  recoil 
mended  dose  from  1,200  mil^a 
grams  a  day  to  600. 

Burroughs  doesn't  expe 
revenues  to  decline  much: 
has  already  asked  the  FDA 
approve  AZT  for  the  estimate 
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600,000  people  in  the  U.  pm? 
who  harbor  the  HIV  virus  b 
haven't  displayed  severe  All 
symptoms. 
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CITICORP  FILLS 

A  LONG-EMPTY  POST 


►  It  came  as  no  surprise  tli:, 
Citicorp  lifted  its  reserves 
$1  billion  to  cover  Latin  de: 
exposure  and  posted  a  fourt] 
quarter  loss  of  $784  millio: 
The  big  news  is  that  Chai| 
man  and  CEO  John  Reed  h; 
named  Richard  Braddoc] 
president  of  Citicorp  and  i 
main  unit,  Citibank.  The  po; 
was  empty  even  before  Ree 
became  chairman  in  1985. 

The  appointment  is  a  clej  arki 
sign  that  the  bank  will  foot 
on  its  consumer  busines 
Braddock,  48,  is  a  consun 
mate  marketer  who  started 
product  management  at  Gei 
eral  Foods  and  has  led  Cit 
corp's  consumer  effort. 
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HE  S&L  BAILOUT:  STALLED 
N  BUDGET  GRIDLOCK— AGAIN 


t  has  been  six  months  since  the  bill  for  the  mammoth 
savings-and-loan  bailout  became  law,  yet  the  thrift  cleanup 
has  barely  budged  from  the  starting  gate.  The  agency 
ated  to  do  the  job,  Resolution  Trust  Corp.,  has  been  hobbled 
a  standoff  between  Congress  and  the  Administration  over 
additional  $40  billion  to  $100  billion  that  RTC  needs  to  close 
k  thrifts  and  sell  off  their  assets. 

rhis  so-called  working  capital  would  be  used  to  prepare 
:'s  stockpile  of  thrift  assets — including  securities,  loans,  and 
,1  estate — for  sale  to  investors.  Unlike  the  origi- 

$50  billion  authorized  to  pay  off  the  depositors 
insolvent  S&Ls,  the  new  funds  would  be  a1 
St  partially  replenished  as  assets  are  sold. 
ME'S  BURNING.  3ut  Congress  and  the  Bush  Ad- 
listration  have  been  at  an  impasse  over  how  to 
36  the  money.  And  the  delay  could  soon  force 
]  to  keep  open  thrifts  that  should  be  shuttered. 
)mething  will  have  to  happen  pretty  soon,  or 

will  have  to  slow  down  the  pace,"  says  RTC 
ecutive  Director  David  C.  Cooke, 
n  a  bid  to  get  the  process  moving,  the  Admin- 
•ation  has  given  the  House  Ways  &  Means 
mmittee  financing  options  that  are  sure  to  re- 
ite  the  battles  that  almost  killed  the  S&L  rescue 
t  summer.  The  suggestions  include  borrowin 


RTC  CHIEF  DAVID  COOKE 


working  capital  through  the  Treasury  Dept.'s  Federal 
lancing  Bank,  tapping  the  Federal  Home  Loan  Banks,  and 
nng  thrifts  run  by  RTC  sell  high-yielding,  government-guar- 
,eed  certificates  of  deposit  to  institutional  investors, 
rhe  Federal  Financing  Bank  option,  which  would  involve 
ling  new  bonds  to  the  public,  likely  will  end  up  providing 
St  of  the  money.  The  battered  Home  Loan  Banks  just  don't 
/e  very  much  to  lend.  And  selling  high-yield  CDs  would 
iically  have  the  government  encouraging  the  very  practices 
.t  got  thrifts  into  trouble  in  the  first  place. 
■Negotiations  on  just  how  to  fund  the  next  phase  of  the 
lout  will  get  under  way  as  soon  as  Congress  reconvenes  on 
1.  23.  Daniel  P.  Kearney,  president  of  the  RTC  Oversight 


Board,  the  interagency  panel  that  supervises  RTC  operations, 
says  he  has  "a  high  degree  of  confidence  that  the  issue  will 
disappear  within  60  days." 

But  internal  debate  over  working  capital  has  already  con- 
sumed much  valuable  time.  Federal  Deposit  Insurance  Corp. 
Chairman  L.  William  Seidman  had  wanted  to  set  up  a  new 
bank  to  sell  the  public  securities  backed  by  S&L  assets.  Since 
the  bank  wouldn't  be  a  federal  agency,  its  borrowings  would 
not  affect  the  budget  deficit. 

Congressional  Democrats,  who  had  fought  a 
long  and  nasty  battle  over  the  budget  treatment 
of  the  original  $50  billion,  rejected  the  scheme  out 
of  hand.  The  Ways  &  Means  Committee  threat- 
ened legislation  requiring  any  new  agency  to  bor- 
row only  from  the  Treasury — and  therefore  be  on 
the  budget. 

END  RUN?  The  Administration's  new  recommenda- 
tions, like  the  compromise  that  settled  the  earlier 
dispute,  combine  off-  and  on-budget  financing. 
RTC  borrowing  from  the  Federal  Financing  Bank, 
which  coordinates  debt  issues  of  federal  agencies, 
would  be  counted  as  part  of  the  budget.  The 
Administration,  looking  for  a  way  to  get  around 
the  Gramm-Rudman  deficit  ceiling,  may  seek  to 
exclude  the  borrowing  from  the  limits — an  ap- 


proach that  Treasury  opposed  vehemently  last  year. 

Some  on  Capitol  Hill  worry  that  accounting  considerations 
are  distorting  the  process.  "The  whole  thing  is  budget-driven, 
not  policy-driven,"  complains  Representative  Charles  E. 
Schumer  (D-N.  Y.),  a  member  of  both  the  Budget  and  Banking 
Committees.  And  some  staffers  fear  that  the  working  capital 
will  never  be  repaid  and,  in  fact,  represents  a  way  to  disguise 
an  increase  in  the  size  of  the  bailout. 

Passage  of  the  thrift  bailout  was  President  Bush's  one  big 
legislative  accomplishment  of  his  first  year.  But  the  resump- 
tion of  the  fight  so  soon  after  he  signed  the  bill  shows  that  the 
issue  will  continue  to  dog  him  throughout  his  term. 

By  Catherine  Ydug 


PITAL  WRAPUPI 


IRLINES 


rransportation  Secretary  Samuel  K. 
Skinner  has  run  into  some  heavy 
irbulence.  A  nine-month  staff  study 
f  the  airline  industry  found  "pockets" 
here  lack  of  competition  was  hurting 
)nsumers.  Skinner  had  planned  to  rec- 
iimend  policy  changes  to  encourage 
)mpetition  in  these  local  situations, 
ut  even  this  was  too  much  for  free- 
larketers  in  the  Bush  Administration, 
ho  are  pressing  the  Secretary  to  tone 
3wn  his  recommendations.  The  result 
likely  to  be  a  tepid  report  that  pleas- 
5  no  one.  Meanwhile,  Congress  may 
jize  on  the  Transportation  Dept.  find- 
ig  that  fares  are  significantly  higher 


in  cities  served  by  only  one  or  two 
carriers  and  push  for  rule  changes  to 
encourage  new  airlines  to  enter  mar- 
kets that  now  lack  competition. 

THE  WHITE  HOUSE  

Counsel  C.  Boyden  Gray  could  be 
the  first  top  Administration  aide  to 
bail  out.  The  White  House  rumor  mill 
says  Gray — who  got  chewed  up  in  ear- 
ly run-ins  with  Secretary  of  State 
James  A.  Baker  HI  and  other  top  offi- 
cials— is  unhappy  with  his  limited  role 
and  is  quietly  inquiring  about  jobs  else- 
where in  the  capital.  Gray  emphatically 
denies  any  intention  of  leaving  soon. 
But,  he  adds,  "I  can't  say  I'm  going  to 
be  here"  for  the  full  term. 


JAPAN 


Japanese  author  and  parliamentarian 
Shintaro  Ishihara  is  trying  to  douse 
the  fire  he  ignited  in  the  U.  S.  with  his 
nationalistic  book  (written  with  Sony 
Chairman  Akio  Morita),  The  Japan 
That  Can  Say  No.  The  book,  which 
blames  the  laziness  of  U.  S.  workers 
for  many  of  the  nation's  economic 
woes,  has  never  been  published  in  En- 
glish, but  bootleg  translations  have  cir- 
culated widely.  Now,  Ishihara.  on  a  vis- 
it to  Washington,  is  promising  an 
authorized  and  revised  English  version. 
The  English  edition,  to  be  written  by 
Ishihara  alone,  is  expected  to  tone 
down  his  harsh  anti-American  rhetoric. 


HINGTON  OUTLOOK 
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A  BIGGER  AIR  FRANCE 
MIGHT  MONOPOLIZE 
nS  MARKET 


FRANCE  1 


WIIL  THE  EC  LET 

AIR  FRANCE  SPREAD  ITS  WINGS? 


Probably.  And  that  raises  questions  about  just  how  'liberalized'  European  industry  is  going  to  be 


ernard  Attali  is  a  keen  chess  play- 
er who  boasts  of  having  played 
Soviet  world  champion  Garri  Ka- 
sparov. He  lost.  Now,  the  chairman  of 
state-owned  Air  France  is  trying  a  clever 
bit  of  strategy  on  Europe's  1992  plan- 
ners, who  are  trying  to  deregulate  air 
travel.  This  time  the  stakes  are  high — 
and  Attali  expects  to  win. 

In  what  is  bound  to  lead  to  a  shootout 
with  the  deregulators,  Attali  wants  to 
create  a  behemoth  that  would  monopo- 
lize French  air  travel  and  be  the  third- 
largest  Western  airline  after  United  Air- 
lines Inc.  and  American  Airlines  Inc.  To 
do  it,  he  has  agreed  to  spend  up  to  $875 
million  to  buy  control  of  France's  two 
other  big  airlines,  UTA  and  Air  Inter. 
Air  France's  proposed  deal  is  the  bol- 


dest move  yet  to  remap  Europe's  skies. 
As  the  European  Community  presses  to- 
ward deregulation,  airlines  are  trying  to 
protect  themselves  from  the  inevitable 
shakeout.  While  a  number  of  carriers 
have  joined  together  to  coordinate 
flights,  share  routes, 
and  pool  facilities  and 
services,  France  is  us- 
ing state  power  to  beef 
up  its  national  carrier — 
and  ensure  its  survival. 

The  industry  is  al- 
ready consolidating. 
Lufthansa  and  Air 
France  have  agreed  to 
share  routes  as  well  as 
airport  lounges  and  ca- 
tering. Sabena  World 
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THE  WEST'S 
BIGGEST  AIRLINES 


1988  sales 

Billions  of  dollors 

UNITED 

$8.9 

AMERICAN 

8.6 

AIR  FRANCE* 

8.0 

DELTA 

7.3 

BRITISH  AIRWAYS 

7.2 

Includes  UTA  8.  Air  Inter 
DATA:  INSTITUT  DU  TRANSPORT  AERIEN 


Airlines  plans  to  join  forces  with  Britis 
Airways  and  KLM.  Scandinavian  AirlineJ 
is  linking  up  with  Finnair  and  Swissair 
The  deregulators  in  Brussels  are  wor 
ried  that  such  concentrated  air  powe 
will  destroy  their  plans  to  encourag(  ev 
free  competition.  The} 
have  launched  an  inves 
ligation  into  whethe; 
such  cozy  arrange 
ments  will  create  a  mo 
nopoly  environmen 
with  continued  higl 
prices  and  little  roon 
for  new  competitors 
Snaps  a  U.  S.  airline  ex  'i 
ecutive:  "Where's  th( 
competition  in  Europe?' 
The  Air  France  dea 


INTERNATIONAL  BUSINE 


II  provido  the  clearest  indicator  yet  of 
;  EC's  attitude  toward  consolidation  in 
key  sUite-protected  industry.  If  the 
regulators  let  it  go  through  un- 
ithed,  the  dream  of  wide-open  Europe- 
air  travel  will  be  seriously  set  back, 
leed,  many  observers  worry  that  air 
,vel  is  just  one  of  several  industries, 
lading  automobiles  and  telecommuni- 
ions,  where  the  goal  of  reaching  a 
ited  market  is  in  danger  of  being  lost 
continued  government  protectionism. 
DER  ONE  WING.  Air  France's  rivals,  led 
British  Airways,  now  Europe's  big- 
5t  carrier,  aim  to  shoot  down  its  pro- 
sed combine,  which  would  control  66'/ 
all  flights  at  Paris  airports.  Air 
ince  would  enjoy  an  unfair  monopoly, 
^s  an  executive  at  BA,  which  faces 
npetition  from  a  half-dozen  upstart 
Tiers  under  liberal  British  rules.  Se- 
T  Air  France  executives  reply  that 
s  deal  will  merely  put  Air  France  on 
!  same  footing  as  its  European  com- 
;itors  who  control  their  domestic  mar- 
;s.  They  add  that  Europe  needs  mega- 
•riers  to  compete  with  those  in  thi' 
S.  and  Far  East. 

i^or  those  reasons,  the  French  govern- 
nt  has  been  pushing  for  years  to 
ther  its  airline  industry  under  one 
ig.  "The  idea  is  simple,"  says  Daniel 
nbaum,  president  of  France's  Civil 
iation  Authority.  Before  Europe's 
es  open,  "we  want  our  national  airline 
be  as  strong  as  others  in  the  market," 
says.  Rene  Lapautre,  the  feisty  chair- 
,n  of  UTA,  has  tried  for  years  to  ex- 
fid  his  airline,  both  by  launching  for- 
:n  service  in  competition  with  Air 
ance  and  by  making  his  own  bid  for 
*  Inter  in  1988.  Both  efforts  were 
icked  by  Air  France  and  its  govern- 
:nt  owner.  With  UTA's  growth  paths 
sed,  Chargeurs,  its  majority  owner, 
5  finally  thrown  in  the  towel  and 
reed  to  sell  Air  France  a  54%  stake  in 
A.  In  addition,  Attali  is  offering  to  buy 

the  177f  of  UTA  now  in  public  hands. 
A  and  Air  France  each  owns  about 

of  Air  Inter. 
Before  making  his  offer,  Attali,  whose 
)ther,  Jacques,  is  French  President 
an^ois  Mitterrand's  chief  adviser,  was 
*eful  to  ensure  the  French  govern- 
mt's  backing  at  the  EC.  Last  month, 
?y  agreed  in  principle  to  begin  whit- 
ig  away  at  the  national  carriers'  mo- 
poly  positions  on  European  air  routes. 
)st  of  these  nations  also  want  to  let 
jir  airlines  haul  passengers  to  any  Eu- 
3ean  destination.  However,  French  of- 
ials  say  they  will  be  far  less  willing  to 
en  their  skies  to  other  airlines  if  the 

balks  at  the  Air  France  deal. 
Attali  seems  likely  to  win  this  battle 
th  Brussels.  Although  the  EC's  compe- 
ion  commissioner.  Sir  Leon  Brittan, 
ys  the  deal  "raises  fundamental  ques- 
ns  about  consumer  protection,"  other 


commissioners  seem  resigned  to  it. 
Karel  van  Miert,  EC  transportation  com- 
missioner, feels  Brussels  can  hardly  say 
no  to  Air  France  after  having  approved 
of  British  Airways'  purchase  of  rival 
British  Caledonian  in  1987. 

Attali,  a  46-year-old  former  Club  Med 
and  insurance  executive,  is  counting  on 
Air  Inter  to  funnel  domestic  passengers 
into  Air  France's  international  routes. 
He  hopes  to  cut  costs  partly  by  meshing 
the  three  carriers'  fleets.  That  should 


For  Soviet  leader  Mikhail  Gorbachev, 
the  explosion  could  not  have  come 
at  a  worse  time.  Only  hours  after 
he  was  televised  nationally  from  Lithua- 
nia, where  he  failed  to  pacify  a  massive 
independence  movement,  ethnic  war 
broke  out  in  the  southern  republic  of 
Azerbaijan.  As  organized  paramilitary 
units  of  Azerbaijani  and  Armenian  na- 
tionalists blasted  each  other  with  stolen 
helicopter  gunships,  tanks,  and  grenade 
launchers,  Gorbachev  swiftly  declared  a 
state  of  emergency  and  rushed  11,000 
troops  to  the  region.  But  the  damage  is 
unmistakable — Gorbachev's  flagging 
perestroika  has  been  dealt  yet  another 
serious  blow. 

From  Washington  to  Vladivostok, 
there's  mounting  concern  that  Gorba- 
chev's reform  campaign  is  unraveling. 
The  Soviet  President's  job  still  seems  se- 
cure, but  if  the  situation  in  Azerbaijan 
deteriorates  further,  it  could  aggravate 
Gorbachev's  two  biggest  problems:  the 
rising  tide  of  nationalist  fervor  and  the 
desperate  state  of  the  Soviet  economy. 


boost  Air  France's  already  solid  profits. 
In  1988,  the  company  earned  $210  million 
on  sales  of  $5.6  billion. 

As  Attali  bids  to  make  his  airline  a 
powerhouse  in  France,  he  says  he  hopes 
European  markets  will  open  up.  But 
when  that  happens,  like  a  good  chess 
player,  he  wants  to  be  ready  by  control- 
ling the  board. 

By  Stewart  Toy  in  Pans,  with  Mark  Mar- 
ernont  in  London  and  Jonathan  Kapstein 
in  Brussels 


The  conflicts  between  Moslem  Azer- 
baijanis  and  the  tiny  Christian  Armenian 
enclave  of  Nagorno-Karabakh  have 
roots  stretching  back  1,000  years.  But 
many  blame  Gorbachev  for  failing  to  po- 
lice early  the  unrest  that  erupted  into 
open  violence  two  years  ago.  "Gorba- 
chev did  everything  with  political  meth- 
ods. . .  It  failed.  It  was  necessary  to  use 
force  [sooner],"  says  Soviet  economist 
Victor  Nadein-Raeefsky,  a  specialist  on 
nationalities. 

ECONOMIC  DERAILMENT.  If  outright  civil 
war  collapses  the  economies  of  Armenia 
and  Azerbaijan,  an  economic  tremor  will 
rock  the  entire  Soviet  Union.  Already, 
blockades  of  railways  and  roads  have  led 
to  serious  fuel,  power,  and  food  short- 
ages in  Armenia.  Some  of  that  republic's 
factories  are  the  nation's  sole  suppliers 
of  some  types  of  household  appliances 
and  electronic  components.  Azerbaijan 
produces  70%  of  the  drilling  hardware 
for  the  Soviet  petroleum  industry,  which 
pulls  in  most  of  Moscow's  desperately 
needed  hard-currency  revenues.  "Any 


SOVIET  UNION 


SOVIET  TROOPS  ON  PATROL:  CRITICS  SAY  GORBACHEV  SHOULD  HAVE  USED  FORCE  EARLIER 


A  BIOODY  ROADBLOCK 
rOR  PERESTROIKA 


Can  Gorbachev  keep  Azerbaijan  from  escalating  into  outright  civil  war? 
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prolonged  disturhances  would  make 
things  very  difficult  for  the  Soviet  oil 
industry,"  predicts  Paul  Zieber,  presi- 
dent of  Hamburg's  Institute  for  East- 
Market  Research.  A  shutdown  could 
force  Soviet  oil  producers  to  look 
to  West  Germany  or  the  U.  S.  for  equip- 
ment. Adds  Zieber:  "I'm  already 
seeing  people  heading  from  Houston  to 
Moscow." 

Moreover,  Gorbachev  is  facing  tinder- 
boxes  in  other  parts  of  the  sprawling 
union.  Coal  miners  in  Siberia  have 
threatened  to  renew  last  year's  seriously 
damaging  strikes.  The  miners  are  claim- 
ing that  the  government  has  reneged  on 
the  promises  it  made  in  order  to  termi- 
nate last  summer's  walkout,  such  as  pro- 
viding better  housing,  economic  indepen- 
dence, and  billions  of  dollars'  worth  of 
consumer  goods. 

If  the  miners  carry  out  their  threat, 
they  will  be  defying  a  Kremlin  ban  on 
strikes  and  daring  Gorbachev  to  take 
drastic  action.  And  that  could  spread  the 
mounting  unrest  to  the  heartland  Rus- 
sian rejiublic. 

ELECTION  YEAR.  Taken  together,  these 
uncertainties  are  making  Western  busi- 
nesses more  wary  about  plunging  into 
the  Soviet  market.  Although  no  compa- 
nies now  involved  with  joint  ventures 
say  they  want  to  pull  out,  "you  could  see 
a  decrease  in  new  investment,"  says 
Richard  Dean,  Moscow-based  attorney 
for  Coudert  Brothers,  an  international 
law  firm.  Romano  Prodi,  former  chair- 
man of  IRI,  an  Italian  industrial  con- 
glomerate with  several  fledgling  joint 
ventures  in  the  Soviet  Union,  says  thr 
situation  is  "extremely,  extremely 
grave." 

How  Gorbachev  handles  the  explosive 
conflict  in  Azerbaijan  will  also  have  a 
crucial  impact  on  elections  this  winter 
and  spring.  In  coming  weeks,  Gorbachev 
confronts  local  and  republic  elections 
from  the  Ukraine  to  the  Baltics  to  Rus- 
sia and  Soviet  Georgia.  These  contests, 
not  yet  scheduled  in  Armenia  and  Azer- 
baijan, loom  as  a  forum  for  nationalist 
groups  calling  for  greater  autonomy  and 
independence  from  the  Soviet  Union. 
The  current  unrest  already  seems  cer- 
tain to  hurt  local  and  regional  candidates 
backed  by  Moscow  and  the  Communist 
Party. 

So  far,  "Gorbachev  has  been  ahead  of 
the  curve  on  everything  except  ethnic 
issues,"  says  Paul  A.  Goble,  deputy  di- 
rector of  research  at  U.  S.-funded  Radio 
Free  Europe  and  Radio  Liberty.  But  if 
the  Soviet  leader  fails  to  defuse  the  eth- 
nic powder  keg  in  Azerbaijan  right 
away,  he  may  not  get  a  second  chance. 

By  Rose  Brady  in  Moscow,  with  Igor 
Reiclilin  in  Bonn,  Bill  Javetski  In  Washing- 
ton, and  bu)''au  reports 


CHINA  I 


THE  TIME  BOMB  IN  BEIJING 
KEEPS  TICKING 


With  the  population  getting  angrier,  a  new  uprising  grows  more  likely 


When  he  lifted  martial  law  on 
Jan.  10,  Chinese  Premier  Li 
Peng  proclaimed  that,  seven 
months  after  the  bloody  crackdown  on 
prodemocracy  protests  in  Tiananmen 
Scjuare,  political  stability  had  returned 
to  China.  Within  days,  foreign  lenders 
and  the  World  Bank  said  they  might 
resume  lending  to  China,  and  Bush  Ad- 
ministration officials  suggested  more  lib- 
eralizations could  be  on  the  way. 

But  on  the  streets  of  Beijing,  the 
guarded  optimism  of  the  American  ad- 
ministration seems  misguided.  Wide- 
spread disgruntlement  is  making  China 
a  tinderbox  that  could  ignite  almost  any- 
time. Workers,  already  struggling  from 
an  economic  clampdown  after  the  Tia- 


PREMIER  LI:  INCREASINGLY  VULNERABLE 


for 


at 


nanmen  massacre,  are  now  facing  shai| 
cutbacks  in  their  income.  Students,  wl| 
have  been  kept  off  the  streets  by  vig 
lant  police  patrols,  speak  openly  of  vi' 
lent  revolt  against  the  government,  ^ 
Romanians  did  with  Nicolae  Ceausesc 
in  December.  And  the  tradesmen,  foi 
vendors,  and  other  small  operators  w 
profited  from  a  decade  of  economic  ei 
pansion  may  lose  their  livelihoods  no' 
because  of  a  severe  government  cracf 
down  on  credit.  "The  situation  in  Chiri 
is  quite  unstable,"  says  Gaston  J.  Sigi! 
Jr.,  former  Assistant  Secretary  of  StatJ 
for  East  Asia.  "There  has  been  no  resd 
lution  of  the  i)rolilems  there." 
TRIGGERING  CHAOS.  Just  as  the  death  c 
former  Party  Secretary  General  Hu  Yac! 
bang  helped  trigger  last  year's  studeii,. 
occupation  of  Tiananmen  Square,  the  a^^  ^ 
niversary  of  last  year's  protest  coul' 
bring  workers  and  students  to  th- 
streets  as  early  as  spring.  The  demise  ci 
Deng  Xiaoping  or  another  member  o' 
the  gerontocracy  could  also  lead  to  \ 
power  struggle  in  the  regime  and  chaoj 
in  the  streets.  "The  workers  are  juA. 
biding  their  time,"  says  Professor 
seph  Cheng,  a  veteran  watcher  of  Hon| 
Kong  and  China.  "They  expect  Deng'!!?'" 
death  to  trigger  major  changes."  'r\ 

Deng  probably  has  the  most  to  fea'T  ''- 
from  workers,  the  group  being  squeeze 
hardest  by  the  current  austerity  pre 
gram.  Beijing's  fiscal  managers  choke**'"'' 
off  credit  so  drastically,  beginning  i 
late  1988,  that  one-fifth  of  the  country'HR 
factories  have  stopped  production.  .A 
least  15  million  workers  in  constructioi 
and  rural  industries  have  lost  their  job.^ 
pushing  national  unemployment  to  jjost 
1949  record  levels  of  5%  nationwide— 
and  a  good  deal  higher  in  the  cities. 

Doing  business  in  China  is  becoming 
increasingly  difficult.  Since  the  crack 
down,  employers,  including  foreign  in 
vestors,  have  been  hurt  by  a  slowdowi 
in  tourism,  reduced  export  earnings,  an( 
reimposition  of  stifling  party  contro 
over  factories.  This  month,  Roger  D, 
Severance,  Deputy  Assistant  Secretary 
of  Commerce  for  East  Asia  and  the  Pa 
cific,  went  to  Beijing  to  try  to  resolvt 
numerous  disputes  involving  American 
owned  ventures  in  China.  Shortages  o> 
foreign  exchange  and  supplies,  export] 
restrictions,  and  piracy  of  trademarks] 
and  software  are  hampering  some  o: 
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jse  operations.  Among  U.  S.  compa- 
ss that  are  known  to  have  asked  the 
S.  government  for  help  are  Xerox, 
ntinental  Can,  PPG  Industries,  Mars, 
nd  Livestock  Systems,  Coca-Cola,  and 
izer.  Continental  Can,  which  the  Chi- 
36  owed  $2.6  million,  curUiiled  produc- 
n  at  its  Foshan  factory  this  month. 
Last  month,  Beijing  warned  provincial 
,ders  to  be  prepared  for  new  troubles, 
ere  have  been  scattered  reports  of 
)tests  over  reduced  pay  at  several 
ints,  including  the  Capital  Iron  &  Steel 
int  in  Beijing.  Workers  in  some  30  fac- 
■ies  have  applied  for  permission  to 
monstrate.  But  the 
vernment  is  cracking 
m  hard  on  efforts  to 
janize  workers.  A  po- 
i  sweep  is  currently 
der  way  for  leaders 
an  unauthorized  new 
lor  organization,  the 
ople's  Autonomous 
)rkers'  Union,  which 
s  formed  last  spring, 
rade  unions  must  be 
•hly  vigilant  against 
!  emergence  of  anti- 
rty  organizations," 
rs,  China's  top  union 
'icial,  Ni  Zhifu. 
rhe  Communist  Par- 
leadership  is  also  un- 
>y  about  the  loyalty 
its  own  members.  In 
at  may  be  the  start 
a  new  nationwide 
rge  of  officials,  all  47 
llion  party  members 
!  being  asked  to  reap- 
formally  for  mem- 
"ship  and  to  furnish 
;ounts  of  their  move- 
nts— and  even  their 


duced  to  7.1%  as  of  November — down 
from  30%  a  year  ago — the  economy  is 
dead  in  the  water.  The  newly  appointed 
head  of  the  State  Planning  Commission, 
Zou  Jiahua,  said  this  month  that  Li 
Peng's  austerity  drive  had  left  the  econ- 
omy adrift,  and  he  also  warned  that  the 
situation  had  become  "extremely  se- 
vere." The  shortage  of  funds  for  indus- 
try led  to  a  rapid  drop  in  industrial 
growth,  from  11%  in  1988  to  4%  last 
year.  Industrial  production  actually  fell 
in  October,  for  the  first  time  in  a  decade,  v 
China's  top  economic  policymaker, 
Yao  Yilin,  warns  that  China  is  going  to 


CONSTRUCTION  CRUNCH:  OVER  I  5  MILLION  WORKERS  HAVE  LOST  THEIR  JOBS 


vate  thoughts — during  last  year's  de- 
icracy  movement. 

AD  IN  THE  WATER.  After  lying  low  fol- 
/ing  last  June's  massacre,  Chinese 
I  dents  are  beginning  to  recover  their 
irage.  They  are  now  saying  that  the 
St  European  revolutions  have  taught 
;m  that  repressive  governments  can 

overthrown.  On  Dec.  27,  an  angry 
ident  audience  forced  State  Council 
)kesman  Yuan  Mu  to  cut  short  a  lec- 
•e  at  Beijing  University.  Students  cele- 
ited  the  downfall  of  Ceausescu  by 
tting  up  posters  comparing  the  Roma- 
,n  leader's  regime  to  Beijing.  In  unfet- 
■ed  Hong  Kong,  full  of  students 
fading  the  colony's  reversion  to  Bei- 
g's  rule  in  1997,  demonstrators  waved 
icards  saying:  "Deng  Xiaoping, 
ausescu  is  waiting  for  you." 
Despite  the  risk  of  renewed  political 
heaval,  Beijing's  leadership  refuses  to 

up  on  its  18-month-old  tight-money 
licy,  even  though  China  is  facing  a 
;ession.  While  inflation  has  been  re- 


have  a  tough  time  paying  back  its  $42 
billion  in  foreign  loans.  Still,  several  Jap- 
anese banks — China's  largest  lenders — 
will  be  lifting  the  freeze  they  imposed  on 
new  credits  after  June's  crackdown.  The 
World  Bank  will  be  restarting  its  loan 
programs,  beginning  with  money  to  pay 
for  earthquake  reconstruction. 

Spoiled  by  years  of  improving  condi- 
tions, China's  workers  are  growing  an- 
grier about  the  government's  belt-tight- 
ening. High  inflation  has  made  it 
impossible  for  many  to  live  on  a  basic 
wage.  Instead,  employees  have  come  to 
rely  on  bonuses,  which  often  add  50%'  to 


All  47  million  party  members 
are  being  asked  to  account 
for  their  actions  during  last 

year's  democracy  movement 


100%  or  more  to  base  pay.  Now  that  the 
credit  crunch  has  forced  many  factories 
to  stop  or  to  curtail  their  production 
sharply,  factories  simply  can't  afford  to 
pay  out  big  bonuses.  And  some  have 
even  slashed  the  basic  pay  levels  that 
are  supposedly  guaranteed  in  state- 
owned  enterprises. 

'FROZEN'  FINANCES.  Also  at  an  end  is  big- 
time  spending  by  the  Chinese  middle 
class,  who  had  been  grabbing  up  West- 
ern-style clothes,  imported  appliances, 
and  new  color  televisions.  With  inven- 
tories piling  up  and  bills  to  be  paid,  fac- 
tories are  struggling  just  to  cover  their 
operating  costs,  let 
alone  to  manufacture 
more  consumer  goods. 
"Everything  is  frozen," 
says  one  financial  offi- 
cial in  Shenzhen.  "If 
you  can  survive,  that's 
not  bad."  In  once-boom- 
ing Guangdong,  a 
southern  province  that 
accounts  for  one-sixth 
of  the  nation's  gross  na- 
tional product,  some  8 
million  workers  have 
lost  their  jobs  as  rural 
industries  have  gone 
bankrupt.  One  million 
of  those  workers  were 
forcibly  evicted  by  local 
police  and  sent  home  to 
the  hinterland,  where 
they  face  a  grim  future. 

The  government  re- 
cently took  steps  to  mit- 
igate the  damage,  but 
they  are  probably  too 
small  to  make  a  differ- 
ence. It  increased  subsi- 
dies to  state  industries 
and  to  some  high-profile 
foreign  ventures,  including  Shanghai 
Volkswagen,  Canton  Peugeot,  and  Bei- 
jing Jeep  Corp.  Provincial  leaders  were 
told  to  raise  workers'  wages  and  hous- 
ing subsidies,  and  a  vast  rural  public 
works  program  is  under  way.  Before  the 
New  Year  on  Jan.  27,  state-run  markets 
such  as  Beijing's  Dongdan  Street  were 
flooded  with  oranges,  apples,  bananas, 
fish,  pork,  and  candy,  under  a  banner 
reading  "Long  live  Marxism." 

But  critics  say  this  stop-and-go  eco- 
nomic policy  will  merely  paper  over  the 
problems.  Little  is  being  done  about  mis- 
managed state  enterprises,  which  ac- 
count for  60'/  of  output,  and  the  govern- 
ment has  decreed  that  overall  credit  will 
be  restricted  further  this  year.  Among 
the  anxious  foreigners,  restive  students, 
and  frustrated  workers,  the  guessing 
game  in  Beijing  is  not  whether,  but 
when,  the  next  explosion  will  occur. 

By  Don  Jones  Yang  in  Beijing  and 
Dinah  Lee  in  Hong  Kong,  with  Bill  Javetski 
in  Washington 
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There  Was  A  Time  When  Businesses  SolvedTheir  Problems 
By  Bringing  In  Better  Resources. 
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Corporate 
Membership 


They  Still  Do 


CORPORATE 

6376 


Share  the  benefits  of  Corporate  Membership  with  Americas  best. 

The  American  Express"  Corporate  Card  is  designed  from  the  ground  up  to  make  doing  business 
easier.  Corporate  Membership  offers  you  efficient  ways  to  organize  and  document  your  expenses,  save 
money,  smooth  your  business  travel,  protect  you,  your  employees  and  your  purchases.  And  more. 

Nearly  two  thirds  of  the  Fortune  500  corporations  have  discovered  how  well  the  Corporate  Card 
succeeds.  So  have  business  people  at  manv  of  America's  most  admired  companies.  And  they're  joined 
by  more  than  a  million  dvnamic  entrepreneurs. 

The  Corporate  Card  from  American  Express.  Preferential  treatment  for  America's  best. 

For  information  about  Corporate  Membership,  call  1  800-SUCCESS. 

To  Your  Success 
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►  Pay  your  taxes  at  10  to  30  cents  on  the  dollar.  ^ 

►  Reduce  your  55%  estate  tax  bracket  to  10%  or  less.  > 

►  Increase  your  $600,000  estate  tax  exemption  many  fold.  z 

> 

►  Achieve  guaranteed  risk-free  return  many  times  original  outlay.  □ 

►  Create  and  preserve  wealth  for  children  and  grandchildren.  ^ 

►  Increase  charitable  gifts  5  to  10  times  with  no  additional  outlay.  ^ 

►  Increase  your  $10,000  annual  tax-free  gifts  to  $1,000,000. 
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mi  PANAMA  BEAT 

rS  SWORDS  INTO  PIOWSHARES? 


rhe  U.  S.  invasion,  by  shattering  Panama's  army,  has 
opened  a  once-in-a-century  chance  for  that  nation  to  free 
itself  from  the  bane  of  most  Latin  American  countries: 
ervention  by  the  military  in  domestic  politics.  But  this  op- 
rtunity  has  also  set  off  a  heated  debate  about  what  kind  of 
ned  forces  the  country  should  have.  The  Pentagon  is  quietly 
assuring  Panama  to  rebuild  its  army  to  help  defend  the 
lal.  But  many  Panamanians,  led  by  President  Guillermo 
dara,  question  whether  Panama  needs 
army  at  all. 

[n  Endara's  view,  Panama  has  a 
ince  to  emulate  neighboring  Costa 
la,  which  has  lived  peacefully  with 
ly  a  police  force  since  abolishing  it.s 
ny  in  1948.  In  a  Jan.  10  interview  with 
'eruvian  newspaper,  Endara  declared: 
^e  need  a  police  force,  but  we  don't 
;d  military  forces." 
rhat  view  is  shared  by  such  prominent 
ures  as  Archbishop  Marcos  McGrath 
i  Roberto  Eisenmann,  publisher  of 
5  newly  reopened  newspaper,  La 
ensa.  Eisenmann  points  out  that  Panama  is  bordered  by  an 
armed  Costa  Rica  and  the  trackless  Darien  jungle,  while  the 
S.,  under  its  treaty  right  to  protect  the  canal,  could  respond 
any  threat  with  quick-reaction  forces  based  in  the  U.  S. 

DAYS,  100  YEARS.  But  First  Vice-President  Ricardo  Arias 
Ideron,  reversing  his  former  view,  is  calling  for  small  but 
11-trained  military  units  to  guard  against  attacks  by  terror- 
3  or  the  drug  mafia.  Unfortunately,  Latin  Americans  have 
rned  that  small  armed  forces  are  often  big  enough  to  seize 
wer.  Decisions  on  security  forces  in  the  next  30  days,  Eisen- 
mn  says,  "will  probably  have  an  effect  on  our  life  in  the 
public  of  Panama  in  the  next  100  years." 
[ronically,  the  decision  by  the  U.  S.  to  dismantle  General 
iriega's  brutal  army,  the  Panama  Defense  Force,  created 
s  debate.  Now,  differences  over  the  military  may  foreshad- 

other  strains  in  the  government,  including  how  to  manage 


CANAL  KEEPER:  A  U.S.  SOLDIER  IN  PANAMA 


the  economy.  Arias  Calderon,  who  favors  a  strong  army,  is  a 
Christian  Democrat  and  the  Government  &  Justice  Minister — a 
post  that  gives  him  key  decisions  on  the  military.  Second  Vice- 
President  Guillermo  Ford,  from  the  right-wing  Molirena  Party, 
is  also  the  Planning  Minister.  Ford  has  plans  to  sell  off  state- 
run  citrus,  cement,  and  sugar  holdings  and  to  privatize  Pana- 
ma's ports — a  proposal  that  could  require  a  crackdown  on 
unions  to  make  the  ports  attractive  to  buyers.  By  contrast, 
Endara,  shortly  after  the  U.  S.  invasion, 
promised  bureaucrats  that  there  would 
be  no  layoffs. 

Endara  was  a  follower  of  the  late  Ar- 
nulfo  Arias,  a  populist,  &x\i\-Yanqui  poli- 
tician. Arias  drew  votes  from  Panama's 
poor  to  win  four  presidential  elections 
between  1941  and  1984,  but  was  prevent- 
ed by  the  military  from  ever  serving, 
with  no  protests  from  the  U.  S.  So  far, 
Endara  shows  no  signs  of  Arias'  popu- 
lism, and  there  is  no  leader  in  sight  to 
exploit  nationalism  and  anti-American- 
ism. But  future  politicians  might  run 
against  the  U.  S.,  particularly  if  the  canal  stirs  new  frictions 
with  Congress.  The  waterway  may  need  a  $400  million  widen- 
ing, but  to  pay  for  it,  Panama  might  have  to  agree  to  amend 
the  1977  canal  treaty,  or  raise  tolls.  The  treaty  now  requires 
the  U.  S.  to  hand  over  the  canal  debt-free  on  Jan.  1,  2000. 

Potentially  more  controversial  is  another  1977  pact,  the 
Treaty  of  Neutrality  &  Defense,  which  gives  the  U.  S.  the 
ongoing  right  to  defend  the  canal  after  2000.  In  the  past,  new 
Foreign  Minister  Julio  Linares  strongly  criticized  this  treaty 
and  called  for  its  renegotiation,  saying  it  gives  the  U.  S.  the 
right  to  intervene  whenever  it  wants.  Since  joining  the  govern- 
ment, he  hasn't  repeated  those  views.  But  such  latent  conflicts 
in  U.  S.-Panamanian  relations  seem  likely  to  erupt  again,  once 
the  euphoria  over  Noriega's  overthrow  has  subsided. 

By  Stephen  Baker  in  Panama  City,  with  Dave  Griffiths  and  Bill 
Javetski  in  Washington,  and  bureau  reports 
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RGENTINA 


President  Carlos  Menem's  latest 
medicine  for  Argentina's  economic 
Is,  a  massive  freeze  of  the  money  sup- 
ly,  is  plunging  the  country  into  a 
harp  business  slump.  "The  only  ques- 
on  about  the  recession  is  how  deep  it 
'ill  get,"  says  N.  Charles  Rowe,  Bank 
f  Boston  Corp.'s  vice-president  in  Eue- 
os  Aires.  One  indicator  is  auto  output, 
ow  running  at  only  25%-  of  capacity, 
own  from  80%  last  fall.  Many  suppli- 
rs  have  halted  deliveries  to  cash- 
trapped  customers  who  can't  pay. 
To  brake  inflation,  which  hit  507'  in 
)ecember,  Menem  took  $3.5  billion  to 
4  billion  worth  of  his  currency,  the 


austral,  out  of  circulation  by  ordering 
that  most  bank  deposits  be  converted 
to  government-issued  dollar  bonds,  re- 
deemable only  after  two  years.  Many 
companies  had  been  keeping  cash  in 
seven-day  certificates  of  deposit  that 
paid  interest  close  to  200%  a  month. 

Deprived  of  such  financial  windfalls, 
Menem  hopes,  companies  will  shift 
their  emphasis  to  producing  more  and 
better  goods,  using  hoarded  dollars  or 
funds  from  abroad  to  finance  their  op- 
erations. But  many  businesses  may  not 
survive  the  draconian  inflation  cure. 
And  if  the  latest  measures  do  not 
work,  says  an  executive  of  a  U.  S.  sub- 
sidiary, "we  could  see  the  complete  dol- 
larization  of  the  Argentine  economy." 


ISRAEL 


A growing  wave  of  Soviet  immi- 
grants is  straining  Israel's  capaci- 
ty to  resettle  them.  In  1989,  12,800  So- 
viet Jews  arrived.  Now,  it  appears  that 
100,000  may  move  to  Israel  in  1990, 
spurred  by  Soviet  uncertainties  and  by 
cuts  in  the  number  of  Soviet  Jews  ad- 
mitted to  the  U.  S.  as  refugees. 

To  help  pay  the  resettlement  costs. 
Finance  Minister  Shimon  Peres  plans 
to  ask  the  U.  S.  government  to  guaran- 
tee $400  million  worth  of  30-year  Israe- 
li bonds,  to  be  sold  in  the  U.  S.  Officials 
believe  Israel  can  afford  to  increase  its 
$24  billion  foreign  debt  by  up  to  $1.5 
billion  to  underwrite  the  inflow. 
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It  is  said  that  fine  art  rewards  the  senses  and  moves  the 
soul.  The  beauty  and  power  of  the  1990  Jaguar  XJ6 
will  surely  do  both.  And  at  $39,700",  it  will  reward  yet 
another  sense.  Your  sense  of  value. 

With  beauty  of  form  and  motion,  the  XJ6  could 
only  have  been  produced  by  a  company  with  a  fifty- 
year  history  of  building  one  classic  automobile  after 


another  Its  sleek  lines,  wide  powerful  stance  and  el 
gantly  sculpted  grille  are  uniquely  Jaguar 

Inside,  the  XJ6  entices  you  with  seating  faced 
hand-tailored,  supple  leather  The  luster  of  figurtftin, 
walnut  — carefully  selected  and  fitted  by  Jagu;  Ju, 
artisans  — adds  a  warm  glow  to  the  luxurious  interio 
Convenient  appointments  abound,  including  automat 
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A  BLENDING 


OF        ART        A    N  [ 


ate  control,  cruise  control,  power-adjustable  front 
ng  and  an  80- watt  stereo  entertainment  system, 
fou'll  find  the  XJ6  is  also  quite  adept  in  the  per- 
ling  arts  as  well.  For  1990,  a  larger,  4-liter  engine 
uces  an  impressive  223  horsepower  and  278  lbs.  ft. 
)rque.  To  handle  that  extra  power,  the  engine  is 
;d  to  a  new  four-speed,  electronically  controlled. 


A    C    H    I    N  E 


automatic  transmission  that  features  a  "sport"  shift 
mode  to  take  full  advantage  of  the  engine's  high- 
performance  capabilities. 

We  suggest  you  test  those  capabilities  for  yourself. 
For  the  name  of  your  nearest  dealer,  call  toll-free: 
1-800-4-JAGUAR.  At  $39,700,  we  think  you'll  find  the 
XJ6  is  a  work  of  art  that  will  truly  move  you. 

.  JAGUAR 


Social  Issues 


MILUONAIRESS  HUNT:  RAISING  MONEY  TO  HELP  BATTERED  WIVES  AND  TEENAGE  MOTHERS 


NOW,  IT'S  'SISTER,  CAN  YOU 
SPARE  A  DIME?' 


Women  of  means  are  funding  chai'ities  devoted  to  those  without 


As  a  little  girl,  Swanee  Hunt  dis- 
liked the  nursery  rhyme  that 
went:  "The  king  was  in  the 
counting  house,  counting  out  his  money. 
The  queen  was  in  the  parlor  eating 
bread  and  honey."  The  daughter  of  bil- 
lionaire H.  L.  Hunt  vowed  that  when  she 
grew  up,  she'd  dispense  her  own  money. 
Today,  she  donates  some  $1  million  to 
women's  causes  each  year. 

Hunt  is  in  the  forefront  of  a  trend 
that  encompasses  both  professionals  and 
women  of  inherited  wealth  and  could 
well  change  the  face  of  U.  S.  philanthro- 
py: women  giving  to  needy  women. 
Some  27  women's  funds,  started  in  re- 
cent years,  raised  about  $10  million  in 
1988.  That's  a  piddling  sum  compared 
with  the  $100  billion  raised  by  estab- 
lished charities  that  same  year.  The 
bright  side  is  that  it  was  more  than  dou- 
ble the  1985  amount.  "We  are  just  out  of 
toddlerhood,"  says  Hunt,  who  helped 
found  the  Women's  Foundation  of  Colo- 
rado in  198(i. 

What's  more,  most  of  the  money  goes 
to  organizations  that  help  battered 
wives,  unwed  teenage  mothers,  and  dis- 
placed homemakers.  By  contrast,  the 
United  Way  says  about  187"  of  the  near- 
ly $2  billion  it  raised  in  1987  went  specifi- 


cally to  women.  "Historically,  men  al- 
ways gave  to  organizations  controlled  by 
men,"  says  Terry  Person,  executive  di- 
rector of  the  Boston  Women's  Fund. 
"Women  are  starting  to  do  the  same." 

Women's  charities  trace  their  start  to 
the  establishment  of  the  Ms.  Foundation 
for  Women  in  1973.  Set  up  with  profits 
from  Ms.  magazine,  it  has  given  away 
some  $3  million  and  now  has  a  $4  million 
endowment  fund.  Women's  charities 
picked  up  steam  in  the  mid-1980s,  when 
the  feminization  of  poverty  spurred 
women  around  the  country  into  action. 

The  funds  have  grown  quickly  ever 
since.  The  goal  of  the  Colorado  group 
was  $1  million  in  pledges  its  first  year. 
Instead,  it  got  $2  million.  The  Boston 
Women's  Fund  expects  to  have  a  $2  mil- 
lion endowment  in  five  years.  The  Atlan- 
ta Women's  Fund  just  topped  $100,000, 


The  women's  funds  fear 
that  they  could  turn  out  to 
be  trendy,  like  liistoric 
presei-vation  was  in  the  1980s 


the  point  at  which  it  feels  it  can  begi 
fund-raising  among  corporations. 

Most  women's  foundations  are  still  to 
small  to  operate  programs  on  their  owi 
Instead,  they  act  as  conduits  to  existin 
community  organizations.  For  instance 
last  year,  Wonien's  Way  in  Philadelphi 
gave  a  local  rape  crisis  center  $62,00(; 
which  was  10%  of  the  center's  budgej 
Hunt's  group  funds  health  care  for  m'.'i 
grants,  safe  houses,  and  teen  pregnane 
prevention  programs.  When  they  can]- 
give  money,  the  funds  wet-nurse  needi 
programs  by  providing  advice  on  funq 
raising  and  by  writing  grant  proposals: 

Much  of  the  money  comes  from  th 
growing  ranks  of  professional  woineri) 
who  now  command  sufficient  incomes  t 
let  them  write  checks  for  thousands  ol, 
dollars.  But  fund-raisers  say  that  man 
women  still  let  their  husbands  make  dt) 
cisions  about  charities.  "We  have  to  edij] 
cate  women  to  see  themselves  as  philar'j 
thropists,"  says  Jane  B.  Ransom,  th 
president  of  Women  &  Foundations. 
STREET  FIGHTER.  The  funds  are  also  taij 
geting  women  of  great  wealth.  In 
study  of  140  multimillionaires,  56  0j| 
them  women,  San  Diego  anthropologisi) 
Teresa  Odendahl  discovered  that  it's  les 
socially  acceptable  for  wealthy  nonwork 
ing  women  to  become  feminists  than  fo 
other  women.  Philanthropy,  she  says 
"serves  the  purpose  of  increasing  thei 
personal  influence  while  at  the  sam 
time  helping  women  of  lesser  means." 

That  could  be  why  established  won- 
en's  charities  like  the  Junior  League  ar 
trading  their  Lady  Bountiful  image  fo 
that  of  street  fighter.  The  League  nov; 
sponsors  such  gritty  programs  as  a  Bos 
ton  homeless  shelter  and  an  Atlanta  da; 
care  center.  "We're  taken  more  seriousi 
ly  because  of  the  issues  we  address, 
says  Carol  B.  Kauffmann,  president  o 
the  Junior  League  of  Atlanta  Inc. 

The  women's  funds  fear  that  the;: 
could  turn  out  to  be  trendy,  like  histori; 
preservation  was  in  the  1980s.  To  comj; 
bat  this,  they're  trying  to  institutionaliz'li 
themselves  through  payroll  deductions 
This  pits  them  against  the  United  Way 
But  a  few  women's  funds  are  makinj; 
progress.  In  Philadelphia,  Women's  Wa; 
already  is  part  of  the  city's  payroll-dti 
duction  program.  Now,  it's  fighting  ti:| 
be  listed  by  private  companies. 

Women's  funds  may  be  pint-sized  ii| 
comparison  with  the  overall  charit; 
scene.  But  if  they  are  able  to  mobiliz' 
the  relatively  untapped  earning  power  o 
working  women,  they  could  be  amonjjj 
the  most  potent  forces  fighting  socia^ 
problems  in  the  1990s. 

Bi/  Sandra  D.  Atchison  in  Derwer,  wit 
Walecia  Konrad  in  Atlanta,  Riccardo  A\ 
Davis  in  Philadelphia,  and  bureau  report^ 
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Just  three  years  ago,  6 

Compaq  fired 

the  shot  heard 
around  the  world. 
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As  PC  technology  has  evolved,  Compaq 
has  been  consistently  among  the  first  to  tap 
its  power.  Now  with  the  COMPAQ 

DESKPRO  486/25  and  the 
COMPAQ  SYSTEMPRO, 
Compaq  brings  new  levels 
of  performance  to  single 
and  multiple  users. 
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386 


286 


8088/ 
8086 


THE  COMPAQ  DESKPRO  486/25: 
THUNDEROUS  PERFORMANCE. 

For  individual  power  users,  nothing  com- 
pares to  the  new  COMPAQ  DESKPRO  486/25 
Personal  Computer.  It  will  let  you 
work  fastef  than  ever  before. 

Every  component  has  been 
designed  to  unleash  the  power  of 
the  new  Intel  25-MHz  486  micro- 
processor. Power  that  drives 
numeric-intensive  applications 
up  to  three  times  faster  than  25- 
MHz  386-based  PCs,  outpacing 
many  technical  workstations. 

It's  power  you  can  put  to 
work  on  the  most  demanding  applications.  To 
handle  CAD/CAM/C/\£,  statistical  analysis, 
portfolio  modeling,  project  management  and 
multitasking. 

The  Intel  25-MHz  486  microprocessor  is 
the  heart  of  the  system.  Its  breakthrough 
design  integrates  the  processor  with  a  numeric 


The  COMP.'MJ  DESKPR' 
designed  frnm  the  ground  up 
poxver  of  the  25-MHz  486  m| 


StOl 

hig 


VGA  graphics  are  built  in,  giving  you  a  crisp, 
colorful  display  and  freeing  an  expansion  slot. 

The  system  even  has: 
a  socket  for  an  op- 
tional Weitek  4167 
coprocessor  to  blaze  ^ 
through  calculations 
The  COMPAQ  DESKPRO  486/25.  It's  ■ 
sure  to  bring  a  little  thunder  to  your  office.  ' 


^omplex  CAD/CAM/CAE,  scientific 
plications  faster  than  ever  before. 


The  COMPAQ  LAN 
MANAGER  386/486 
npumizei  the  COMPAQ 
SYSTEMPROfor  use  m 
OS/2-haied  networks. 


THE  COMPAQ  SYSTEMPRO: 
HOW  TO  MAKE  A  CROWD  ROAR. 

Now  people  who  work  together 
can  work  faster 
than  ever  before. 


The  new  COMPAQ 
SYSTEMPRO:  an  unprec 
edented  combination  oj 
performance  and  expand- 
ability for  midtiple  users. 


disk  data  with  innovative 
drive  array  technology  that 
transfers  data  up  to  four 
times  faster  than  nonarrayed 
drives.  It  also  supports  the 
most  comprehensive  range 
of  data  protection  features. 

As  you  add  more  users  and 
more  complex  applications,  the 
COMPAQ  SYSTEMPRO 
grows  right  along  with  you.  It's 
the  first  PC  to  actually  increase 
in  performance  when  you  add 
options  like  system  processors  or 
drive  arrays. 

It  grows  in  other  ways  that 
are  simply  amazing.  You  can 
expand  the  4  megabytes  of  stan- 
dard RAM  to  256  megabytes, 
use  up  to  11  expansion  boards, 
work  with  1 1  storage  options 
nd  store  up  to  4.28  gigabytes  of  data. 

You're  also  free  to  work  in  your  choice 
d{  network  and  multiuser  operating  system. 
Phis  includes  Novell  NetWare  386,  SCO 
UNIX  System  V/386,  new  COMPAQ  LAN 
MANAGER  386/486  and  others. 

The  COMPAQ  SYSTEMPRO.  Get  your 
^roup  together,  and  watch  them  roar. 
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When  it  comes  to  perfor 
we  believe  actions 
speak  louder  than  words. 


Since  we  introduced  our  first  personal 
computer  in  1983,  no  other  computer 
company  has  delivered  PCs  with  the  technical 
excellence  of  COMPAQ  PCs. 

Today  Compaq  offers  a  full  line  of  high- 
performance  personal  computers.  Desktops 
based  on  286,  386  and  now  486  processor 
technology.  Portables  and  laptops.  And  our 
new  PC  system,  customized  for  multiple  users. 

In  every  COMPAQ  personal  computer 
you'll  find  innovative  technology.  Along  with 
plenty  of  common  sense.  Like  the  ability  to 
run  the  world's  largest  library  of  industry- 
standard  software.  And  the  room  to  add 
the  peripherals  your  job  demands. 


This  combination  of  technical  leadership 
and  practical  thinking  is  why  COMPAQ  PCs 
consistently  earn  the  highest  marks  for 
quality  from  computer  experts.  And  unsur-lai 
passed  marks  for  satisfaction  from  users. 

Standing  behind  every  COMPAQ  PC 
is  a  worldwide  network  of  Authorized 
COMPAQ  Computer  Dealers.  Your  dealer 
is  trained  to  help  you  build  powerful  com- 
puting solutions.  For  the  location  of  your 
nearest  dealer  and  free  information,  call 
1-800-231-0900,  Operator  107.  In  Canada, 
1-800-263-5868,  Operator  107. 

comPAa 
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It  simply  works  better. 


COMPAQ,  DESKPRO,  Registered  U.S.  Patent  and  Trademark  Office.  SYSTEMPRO  is  a  trademark  of  Compaq  Computer  Corporation.  Product  names  mentioned  herein  may  be  trademai 
and/or  registered  trademarks  of  other  companies.  Units  available  for  sale  will  comply  with  applicable  FCC  Rules  and  Regulations.  ©1989  Compaq  Computer  Corporation.  All  rights  reserv 


OW  TO  KEEP  RAIDERS  AT  BAY 
N  THE  CHEAP 


evron  bought  just  5%  of  its  stock  for  an  ESOP  to  scare  off  Pennzoil.  Now,  others  may  follow 


■  ver  since  Polaroid  Corp.  used  an 

■  employee  stock  ownership  plan 

■  (ESOP)  as  a  novel  takeover  defense 
L988,  many  companies  have  consid- 
]  a  similar  move.  But  they're  often 
jrred  by  the  high  cost.  Now,  Chevron 
p.  has  shown  how  to  use  the  same 
hod  on  the  cheap. 

ook  at  what  it  did  last  December, 
,  days  before  Pennzoil  Co.  announced 
:  it  had  been  buying  Chevron  stock, 
vron  formed  an  ESOP  to  get  15%  of 
itock  in  friendly  hands,  just  as  Polar- 
had  done.  This  allowed  Chevron, 
eh  is  incorporated  in  Dela- 
te, to  take  advantage  of  the 
;e  law  that  forces  hostile 
lers  to  buy  85%  of  a  compa- 
5  stock.  But  Chevron  got 
ly  with  buying  only  5%  of 
5tock  for  an  ESOP,  while  Po- 
lid  had  to  pay  for  14%. 
vron  bundled  this  5%  with 
of  its  stock  that  had  been 
ied  in  the  company's  em- 
jee  benefit  plans,  which  put 
ver  15%. 

CLOSE.  Plenty  of  other  com- 
ies  are  in  a  position  to  fol- 

Chevron's  lead.  Many  of 
m  have  pension  and  savings 
ns  that  hold  significant 
;ks  of  company  shares.  No 

knows  the  amount  exactly, 

Douglas  Kruse,  a  labor  re- 
3ns  professor  at  Rutgers 
versity,  found  in  a  recent 
dy  that  several  hundred 
^e  public  companies  may 
e  5%  or  more  of  their  stock 
mployee  hands.  Some  already 
e  more  than  15%'  in  benefit  plans, 
le  others  are  so  close  that  getting 

wouldn't  cost  all  that  much  (table), 
think  there  will  be  a  lot  more  ESOPs 

Chevron's,"  says  David  H.  Gunning, 
ikeover  lawyer  at  Jones,  Day,  Reavis 
^gue. 

lany  companies  long  have  been  tuck- 
their  stock  into  employee  benefit 
as.  But  recently  the  practice  seems  to 
e  jumped  dramatically.  In  part,  the 
ming  stock  market  of  the  1980s 
illed  corporate  pension  coffers.  In  ad- 
on,  more  companies  have  instituted 


or  expanded  matching  thrift  plans  for 
workers.  And  many  companies  that  re- 
purchase stock  funnel  it  into  benefit 
plans.  For  instance,  in  early  December, 
Merrill  Lynch  &  Co.  authorized  the  buy- 
back  of  about  5%  of  its  shares  on  top  of 
2%  repurchased  earlier,  and  it  said  some 
would  go  to  fund  employee  plans. 

The  result  has  been  to  place  stock  in 
the  hands  of  employees,  who  tend  to 
favor  current  management  over  outsid- 


Company  stock 

Percent 

held  by  employee 

benefit  plans* 

TYLER 

43% 

ROCKWELL 

26 

ROADWAY  SERVICES 

21 

CINCINNATI  BELL 

19 

GEO.  HORMEL 

11 

CINCINNATI  MILACRON 

10 

SOUTHWEST  AIRLINES 

10 

EQUIFAX  8 

AMOCO 

6 

*Excluding  ESOPs 

DATA:  BW 

ers.  Although  most  benefit  plans  don't 
buy  company  shares  to  build  a  takeover 
defense,  management  can  use  them  that 
way.  To  qualify  under  the  Delaware  law, 
employees  must  have  the  right  to  vote 
the  stock  being  held  for  them.  If  the 
savings  or  pension  plans  don't  allow  this, 
they're  easy  to  amend. 

The  other  requirement,  of  course,  is  to 
be  registered  in  Delaware.  That  doesn't 
mean  moving  the  headquarters,  but  it's 
still  a  step  some  companies  can't  take 
lightly,  because  of  paperwork  and  home- 


state  reaction.  "We  are  aware  of  the 
possibility"  of  using  the  Delaware  law, 
says  Gary  C.  Kelly,  chief  financial  offi- 
cer of  Southwest  Airlines  Co.,  which  has 
10%'  of  its  shares  in  benefit  plans  but  is 
registered  in  Texas.  "It's  something  we 
may  do  at  some  point,  but  we  haven't 
felt  it's  worth  the  hassle." 

Chevron's  strategy  may  spur  other 
companies  to  follow  its  lead.  Use  of 
ESOPs  slowed  last  summer,  when  Con- 
gress began  talking  about  curtailing 
their  tax  advantages.  In  November,  Con- 
gress stipulated  that  an  ESOP  must  own 
half  of  a  company's  stock  before 
the  banks  that  lend  money  to 
fund  the  ESOP  may  get  a  par- 
tial tax  break  on  the  interest 
paid.  Before,  any  ESOP  quali- 
fied. Chevron  has  shown  that 
ESOPs  still  can  make  sense  de- 
spite the  lower  tax  break. 
"There  was  a  long  pause  in 
ESOPs  while  we  waited  for  the 
legislation  to  come  out,"  says 
Robert  E.  Rice,  a  lawyer  at 
Milbank,  Tweed,  Hadley"&  Mc- 
Cloy  who  specializes  in  ESOPs. 
"Chevron  is  indicative  of  what 
you  will  see  now  that  Congress 
has  decided  what  it  will  do." 
GETTING  A  VOICE.  There  are  po- 
tential risks  in  Chevron's  strat- 
egy. Federal  law  limits  the 
amount  of  company  stock  that 
some  pension  plans  may  hold 
to  10%'  of  their  portfolios.  But 
that  still  might  be  more  than  a 
fund  manager  would  normally 
buy.  And  there  are  no  similar 
restrictions  for  savings  or  other 
plans.  "This  is  risky  for  the  employees' 
retirement  system,"  says  Joseph  Blasi,  a 
colleague  of  Kruse  at  Rutgers  and  a 
partner  in  the  study. 

Managers  may  find  there's  a  price  to 
pay,  too.  After  Polaroid  gave  its  employ- 
ees more  stock,  some  of  them  began  to 
ask  why  they  had  ownership  but  no  con- 
trol. In  response,  Polaroid  gave  a  seat 
on  the  board  to  an  employee  representa- 
tive. For  many  managers,  giving  em- 
ployees a  voice  may  be  worth  the  sup- 
port gained  when  a  raider  comes  calling. 

By  Aaron  Bernstein  in  New  York 
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STRATEGIES  I 


HOW  A  $4  RAZOR 

ENDS  UP  COSTING  $300  MILLION 


Stupendous  R&D  and  advertising  costs  make  Gillette's  Sensor  its  biggest  roll  of  the  dice  ever 


There  are  40  engineers,  metallur- 
gists, and  physicists  at  Gillette 
Co.'s  Reading  (Britain)  research  fa- 
cility who  spend  their  days  thinking 
about  shaving  and  little  else.  In  1977, 
one  of  them  had  a  bright  idea.  John 
Francis  had  already  figured  out  how  to 
create  a  thinner  razor  blade  that  would 
make  Gillette's  cartridges  easier  to 
clean.  Then,  the  design  engineer  remem- 
bered a  notion  he  had  toyed  with  for 
years:  He  could  set  the  thin- 
ner blades  on  springs  so  that 
they  would  follow  the  con- 
tours of  a  man's  face.  He 
built  a  simple  prototype, 
gave  it  a  test,  and  thought: 
"This  is  pretty  good."  He 
passed  the  idea  to  his  boss, 
then  went  on  to  the  next 
project. 

As  it  turned  out,  Gillette 
thought  John  Francis'  idea 
was  pretty  good,  too.  It  took 
a  while,  but  the  innovation 
became  the  centerpiece  of 
Sensor,  the  high-tech  razor 
Gillette  is  introducing  this 
month.  Sensor  is  the  single 
most  expensive  project  Gil- 
lette has  ever  taken  on:  By 
the  time  the  razor  hits 
stores,  the  company  will  have 
spent  an  estimated  $200  mil- 
lion in  research,  engineering, 
and  tooling  (table).  Then, 
there's  advertising.  The  com- 
pany may  drop  a  total  of 
$110  million  on  television  and 
print  campaigns  this  year 
alone,  including  a  two-minute  splash  dur- 
ing the  Super  Bowl  on  Jan.  28. 

Gillette  is  spending  so  heavily  because 
Sensor  may  well  be  the  most  important 
product  it  has  ever  launched.  It's  the 
heart  of  the  company's  strategy  to  revi- 
talize shaving  systems,  which  have  been 
losing  market  share  in  recent  years  to 
disposable  razors  from  Bic  Corp.  and 


others.  With  some  67%  of  the  market  in 
North  America  and  Europe,  Gillette  is 
still  the  leader  in  both  types  of  shaver. 
But  it  clears  only  about  8<t  to  10$  gross 
profit  on  each  disposable  razor,  com- 
pared with  25$  to  30$  per  cartridge  refill 
for  its  Atra  and  Trac  II  system  shavers. 

If  Sensor  pays  off,  Gillette's  manage- 
ment will  also  be  vindicated  in  the  take- 
over battles  it  fought  from  1986  to  1988. 
Gillette  first  fended  off  Revlon  Inc.'s 


INSIDE  SENSOR'S  HIGH-TECH  CARTRIDGE 

1  Lubricant-impregnated  strip 

2  Thin  blade  laser-welded  to  thicker  steel  support  bar 

3  Support  bar  eliminates  spacer  between  blades,  for  easier  cleaning 

4  Spring-mounted  skin  guard  stretches  skin  in  preparation  for  blades 

5  Molded  plastic  springs  allow  each  blade  to  move  independently 


Ronald  0.  Perelman,  who  offered  $4.1 
billion  for  the  shaving  company.  It  later 
won  a  fierce  proxy  fight  with  Coniston 
Partners,  in  part  by  convincing  share- 
holders that  a  then-secret  new  technol- 
ogy— Sensor — would  create  greater 
long-term  value  than  a  breakup.  But  Gil- 
lette will  need  a  huge  win  to  justify  its 
investment  in  Sensor.  The  new  razor 
must  add  about  four  percentage  points 
to  Gillette's  market  share  in  the  U.  S. 

and  Europe  just  to  recoup  its 
ad  Inidget. 
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Those  pressures  also  help  explain  wl- 
it  took  so  long  to  get  Sensor  out  H' 
door.  Gillette  executives  were  reluctai 
to  make  the  huge  investment  in  man 
facturing  and  marketing  at  a  time  whf 
the  company  could  still  count  on  pro( 
gious  profits  from  its  existing  razors. 
1989,  Gillette's  net  profit  jumped  an  es 
mated  6%,  to  $285  million,  on  sales 
$3.8  billion,  up  1%.  And  fully  65% 
operating  profits  and  S2%  of  revenue 
came  from  razors  and  blade 
Some  analysts  also  belie\ 
Gillette's  constant  batth 
with  corporate  raiders  ar 
the  resulting  need  to  co 
serve  cash  may  have  delay* 
the  project  further. 

The  technical  demands 
building  a  razor  with  floatin 
parts  didn't  make  matte: 
any  easier.  Take  the  spring 
themselves:  Francis'  origin; 
idea  called  for  the  blades  t 
sit  on  tiny  rubber  tubes 
filled,  perhaps,  with  a  con 
pressible  fluid.  But  tha 
would  have  been  too  costl 
and  complicated  to  manufai 
ture  by  the  millions.  And  Gi 
lette  wanted  to  mount  the  s( 
called  skin  guard,  whic 
stretches  the  skin  before  th 
blades  shear  the  stubble 
slightly  firmer  springs- 
something  it  had  trouble  dc 
ing  with  rui>ber  tubes. 
ONE  GOOD  RESIN.  Engineer 
in  Boston  decided  instead 
mold  cantilevered  plasti 
springs  into  the  blade  cartridge  itsell 
But  that  presented  another  problem.  Gi 
lette  used  styrene  plastic  to  mold  blad 
cartridges  for  all  its  razors,  because  it 
inexpensive  and  easy  to  work  with.  Bu 
a  styrene  spring,  tests  showed,  lo, 
some  of  its  bounce  over  time.  The  engi 
neers  turned  to  a  resin  called  Noryl 
stronger  material  that  kept  its  bounce 
In  1983,  Gillette  tested  a  Sensor  proto 
type  with  500  men.  They  liked  it — a  lo 
more  than  they  liked  Atra  and  Trac  II 
Back  at  the  company's  South  Boston  de 
velopment  headquarters,  engineers  cele- 
brated. Then,  they  wondered  how  the; 
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uld  ever  mass-manufac- 
•e  such  a  complicated  giz- 
.  "We  went  to  bed  at 
;ht  sometimes  without 
!  foggiest  notion  of  how 
were  going  to  solve  this 
e,"  recalls  Donald  L. 
aulk,  director  of  Gil- 
Le's  shaving  technology 
oratory. 

rhe  blades  gave  Gillette's 
entists  most  of  their 
epless  nights.  In  the 
ra  razor,  two  blades  sim- 
slipped  into  slots  in  the 
stic  cartridge,  separated 
a  steel  spacer  bar.  Sen- 
's blades,  though,  were 
"float"  on  the  springs  in- 
)endently  of  each  other, 
at  meant  the  blades  had 
be  rigid  enough  to  hold 
ir  shape — though  each  is 
thicker  than  a  sheet  of 
)er.  Engineers  decided  to 
ach  each  blade  to  a 
zker  steel  support  bar. 
rhe  question  was,  how? 
r  mass  manufacturing, 
le  was  too  messy  and  too 
)ensive.  The  answer  was 
ers.  Engineers  built  a 
>totype  laser  that  spot- 
Ided  each  blade  to  a  sup- 
"t  without  creating  heat 
it  would  damage  the 
de  edge,  relying  on  a 
)cess  more  commonly 
?d  to  make  such  things 
heart  pacemakers.  The 
Tiplex  manufacturing 
>cess  has  one  advantage: 
makes  the  cartridge  hard 
copy.  Competitors  Wil- 
ison  Sword  North  Ameri- 
Inc.  and  Schick,  as  well 
private-label  manufacturers,  all  make 
iaper  clone  cartridges  that  fit  Atra 
i  Trac  II  handles. 

^n  June,  1986,  armed  with  its  consum- 
test  results  and  initial  manufacturing 
icess,  Gillette's  Safety  Razor  Div.  won 
)  million  from  the  company's  board  to 
/elop  more  substantial  manufacturing 
aipment.  A  year  later,  the  board 
inted  another  $10  million.  That,  execu- 
es  say,  was  when  it  became  clear  that 
nsor  would  become  Gillette's  next  ma- 
product. 

Yet  even  then.  Sensor  was  caught  in 
?  middle  of  a  factional  struggle  at  Gil- 
te.  Boston-based  executives  in  the  ra- 
*  division,  recognizing  the  popularity 
inexpensive  disposables,  wanted  to 
3duce  both  disposable  and  permanent 
rsions  of  Sensor,  with  much  of  the 
irketing  support  going  to  the  throw- 
'ay  version.  Another  group,  led  by 
tin  W.  Symons,  who  then  headed  Euro- 
an  operations,  believed  Gillette  was 


THE  SCORE  ON  SENSOR 


PATENTS  • 

18  granted, 

4  pending 

PARTS 

23 

ASSEMBLY  PROCESS 

34  steps 

TIME  TO  DEVELOP 

1 3  years 

RHAIL  PRICE 

$3.75  for  razor 

and  three  blades 

MONEY 


CAPITAL 
INVESTMENT 


$125  million 


RESEARCH 

&  DEVELOPMENT 


75  million 


1990  AD 
BUDGET 


1 10  million 


placing  too  much  emphasis  on  the  lower- 
profit  disposables.  Symons'  European 
team  was  already  playing  down  dispos- 
ables by  developing  a  heavy  steel  handle 
for  the  European  Atra  razor  while  halt- 
ing ads  and  promotions  for  disposables. 

At  the  same  time  its  internal  tussles 
were  raging,  Gillette  was  under  siege — 
although  executives  deny  that  the  take- 
over fight  delayed  Sensor's  develop- 
ment. But  analysts,  who  had  expected  a 
new  shaving  product  in  1988,  are  still 
skeptical.  "When  you're  trying  to  con- 
serve cash,  the  last  thing  you  do  is  roll 
out  a  multimillion-dollar  new  product," 
says  Shearson  Lehman  Hutton  Inc.  ana- 
lyst Andrew  Shore. 

TOUGH  DEADLINE.  The  takeover  wars 
may  actually  have  determined  the  shape 
Sensor  would  take.  As  part  of  a  reorga- 
nization accelerated  by  Perelman's  bid, 
Gillette  Chief  Executive  Colman  M. 
Mockler  Jr.  brought  Symons  to  Boston 
in  January,  1988,  as  executive  vice-presi- 


dent in  charge  of  the  shav- 
ing group — signaling,  with- 
in the  company,  his  decision 
to  deemphasize  disposables. 

The  shift  "created  a  lot 
of  difficulty  within  the  com- 
pany," Symons  acknowl- 
edges now,  especially 
among  the  Boston  execu- 
tives who  were  committed 
to  disposables.  He  soon 
cleaned  house,  replacing 
most  Safety  Razor  Group 
vice-presidents  with  his  Eu- 
ropean team.  He  abruptly 
changed  gears  on  Sensor, 
too.  He  canceled  develop- 
ment of  the  disposable  ver- 
sion and  rejected  the  plastic 
handle  that  had  been 
planned  for  the  new  system 
razor.  Instead,  he  ordered 
development  of  a  handsome 
steel  version  his  team  had 
tested  in  Europe.  And  he 
set  a  production  deadline: 
January,  1990. 

That  was  a  tall  order  for 
the  engineers  in  South  Bos- 
ton, who  assembled  a  nine- 
member  task  force  to  work 
on  the  razor  seven  days  a 
week  for  15  months.  "We 
told  them:  'For  the  foresee- 
able future.  Sensor  is  your 
life,'  "  Chaulk  says.  For  the 
handle,  the  team  built  a 
plastic  skeleton  covered 
with  a  molded  stainless 
steel  shell,  each  half  of 
which  is  formed  in  22  sepa- 
rate stamping  operations. 
"Clearly,  it's  a  difficult  bit 
of  manufacturing,"  says 
Norman  R.  Proulx,  presi- 
dent of  Wilkinson  Sword 
North  America,  a  rival  Gillette  plans  to 
acquire.  "From  a  mass-production  angle, 
they've  done  a  lot  of  interesting  stuff." 

Now,  Gillette  has  to  convince  men  that 
all  that  technology  makes  for  a  better 
shave.  It's  pricing  the  basic  razor  at 
$3.75,  well  below  Atra  and  Trac  II,  hop- 
ing to  lure  shavers  from  the  older  prod- 
ucts. But  at  $3.79  per  five-pack,  car- 
tridges will  cost  25%  more  than  those  for 
Gillette's  old  systems,  giving  it  about  8$ 
more  gross  profit  per  cartridge. 

Early  returns  are  promising:  Retailers 
have  committed  to  buy  Gillette's  produc- 
tion capacity  through  the  next  year.  In  a 
few  weeks,  Gillette  will  see  whether 
men  actually  pick  Sensor  off  store 
shelves.  Meantime,  the  engineers  in 
South  Boston  are  already  cooking  up 
more  shaving  innovations:  There's  a 
curved  blade  in  the  works,  and  perhaps 
a  new  ceramic  blade.  But  don't  expect  to 
see  them  until  the  turn  of  the  century. 
By  Keith  H.  Hammonds  in  Boston 
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SAN  FRANCISCO'S  NEW  MARRIOTT  OPiNS  INTO  A  MARKET  GLUTTED  WITH  HOTEL  ROOMS 


THE  BAGGAGE 

WEIGHING  MARRIOTT  DOWN 


Tax  changes  and  fierce  competition  are  slowing  its  growth 


For  years,  Marriott  Corp.  has  run 
like  a  Swiss  watch.  Led  by  Chair- 
man J.  W.  "Bill"  Marriott  Jr.  and  a 
large  cadre  of  talented  lieutenants,  it 
has  garnered  a  reputation  as  one  of  the 
best-managed  companies  in  the  hotel  in- 
dustry. No  wonder.  Throughout  the 
1980s,  Marriott's  profits  grew  at  a 
steady  207«  a  year,  while  its  return  on 
equity  consistently  outpaced  its  rivals. 

Now,  Marriott's  days  as  an  $8  billion 
growth  company  may  be  over.  As  a  glut 


CEO  MARRIOTT:  IS  AN  LBO  IN  THE  OFFING? 


of  hotel  rooms  threatens  its  domestic 
business,  Marriott  is  stumbling  into  the 
new  decade  after  a  yearend  restructur- 
ing that  could  cost  it  as  much  as  $325 
million.  It  is  jettisoning  its  lacklu.ster 
restaurant  operations,  writing  down  cer- 
tain hotel  properties,  and  bailing  out 
some  troubled  hotel  partnerships.  The 
charge  should  be  partial- 
ly offset  by  Marriott's 
profitable  sale  of  its  air- 
line catering  business. 
But  the  end  result  will  be 
flat  1989  earnings. 

Bill  Marriott  is  san- 
guine about  the  restruc- 
turing. "It  will  maintain 
earnings  momentum  in 
the  1990s  by  concentrat- 
ing on  our  strongest  busi- 
nesses," he  said  at  a  Dec. 
18  press  conference.  But 
Wall  Street  is  unim- 
pressed. Marriott's  stock  has  been  bat- 
tered by  investor  fears  that  the  real  es- 
tate write-offs  could  continue.  After  a 
precipitous  tumble  to  3078  recently 
(chart),  shares  are  trading  at  1986  lev- 
els— even  though  the  company  has  spent 
about  $1  billion  to  buy  back  247f  of  its 
stock  since  1987. 

Compounding  the  uncertainty  is  the 
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recent  turmoil  in  Marriott's  executive 
ranks.  Bill  Marriott,  57,  suffered  a  mild 
heart  attack  in  October  and  underwent  a 
bypass  operation  in  December.  In  No- 
vember, his  right-hand  man  and  per- 
ceived heir  apparent,  John  H.  Dasburg, 
left  to  help  run  NW.\  Inc. — the  latest  in  a 
series  of  key  departures.  Those  defec- 
tions raise  questions  about  whether  Mar- 
riott has  the  management  talent  to  navi- 
gate through  one  of  its  toughest  periods. 
Without  Bill  Marriott,  a  renowned  work- 
aholic, "that  company  would  be  in  disar- 
ray," says  one  former  executive. 

Such  turbulence  is  new  to  Marriott, 
which  has  led  a  largely  charmed  exis- 
tence since  1927,  when  Bill's  father  first 
opened  a  nine-stool  root-beer  stand  in 
Washington.  Six  decades  later,  it's  a  par- 
agon of  American  family  business,  with 
three  generations  of  the  close-knit  clan 
having  gotten  their  start  washing  let- 
tuce and  peeling  potatoes.  The  family 
owns  25%  of  the  company's  stock,  a 
stake  that  will  rise  to  297  when  Marriott 
completes  another  107  share  buyback. 
'SUSPECT.'  Before  1986,  Marriott's 
growth  strategy  was  simple  but  effec- 
tive: It  built  hotels  and  sold  them  to 
limited  partnerships  as  tax  shelters.  In- 
vestors would  carry  the  debt  burden  in 
return  for  tax  write-offs,  and  Marriott 
retained  the  management  contracts  and 
a  small  equity  stake.  Since  1983,  man- 
agement fees  and  gains  from  the  sales 
of  hotels  have  produced  nearly  two- 
thirds  of  Marriott's  profit  growth.  In 
1988,  they  contributed  377-  of  the  compa- 
ny's $383  million  in  operating  earnings. 

Tax  reform  and  overbuilding,  howev- 
er, soured  that  recipe.  When  Congress 
axed  the  tax  deductions  in  1986,  inves- 
tors found  the  hotel  partnerships  less 
interesting.  To  maintain  their  appeal, 
Marriott  began  assuring 
minimum  returns  as  high 
as  107.  Trouble  is,  the 
number  of  hotel  rooms 
grew  more  than  407  dur- 
ing the  1980s,  leading  to 
overcapacity  and  weak 
profits.  According  to  ac- 
counting firm  Laventhol 
&  Horwath,  the  indus- 
try's declining  occupancy 
rate,  at  647  today,  is  al- 
ready four  percentage 
points  below  the  break- 
even level. 
In  last  year's  third  quarter,  Marriott 
eked  out  a  profit  only  by  selling  a  Lon- 
don hotel  property  for  an  aftertax  gain 
of  $15  million.  By  the  fourth  quarter,  it 
set  aside  up  to  $190  million  for  real  es- 
tate woes.  The  money  would  both  com- 
pensate investors  whose  partnerships 
didn't  provide  the  minimum  returns  and 
cover  potential  losses  from  hotels  Marri- 
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Take  your  MCI  Card. 
Or  take  your  chances. 

Unlike  the  AT&T  Card,  with  the  MCI  Card" 
there's  never  a  chance  of  hidden  charges, 
whether  you  dial  direct  or  use  an  operator. 
And  you  never  have  to  read  payphone  labels, 
listen  for  special  recordings,  or  dial  differently 
from  different  phones. 

What's  more,  you  can  use  your  MCI  Card 
from  any  phone  in  the  U.S.  to  virtually  any 
phone  in  the  world.  And  when  you're  travel- 
ing, you  can  use  your  MCI  Card  with  MCI 
CALL  USA'"  from  a  growing  number  of 
countries  all  over  the  world  to  get  back  home. 
You'll  always  get  an  English-speaking  opera- 
tor, and  save  money  too. 

Of  course,  using  the  MCI  Card  assures 
you  of  unsurpassed  call  quality  As  well  as 
savings  over  AT&T  month  after  month. 

If  you  like,  we  can  even  customize  your 
company's  cards  with  your  logo  or  colors. 

So  if  you're  not  calling  with  the  MCI 
Card,  call  us  at  1-800-888-0800. 
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ott  had  built  for  eventual  resale  that  had 
declined  in  value.  Marriott's  backlog  of 
unsold  properties  has  jumped  48%  since 
1988,  to  more  than  $750  million,  and  crit- 
ics of  the  partnership  strategy,  such  as 
New  York  analyst  Robert  L.  Renck  Jr., 
think  the  company  could  face  more  tur- 
moil. Says  a  short  seller  for  Steinhardt 
Partners:  "The  quality  of  Marriott's 
earnings  is  suspect."  A  former  Marriott 
executive  agrees:  "The  jury's  still  out  on 
a  lot  of  these  projects." 

Marriott  officials,  noting  that  their  ho- 
tels' occupancy  rate  is  nearly  75!^ ,  insist 
that  these  concerns  are  overblown.  Wil- 
liam J.  Shaw,  the  chief  financial  officer, 
says  the  troubled  partnerships  are  few 
and  should  turn  more  profitable  when 
the  industry's  overcapacity  eventually 
eases.  Moreover,  Shaw  says,  Marriott's 
recent  success  in  luring  Japanese  inves- 
tors, who  are  content  with  lower  re- 
turns, will  reduce  financing  costs  and 
allow  the  company  to  double  its  hotels  to 
1,000  by  the  mid-1990s. 
TOO  BLAND?  Indeed,  Marriott  executives 
and  some  analysts  are  confident  that  the 
company  can  resume  its  strong  earnings 
growth.  But  other  problems  could  hold  it 
back.  Overseas,  Marriott  hopes  to  ex- 
pand aggressively  with  its  flagship  ho- 
tels. Domestically,  it  has  big  plans  for 
such  niche  hotels  as  the  midprice  Court- 
yard line.  But  competition  has  never 
been  fiercer  at  home,  and  mastering  for- 
eign tastes  is  tough.  Rivals  say  a  num- 
ber of  Marriott's  10  overseas  hotels, 
such  as  the  one  in  Amman,  Jordan,  are 
too  bland.  "If  you  sit  in  the  lobby,  it 
could  be  Cincinnati,"  says  Michael  A. 
Cairns,  executive  vice-president  of  Inter- 
continental Hotels  Corp.,  Europe. 

Marriott's  boldest  gamble  may  be  its 
plan  to  invest  $1  billion  in  "life-care" 
communities.  Catering  to  affluent  senior 
citizens,  the  facilities  provide  an  apart- 
ment, meals,  and  varying  levels  of  nurs- 
ing care  for  a  monthly  rent.  Francis  W. 
"Butch"  Cash,  president  of  Marriott's 
service  division,  says  a  direct  mailing  for 
a  413-unit  tower  in  Arlington,  Va.,  drew 
2,205  refundable  deposits  to  reserve 
space.  But,  while  Marriott  wants  to  add 
138  of  the  developments  to  the  12  it  al- 
ready has  in  five  years,  it  won't  bank 
any  profits  until  1992. 

Even  as  Marriott  asks  investors  to  be 
patient.  Cash  admits  that  Wall  Street 
will  pay  up  only  when  it  gets  results. 
"What  you're  witnessing  is  a  wait-and- 
see  attitude,"  he  says.  Might  manage- 
ment put  its  money  where  its  mouth  is 
with  a  buyout?  Some  former  executives 
wouldn't  hf  surprised.  With  the  stock 
the  Marriott  fumily  doesn't  already  own 
worth  only  $2.4  billion,  the  option  grows 
less  expensive  with  each  drop  in  the 
share  price. 

By  Dean  Foitst  i/i  Bethesda,  Md..  mth 
Mark  Maremont  in  London 
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The  government  is  spending  the  money  it  says  it's  saving 


Sifting  through  the  current  uproar 
over  Social  Security  is  somewhat 
like  playing  with  one  of  those  old 
Chinese  puzzles:  Open  a  box,  and  you 
find  another  box.  Obscured  within  the 
hidden  agendas  and  political  one- 
upmanship  are  the  makings  of  a  funda- 
mental debate  over  U.  S.  savings,  budget 
policy,  and  taxes. 

Senator  Daniel  P.  Moy- 
nihan  (D-N.  Y.)  has  shak- 
en up  economists  and  pol- 
iticians of  all  stripes  with 
a  deceptively  simple 
idea — he  wants  to  roll 
back  the  January  in- 
crease in  Social  Security 
payroll  taxes.  But  look 
more  closely:  Moynihan  is 
blowing  the  lid  off  of 
misconceptions  that  have 
comforted  politicians  and 
the  public  for  much  of 
the  past  decade. 

The  first  is  that  the 
federal  budget  deficit  is 
steadily  declining.  The 
second  is  that  the  Social 
Security  system,  suppos- 
edly repaired  just  seven 
years  ago,  is  actuarily 
sound  for  the  long  term. 
Right  now,  neither  is 
true.  "It's  been  the  dirty 
little  secret  of  economic 
policymaking  of  the  past 
decade,"  says  Jeff  Faux, 
president  of  the  liberal 
Economic  Policy  Insti- 
tute. "The  government  is 
not  like  a  family  invest- 
ing in  the  future.  The 
government  is  just  in- 
vesting in  itself." 

That's  because  payroll 
taxes  aren't  being  put 
aside  in  some  magic  safe  deposit  box. 
Instead,  every  dime  is  being  used  to  sup- 
port the  day-to-day  operations  of  the 
government.  The  safe  deposit  box — offi- 
cially called  the  Old  Age,  Survivors  & 
Disability  Insurance  Trust  Fund — holds 
only  a  promise  that  the  government  will 
make  good  on  its  obligations  to  future 
retirees.  The   implicit  pledge  is  that 


MOYNIHAN  AND  GRAMM: 
DIFFERENT  PROPOSALS  WITH 
ONE  MESSAGE— FIND  ANOTHER 
WAY  TO  FUND  THE  DEFICIT 


Washington  eventually  will  raise  th 
money  needed  to  redeem  the  promise. 

It  works  like  this:  In  fiscal  1989,  Soci; 
Security  collected  $287  billion  in  payrojosEij 
taxes  and  paid  out  $232  billion  in  bem 
fits.  The  $55  billion  surplus  was  suf  .ffi 
posed  to  be  set  aside  to  build  up  th 
trust  fund,  which  faces  staggering  obi 

gations  once  the  babj  tri, 
boom  generation  begin  jji 
retiring  around  2010.  Th  .mt 
money  must  be  investe<  Ij' ( 
in  special,  nonmarketabl  jefits 
Treasury  securities.  i; 
SHELL  GAME.  But  this  Set  IX  fg 
aside  exists  only  on  pa  ^\ 
per,  because  the  f edera  \ 
government  is  spending  555 1 
lot  more  than  it  collect  1 
in  income  and  excise  tax  ^ 
es.    President  George 
Bush  doesn't  want  tjijj 
raise  more  money  by  in  d  (j, 
creasing  those  taxes,  an( 
Congress  doesn't  want  b  jj 
spend  less.  So  the  Trea  jf,- 
sury  "borrows"  the  men 
ey  by  selling  governmen 
bonds  to  the  Social  Secu  yjp 
rity  trust  fund 

Without  this  borrowk^jj 
ing,  last  year's  budge 
deficit  would  have  ex^j^j 
ceeded  $200  billion.  Bu' 
ai  some  point,  Treasur4jj,- ^ 
will  have  to  come  up  witl  ^^^^ 
the  cash  to  pay  off  thosfjj 


bonds  to  enable  the  So 


cial  Security  system  t< 
dole  out  benefits.  Govern 
ment  bean-counters  can' 
Thd 


have  it  both  ways:  Th(jj, 
same  money  can't  b(|,^ 
used  both  to  reduce  th(]^j 
deficit  now  and  to  paj5j,jj 
benefits  to  retirees  in  thq 
next  millennium 

Within  the  next  few  months.  Congress 
is  almost  sure  to  change  that  account 
ing,  and  it  will  gradually  remove  thtjjjjj, 
Social  Security  surplus  from  the  Gramm^ 
Rudman  Act's  deficit  targets.  One  of  thf  ^ 
authors  of  the  budget  law.  Senator  Phi  ' 
Gramm  (R-Tex.),  proposed  the  change  8  ,^^, 
year  ago 


'■It 
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I  wliy  maintain  the  myth  dl'  a  t.rusl 
at  all?  If  the  government  wants  to 
building  some  savings — by  running 
plus  instead  of  a  deficit — it  can  ai- 
de so  by  raising  taxes  or  cutting 
ling.  Or  it  can  encourage  private 
gs,  either  through  tax  incentives  or 
isumption  tax.  Any  of  those  steps 
J  generate  real  capital  investment 
;  future.  A  trust  fund  that  is  spent 
e  government  today  does  not.  And 
las  no  economic  meaning,  why  not 
y  roll  Social  Security  into  the  gen- 
"und?  "The  real  liability  is  ba.sed  on 
mise  to  pay.  The  trust  fund  is  main- 
litical  symbolism,"  says  Rudolph  G. 
er,  a  former  director  of  the  Con- 
ional  Budget  Office. 
E  LINK.  The  decision  to  jack  up  So- 
ecurity  taxes  was  a  key  outcome  of 
982-83  National  Commission  on  So- 
ecurity.  The  panel,  headed  by  Alan 
ispan,  now  the  chairman  of  the 
"al  Reserve  Board,  justified  higher 
1  Security  taxes  by  perpetuating 
lyth  that  a  dollar  taxed  today  is  a 
•  paid  after  retirement.  In  fact, 
"its  are  determined  by  a  formula 
:ias  no  connection  to  the  size  of  the 
fund  and  o  ily  a  loose  link  to  the 
nt  of  taxes  paid  in. 
recommending  that  Social  Security 
exceed  benefits  for  30-odd  years, 
ommission's  real  goal  was  less  to 
nulate  a  pile  of  money  than  to  pro- 
a  stronger  economy.  Today,  there 
!.4  workers  for  every  retiree.  By 
there  will  be  two.  Slow  population 
th  means  that  most  economic  ex- 
on  will  have  to  come  from  produc- 
increases.  The  only  way  that  can 
?n  is  with  new  investment,  which 
res  business  to  have  the  money  to 
new  equipment  and  train  workers. 
)nal  savings,  whether  generated  by 
iduals  salting  money  away  or  by 
government  running  surpluses,  fi- 
i  the  investment. 

the  economy  doesn't  grow  substan- 
over  the  next  30  years,  the  next 
ration's  taxpayers  will  never  be 
to  afford  the  taxes  necessary  to 
3rt  their  parents.  Says  Alicia  H. 
lell,  research  director  at  the  Feder- 
;serve  Bank  of  Boston:  "You  want 
crease  savings  to  increase  invest- 
so  you  will  have  a  bigger  pie  in 
to  pay  benefits." 

e  trouble  is,  of  course,  that  the  gov- 
ent  isn't  saving  any  of  the  surplus. 

were,  seven  years  of  steadily  in- 
iing  Social  Security  taxes  might  be 
"ied.  But  because  the  government  is 
iing  the  money.  Social  Security 
irits  to  just  another  tax. 
id  it's  a  bad  one.  Because  the  tax  is 

imposed  on  the  first  $51,300  in 
;s,  and  at  a  flat  rate,  it  is  more 
jssive  than  the  income  tax,  hitting 
ncome  workers  far  harder  than  mid- 


dle- and  upper-income  earners.  It's  even 
more  regressive  when  you  consider  that 
most  fringe  benefits  and  perks,  which 
go  disproportionately  to  high  earners, 
are  not  subject  to  payroll  taxes. 

What's  more,  economists  argue  that 
workers  bear  the  full  15.3%  burden  of 
the  payroll  tax,  even  though  most  em- 
ployees pay  only  half  of  it  directly.  Econ- 
omists figure  that  the  rest,  which  is  po- 
nied up  by  employers,  would  otherwise 
be  paid  as  wages.  By  that  calculation, 
fully  757c  of  all  American  workers  pay 
more  in  Social  Security  taxes  than  they 
do  in  income  tax. 


mates  that  two-thirds  of  its  members' 
tax  liability  is  from  the  payroll  tax.  "The 
public  has  tolerated  Social  Security  tax 
increases  remarkably  well,"  says  Repre- 
sentative Willis  D.  Gradison  Jr.  (R-Ohio). 
"But  we  may  be  nearing  the  end  of  the 
road  on  that  one." 

Some  Social  Security  experts,  such  as 
the  Boston  Fed's  Munnell,  believe  that 
maintaining  a  payroll  tax  has  important 
psychological  consequences,  even  if  it's 
not  critical  economically.  "There  is  real 
merit  to  the  idea  that  people  feel  they 
have  made  specific  contributions  and  are 
entitled  to  benefits,"  says  Munnell,  echo- 


THE  SOCIAL  SECURITY  TAKE 
IS  GAINING  ON  INCOME  TAXES... 


...AND  NARROWING 
THE  BUDGET  DEFICIT 


450- 
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ABILLIONS  OF  DOLLARS  ESTIMATES 

DATA:  CONGRESSIONAl  BUDGET  OFFICE 


The  effect  of  higher  Social  Security 
taxes  is  a  total  federal  tax  take  of  about 
197  of  personal  income — almost  exactly 
the  same  today  as  it  was  in  1980,  before 
the  massive  1981  income-tax  cut  and  tax 
reform.  All  those  highly  publicized  Rea- 
gan-era cuts  in  income  taxes  have  been 
eaten  up  by  increases  in  the  payroll  tax. 
STALLED  STARTUPS?  And  workers  are 
not  the  only  ones  who  are  unhappy. 
Small  business  hates  the  payroll  tax, 
too.  Its  lobbyists  argue  that  startups — 
the  entrepreneurial  enterprises  that  poli- 
ticians insist  America  needs — are  hit 
hardest  by  the  levy.  A  sole  proprietor 
must  pay  his  first  15.37  of  net  receipts 
in  payroll  taxes.  And  once  a  business 
expands  enough  to  start  hiring  employ- 
ees, it  has  to  pay  7.67  of  each  worker's 
salary  in  payroll  taxes.  The  National 
Federation  of  Independent  Business  esti- 


Social  Security  amounts  to 
just  another  tax — 
one  that  penalizes 
lower-income  workers 


ing  Franklin  D.  Roosevelt,  who  set  up 
the  "trust  fund"  in  1935.  "That  way, 
there  is  no  shame  associated  with  the 
benefits." 

This  argument  may  help  keep  Con- 
gress from  repealing  the  payroll  tax 
completely,  but  it  won't  do  much  to  stop 
what  Senator  Pete  V.  Domenici  (R- 
N.  M.)  calls  the  "winged  locomotive"  of 
the  push  to  cut  payroll  taxes. 

The  rhetoric  is  already  beginning,  as 
politicians  gear  up  to  promise  "a  tax  cut 
for  every  working  man  and  woman  in 
America."  And  there's  a  good  chance 
that  a  payroll-tax  reduction  will  be  ap- 
proved this  year. 

That  may  make  for  terrific  politics, 
but  the  resulting  increase  in  the  deficit 
makes  cutting  Social  Security  taxes  aw- 
ful economic  policy.  A  politician  who 
really  cares  about  protecting  future  re- 
tirees through  the  Social  Security  sys- 
tem has  only  one  chore:  to  wipe  out  the 
budget  deficit.  Then,  some  real  national 
savings  can  begin  to  build,  and  the  fu- 
ture tax  burden  can  be  made  manage- 
able for  the  baby  boomers'  children.  But 
cutting  the  deficit  is  grim  work.  Lower- 
ing taxes  is  lots  more  fun. 

By  Howard  Gleckynan,  with  Susan  B. 
Garland  and  Paula  Dwyer,  In  Washington 
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/Voiv  Kodak  copiers  have  outscored  every  other  high  volume  copier  in 
9  consecutive  Datapro*  User  Surveys.  And  who  knows  more  about 
copiers  than  customers? 

Since  1980,  Kodak  copiers  have  been  top-rated  in  every  Datapro  high  volume 
copier  User  Rating,  including  every  special  merit  award  for  overall  vendor 
satisfaction.  While  others  may  make  similar  claims,  our  ratings  are  based  on 
user  surveys  conducted  by  Datapro.  There  can  be  no  higher  compliment.  No 
stronger  evidence  of  our  dedication  to  total  customer  satisfaction.  Real 

customers  are  telling  us  that  we're  *1  in  customer  satisfaction,  in  reliability, 
/n  service,  in  copy  quality. 
^P5L   ««,  loin  the  Kodak  copier  family  of  customers  who  are 

,  JHS"     '  "     not  just  satisfied,  but  delighted.  There's  a  Kodak  copier 

■I  designed  for  every  need,  and  now  there's  a  great  way  to 

IV  save  on  every  Kodak  copier 

n  ^^-s//  for  details:  1 800  255-3434,  Ext.  152. 


The  new  vision  of  Kodak 


(man  Kod.i/^  (  onipjny.  19H'1 


We  offer  3  separate  classes  on  every 
Lufthansa  plane,  which  separates  us 
from  just  about  every  other  airline. 


When  you  fly  to  Europe,  nearly  all  airlines  offer 
separate  First,  Business  and  Economy  Class 
cabins  But  once  you  get  tfiere  and  take  a 
connecting  flight,  the  standards  often  change. 
On  most  airlines.  Business  Class  mystenously 
merges  with  Economy  or  sometimes  First  Class 
simply  disappears 

Lufthansa  believes  that  service  is  best  when  it's 
also  consistent.  So  every  time  you  fly  Lufthansa, 
you  will  have  3  distinct  classes  to  choose  from, 
with  all  the  amenities  you've  grown  to  expect. 
Whether  your  flight  lasts  half  an  hour,  or  half  a  day 
on  Lufthansa  the  quality  of  service  will  always 
remain  the  same. 


People  expect  the  world  of  us. 


Lufthansa 


Lufthansa  is  a  participant  in  the  mileage  programs  of  United.  Delta. 
USAir  and  Continental/Eastern  See  your  Travel  Agent  for  details 


3velopments  to  Watc 


;D  by  EMILY  T.  SMITH 


iGNOSING  THE  WOUNDS 
SURGEOIiy  GLOVES  


Surgeons  don  plastic 
gloves  to  shield  them- 
selves and  their  patients 
from  hepatitis,  AIDS,  or 
other  infectious  agents. 
But  that  protection  may 
be  less  than  optimum.  In 
a  recent  study  at  the  Uni- 
versity of  Texas  Health 
Science  Center  at  San  An- 
tonio, researchers  found 
that  59%  of  surgical 
gloves  developed  leaks 
when  tested  every  15  min- 
during  surgery.  With  two  pairs  of  gloves,  leakage  oc- 
'd  25%  of  the  time. 

,  UT  anesthesiology  professors  Dr.  Maurice  S.  Albin  and 
Bunegin  have  developed  a  glove-leak  detector  that  they 
will  mean  fewer  infections  in  operating  rooms.  The  detec- 
:)nsists  of  a  saltwater-filled  basin  that  is  lined  with  electri- 
conductive  plastic.  The  surgeon  immerses  his  or  her 
!d  hand  in  the  basin.  If  there  is  a  hole  in  the  glove,  a 
te  amount  of  fluid  hits  the  hand  and  breaks  an  electrical 
it,  triggering  a  buzzing  alarm.  The  inexpensive  device  is 
being  commercially  developed  by  an  undisclosed  company, 
e  is  already  plenty  of  interest  from  surgeons,  says  Albin. 


E  SPEEDIEST  CHIP?  MOTOROLA 
W  HAS  THE  BRAGGING  RIGHTS 


e  microprocessor  horsepower  race  is  heating  up.  On  Jan. 
2,  Motorola  Inc.  is  scheduled  to  debut  the  68040  chip,  its 
I  to  Intel  Corp.'s  i486,  the  mainframe  on  a  chip.  Both  chips 

approximately  1.2  million  transistors,  use  32-bit  proces- 

and  operate  at  25  Mhz.  But  Motorola  claims  the  68040 
•ace  through  20  million  instructions  per  second,  compared 

15  million  per  second  on  the  i486.  More  important  for 
irs  of  engineering  and  scientific  computers,  the  new  Mo- 
a  chip  can  perform  3.5  million  floating-point  operations 
second — three  times  what  Intel  boasts  for  the  i486, 
at  should  help  keep  workstation  makers  from  choosing 

over  Motorola,  says  Michael  Slater,  editor  of  The  Micro- 
essor  Report,  an  industry  newsletter.  But  it  won't  do 
1  to  halt  the  shift  from  Motorola  68000  family  chips  to 

(reduced  instruction-set  computing)  microprocessors  for 
;stations.  "It's  too  late  to  stop  the  move  to  RISC,"  says 
■r.  RISC  chips,  including  Motorola's  own  88000,  achieve 
'V  speed  by  using  simplified  instructions.  More  than  30 
'  companies,  from  Apple  Computer  to  Hewlett-Packard 
Unisys,  plan  to  use  the  68040. 


ANSPLANTS  MAY  SOON  HAVE  MORE 
A  FIGHTING  CHANCE 


krgan  rejection  is  the  biggest  barrier  to  successful  trans- 
'plants.  Doctors  now  use  drugs  that  suppress  the  entire 
une  system  to  prevent  the  body  from  attacking  a  donor 
n.  Unfortunately,  these  drugs  leave  patients  vulnerable  to 
:tions,  can  be  toxic  to  the  liver,  and  often  don't  prevent 
;tion  of  the  transplant  for  extended  periods. 


Researchers  at  Boehringer  Ingelheim  Pharmaceuticals  Inc. 
think  biotechnology  can  solve  these  problems.  A  team  led  by 
immunologist  Robert  Rothlein  is  developing  a  monoclonal  anti- 
body that  could  prevent  short-  and  long-term  rejection  of 
transplanted  organs  without  harming  the  liver  or  the  immune 
system.  The  antibody  would  target  a  receptor  for  white  blood 
cells,  called  ICAM-1,  that  is  present  on  the  lining  of  blood 
vessels  and  the  donated  organ.  Blocking  ICAM-1  would  pre- 
vent killer  white  cells  from  entering  blood  vessels  and  migrat- 
ing to  the  organ.  It  would  also  prevent  white  cells  from 
attaching  to  the  transplanted  organ  and  destroying  it. 

So  far,  anti-ICAM-1  has  successfully  inhibited  kidney  rejec- 
tion in  primates,  says  Rothlein.  The  company  will  begin  human 
trials  later  this  year.  The  first  target:  kidney  transplants. 


THE  SUPERCOLLIDER'S 
SUPER  PRICE  TAG 


Will  escalating  costs  cripple  the  U.  S.'s  only  hope  of  re- 
gaining world  leadership  in  high-energy  physics?  That's 
the  question  before  the  Energy  Dept.,  which  must  decide 
whether  to  ante  up  the  next  round  of  funding  for  the  Super- 
conducting Supercollider.  Originally  given  a  $4.5  billion  price 
tag,  the  mammoth  particle  accelerator  will  now  cost  an  esti- 
mated $7  billion — because  of  design  changes  and  a  huge  jump 
in  the  expected  costs  of  the  superconducting  magnets. 

Energy  Secretary  James  D.  Watkins  asked  a  blue-ribbon 
panel  of  physicists  to  examine  whether  reducing  the  SSC's 
power  might  bring  costs  in  line  without  diminishing  the  huge 
machine's  scientific  value.  The  answer,  delivered  Jan.  12,  was 
a  resounding  "no."  A  small  reduction  in  power  wouldn't  save 
much  money,  the  panel  reported,  while  a  drop  large  enough  to 
trim  costs  "would  unacceptably  increase  the  risk  of  missing 
important  new  physics."  In  fact,  many  physicists  believe  that 
the  accelerator  should  be  modified  to  boost  its  performance. 
Now  the  ball  is  in  Watkins' — and  Congress' — court. 


A  WONDER  ENGINE 
FOR  THE  WIDEBODY 


GE'S  SUPERENGINE 

►  10%  less  fuel 

►  33%  fewer  emissions 

►  27%  more poiverful 


On  Jan.  16,  General  Electric 
Co.  unveiled  an  efficient 
and  powerful  new  airplane  en- 
gine that  could  be  just  the  thing 
for  widebody  aircraft  of  the  fu- 
ture— including  Boeing  Co.'s 
planned  twin-engine  767-X  and 
planes  made  by  France's  Airbus 
Industrie.  With  a  thrust  ranging 
from  75,000  pounds  to  95,000 
pounds,  the  GE90  engine  will  be  capable  of  powering  these 
larger  planes.  The  maximum  thrust  provided  by  existing  en- 
gines is  only  75,000  pounds. 

According  to  Brian  H.  Rowe,  senior  vice-president  of  GE 
Aircraft  Engine  Group,  the  new  engine — with  a  120-inch  diam- 
eter fan — will  cut  fuel  consumption  as  much  as  10%-  and  trim 
pollution  from  the  engine  by  30%.  Airplanes  powered  by  the 
GE90  will  also  be  quiet  enough  to  fly  at  night  into  such  noise- 
sensitive  airports  as  London's  Gatwick  and  Heathrow. 

The  potential  market  for  these  engines  could  reach  $100 
billion,  says  Rowe,  who  expects  stiff  competition  from  other 
engine  makers.  GE  is  working  with  France's  Societe  Nationale 
d'Etude  et  de  Construction  de  Moteurs  d'Aviation  and  may 
join  West  Germany's  MTU  and  an  unnamed  Japanese  partner. 
The  company  expects  to  have  the  GE90  certified  in  1994  and 
flying  on  Boeing's  767-X  by  mid-1995. 
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CONSORTIUMS! 


'THIS  WILL  SURELY 
COME  BACK  TO  HAUNT  US' 


With  the  fading  of  U.S.  Memories,  some  say  America  is  ceding  its  lead  in  computers  to  Japan 


It  was  the  moment  of  truth  for  U.  S. 
Memories  Inc.  Key  executives  of  11 
semiconductor  and  computer  compa- 
nies were  gathered  at  Dallas-Fort  Worth 
International  Airport  for  a  day-long 
meeting  on  Jan.  10.  Sanford  L.  Kane,  the 
venture's  president,  had  called  the  ses- 
sion in  a  last-ditch  plea  for  funding. 

Originally,  he  had 
asked  for  $500  million. 
Now,  he  offered  a  great- 
ly scaled-back  plan.  As 
Kane  scrawled  on  a  chart 
how  much  each  company 
said  it  could  commit,  it 
became  obvious  that  even 
this  plan  would  fall  far 
short.  "Anyone  want  to 
ante  up  more?"  he  asked. 
Dead  silence.  Recalls 
Kane:  "I've  been  to  liveli- 
er wakes." 

On  Jan.  15,  Kane  an- 
nounced the  demise  of 
U.  S.  Memories.  The 
press  conference  was  in  a 
Silicon  Valley  hotel 
across  the  street  from  an 
amusement  park  called 
Great  America.  That  was 
a  bitter  irony  for  Kane,  a 
27 -year  IBM  veteran  who 
has  led  a  three-year  cru- 
sade to  reinvigorate  U.  S. 
manufacturing  of  dynam- 
ic random-access  memories  (DKAMs).  In 
1980,  American  .semiconductor  compa- 
nies essentially  owned  the  market  for 
that  critical  component  of  computers  and 
other  electronic  products.  Today,  Japan 
produces  157"  of  the  world's  supply. 
SHAKY  IDEA.  Now  that  the  industry  has 
taken  its  best  shot  and  failed,  say  trade 
experts,  the  U.  S.  stands  to  lose  even 
more  ground.  "This  will  surely  come 
back  to  haunt  us,"  says  Ralph  J.  Thom- 
son, a  former  American  Electronics 
Assn.  executive  who  is  now  a  high-tech 
consultant.  The  failure  may  even  stall 
what  had  been  a  groundswell  of  cooper- 
ative activity  among  high-technology 
companies.  Concedes  Gordon  E.  Moore, 
chairman  of  Intel  Corp.,  one  of  the 
venture's  founding  members:  "It's 
not  a  very  strong  endorsement  of  get- 


ting together  to  solve  problems." 

U.  S.  Memories  had  been  conceived  as 
a  bold  attempt  to  wrest  some  DRAM  pro- 
duction back  from  the  Japanese.  In  1986, 
Kane,  who  was  then  head  of  IBM's  gen- 
eral technology  division,  gave  a  chilling 
presentation  to  Big  Blue's  top  manage- 
ment. His  message  was  that  the  U.  S. 


CEO  KANE:  HIS  PLEAS  FOR  EVEN  SCALED-BACK  FUNDING  FELL  ON  DEAF  EARS 


semiconductor  industry  was  in  deep 
trouble.  Losing  the  DRAM  business  was 
only  the  first  step:  Japan's  next  target 
would  be  computers.  With  iB.M's  bless- 
ing, Kane  took  his  message  to  CEOs  of 
leading  chipmakers  and  semiconductor 
equipment  companies.  "I  didn't  have  any 
answers,"  Kane  recalls,  "I  was  just  try- 
ing to  sound  an  alarm." 
U.  S.  Memories  was  the  answer.  A 


Kane  blasts  shortsighted 

computer  makers 
that  think  'tomorrow's 
not  going  to  happen' 


band  of  computer  and  semiconductoi  « 
companies  would  form  a  joint  manufac 
turing  venture  to  provide  an  Americai  to 
supply  of  memory  chips.  Kane,  who  lef  W 
IBM  to  head  the  enterprise,  hoped  U  Bi 
have  four  production  lines,  costing  a  to  itks 
tal  of  $1  billion,  running  by  1995,  churn  iby 
ing  out  the  most  advanced  DR.AMs.  Th( 
enterprise   depended   oi  K 
a  key  contribution  fron 
IBM:  its  agreement  to  li 
cense  its  technology  foi 
making  4-megabit  DRAMs 
currently   the  world'^Mlii 
highest  capacity. 

But  IBM's  technologjjoBn 
wasn't  enough.  Computei 
makers    never  reallj 
bought  the  idea  that  ar  jinal 
untried  manufacturin 
consortium  could  satisfj  m 
their  chip  needs.   "Th(  iLSi 
consortia  idea  is  too  larg(  iipi 
a  leap  for  the  entrepre  led  ft 
neurial  mentality,"  says  mi 
W.  J.  Sanders  III,  chair 
man  of  Advanced  Micrdestnn 
Devices  Inc.  Some  chip  Co.  I 
makers  balked,  too:  T.  J  M 
Rogers,  chief  executive  pi 
of  Cypress  Semiconduc- 
tor Corp.,  raised  vehe- 
ment antitrust  objections  iiputf 
before  a  Congressional  npiiti 
pane 


OLD  TIES.  But  the  overriding  obstacle  mor 
was  the  very  thing  that  spawned  the  n 
venture:  the  vagaries  of  the  market 
Two  years  ago,  short  supplies  senl|iilii 
prices  skyrocketing  and  computer  mak- 
ers' profits  sliding.  Now,  as  the  economy 
cools  and  dram  prices  plunge,  computei  fe'd  t 
makers  have  changed  their  minds— espe- 
cially when  faced  with  putting  up  $5  mil- 
lion to  $50  million  of  their  own  money. 

That's  shortsighted,  charges  Kane, 
who  blasts  computer  companies  that  it  J; 
think  "that  tomorrow's  not  going  to  hap- 
pen." Shrugs  John  J.  Sims,  vice-presi- 
dent for  materials  at  Tandem  Computers 
Inc.:  "It's  not  a  huge  concern.  It  would  ji 
be  better  to  have  more  domestic  produc- 
tion, but  we've  had  relationships  withlistn 
our  U.  S.  and  Japanese  producers  for 
long  time." 
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sed,  those  relationships  may  have 
id  U.  S.  Memories  from  the  start. 

computer  makers  said  privately 
eared  retaliation,  particularly  from 
ese  chipmakers,  if  they  bought 
;he  chipmaking  consortium.  And 

DKAM  producers  have  also  ar- 
d  closer  relationships  with  their 
ners.  Texas  Instruments  Inc.,  for 
ce,  persuaded  several  customers  to 
up  tens  of  millions  of  dollars  in 
ce  to  help  TI  fund  new  DRAM  capac- 
1  return,  they  get  guaranteed  sup- 
of  chips.  And  Micron  Technology 
,lso  licensed  the  same  technology 
IBM  that  U.  S.  Memories  was  to 
and  Cypress  may  follow  suit, 
inwhile,  some  computer  makers 
ed  whether  Kane  could  pull  off  his 
se  to  raise  $500  million  in  six 
IS  and  start  producing  by  1991. 
)y  one,  computer  makers  such  as 

Computer  Inc.  and  Sun  Microsys- 
Inc.  announced  they  wouldn't  join. 

Hewlett-Packard  Co.,  one  of  the 
ers,  thought  the  business  plan  was 
nbitious.  Others  worried  that  with 
Tiers  locked  in,  U.  S.  Memories 

have  little  incentive  to  innovate  or 
it  aggressively. 

lET.  The  crushing  blow  came  at  the 
10  meeting  when  Kane  presented 
;aled-back  plan.  Present  were  the 
al  seven  founding  members — IBM, 
d  Equipment,  HP,  Intel,  National 
onductor.  Advanced  Micro  Devices, 
31  Logic. — plus  AT&T,  NCR,  Compaq 
uter,  and  Tandem.  The  new  plan 

for  raising  only  $150  million,  down 
$500  million  originally.  An  addition- 
lO  million  would  come  from  outside 
;ment  arranged  by  Goldman,  Sachs 

But  Goldman  said  those  investors 
!d  a  guarantee  from  industry  par- 
nts  that  they  would  buy  at  least 
if  the  venture's  production, 
it's  the  caveat  that  scared  off  the 
Liter  makers.  The  original  three 
uter-industry  investors — IBM,  HP, 
)EC — each  would  have  had  to  take 
lOre  than  the  5%  to  107c  of  produc- 
hat  they  had  originally  intended  to 
'A  substantial  portion  of  our  needs 
1  have  been  dependent  on  U.  S. 
)ries,"  says  George  E.  Bodway, 

manager  of  corporate  planning, 
d  be  betting  our  company  on  a  new 
any  that  hadn't  even  started  yet." 

new  proposals  for  salvaging  the 
industry  have  yet  emerged.  The 
conductor  Industry  Assn.  estimates 
lapan  will  capture  the  world  lead  in 
uters  in  just  two  years.  SI  A  Presi- 

Andrew  A.  Procassini  says  he 
;  the  failure  of  U.  S.  Memories  will 
pt  Washington  to  look  for  more 
imental  solutions.  Otherwise,  the 
try  may  soon  have  to  hold  a  much 
■r  wake. 

Robert  D.  Hof  in  Santa  Clara,  Calif. 
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MAN  WITH  A  NEW  VISION:  CHAIRMAN  JUNKINS  WITH  FIVE  FOREIGN-EXCHANGE  ENGINEERS 


TI  BETS  MOST  OF 

ITS  MARBLES  ON  CHIPS 


The  original  chipmaker  looks  to  its  roots — and  a  growing  market 


E: 


xecutives  at  Texas  Instruments  Inc. 
stared  their  future  in  the  face — 
and  didn't  much  like  what  they  saw. 
It  was  more  of  the  same.  After  years  of  fi- 
nancial malaise  and  more  recently  getting 
bucked  from  the  No.  1  spot  in  U.  S.  semi- 
conductors by  Motorola  Inc.,  Tl  wanted 
better.  Chairman  Jerry  R.  Junkins  knew 
that  it  was  time  to  whip  up  a  new  vision  of 
tomorrow's  TI. 

That  was  the  main  objective  of  Tl's  an- 
nual strategy  meeting,  dubbed  TI  2000,  a 
year  ago.  And  the  latest  session,  last 
month,  ended  with  a  Texas-size  decision: 
To  compete  in  the  coming  decade,  Tl  is  re- 
turning to  its  roots — making  chips.  The 
company  shucked  its  dreams  of  becoming 
a  major  player  in  computers  and  consumer 
electronics. 

The  semiconductor  industry  was  born  in 
Dallas  30  years  ago, 
when  Jack  S.  Kilby,  Tl's 
most  famous  alumnus, 
built  the  first  crude  inte- 
grated circuit  (IC).  In  the 
early  1970s,  Tl  scored  an- 
other triumph  with  the 
newfangled  circuits:  a 
computer-on-a-chip,  or 
microprocessor,  for  a  line 
of  office  calculators. 
Soon,  the  company  began 
plotting  to  leverage  its  IC 
knowhow  into  bigger  and 
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TI'S  SHARE 
OF  THE  DRAM  MARKET 
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higher-margin  markets.  It  had  some 
smashes,  including  a  talking  toy  called 
Speak  &  Spell,  and  held  its  own  in  calcu- 
lators. But  overall,  the  results  were  dis- 
appointing. 

FIELD  OF  PLENTY.  So  now,  TI  is  betting 
practically  all  its  marbles  on  chips.  If  you 
project  the  demand  for  chips  out  to  the  end 
of  the  decade,  says  Junkins,  "you're  talk- 
ing about  a  semiconductor  market  that's  a 
couple  hundred  billion  dollars  or  so.  That's 
a  pretty  good  field  to  be  playing  in." 

Moreover,  the  tumultuous  chip  business 
is  finally  showing  signs  of  sanity.  Excess 
capacity  has  been  reduced,  and  that  seems 
to  be  curbing  the  industry's  penchant  for 
cutthroat  pricing,  especially  in  "commod- 
ity" products  such  as  dynamic  random-ac- 
cess memory  (DRAM)  chips.  Indeed,  says 
Junkins,  the  1988-89  period  marked  "the 
very  first  time  that  the 
industry  earned  a  cumu- 
lative profit  in  memory 
chips." 

That's  well  and  good, 
because  Junkins  is  pin- 
ning Tl's  future  on  the 
volatile  dram  business. 
The  Dallas  company  is 
the  only  major  U.  S.  chip- 
maker  that  didn't  flee 
this  market  under  the 
grueling  pressure  of  Jap- 
anese dumping  tactics  in 
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the  early  and  mid-1980s  (apart  from  IBM, 
which  builds  drams  for  its  own  use). 
DRAMS  are  the  world's  biggest-selling  ics, 
integral  to  virtually  every  electronic  prod- 
uct, from  toys  to  telecommunications  sys- 
tems. And  even  bigger  demand  is  coming, 
in  the  form  of  high-definition  television 
sets  and  a  new  generation  of  personal 
computers. 

MEGA-INVESTMENT.  Making  memories  is 
expensive,  though.  A  single  state-of-the- 
art  plant  now  costs  upwards  of  $250  mil- 
lion. William  P.  "Pat"  Weber,  who  runs 
the  chipmaking  show  at  TI,  is  budgeting 
$1.2  billion  over  the  next  three  years  for 
plant  construction  and  improvement.  By 
1991,  TI  will  have  at  least  nine  advanced 
memory-chip  plants  around  the  world,  in- 
cluding brand-new  facilities  in  Japan,  Tai- 
wan, and  Italy.  They  will  be  churning  out 
4-megabit  DRAMs,  which  store  4  million 
bits  of  data — enough  to 
print  200  pages  of 
single-spaced  text.  And 
by  1995,  all  nine  plants 
are  to  be  upgraded  to  the 
technological  level  of  the 
next  generation  of  mem- 
ory chips — 16-megabits. 

TI  also  plans  to  gral)  a 
bigger  slice  of  the 
fatter-margin  market  for 
so-called  application-spe- 
cific ICS,  or  ASICS.  TI 
hasn't  been  much  of  a 
factor  in  that  business, 
although  these  "semicus- 
tom"  chips  have  been 
outpacing  most  other 
types  of  semiconductors 
for  several  years.  But 
Chief  Technology  Officer 
George  H.  Heilmeier  has 
promised  Junkins  a  new 
design  approach  that  will 
change  that.  "We  think 


in  developing  software  used  in  manufac- 
turing and  engineering  operations — most- 
ly running  on  other  companies'  hardware. 
If  the  new  software  focus  doesn't  show  a 
profit  in  two  or  three  years,  it  too  may 
come  under  the  ax,  says  ITG  President 
John  W.  White. 

The  emphasis  on  software  indicates  that 
Tl's  computer  mavens  may  have  finally 
learned  their  lesson.  They  made  a  big  mis- 
step in  insisting  that  the  TI  Professional,  a 
personal  computer  featuring  superior 
graphics  and  speed,  not  be  fully  IBM-com- 
patible. Says  Terrence  L.  Rock,  a  former 
TI  manager  who  is  now  vice-president  for 
operations  for  Computer  Corp.:  "It  was 
like  building  a  36mm  camera." 

Yet  TI  clearly  had  the  talent  to  make  a 
major  splash  in  PCs.  Several  engineers, 
frustrated  by  Tl's  "not-invented-here"  atti- 
tude, quit  the  company  to  build  their  own 


CHIEF  TECHNOLOGY  OFFICER  HEILMEIER:  PURSUING  A  NEW  COURSE  IN  CHIP  DESIGNS 


the  industry  is  chasing  the  wrong  design 
technology,"  says  Heilmeier. 

To  help  fund  such  investments,  TI  can 
bank  on  a  recent  windfall.  Thirty  years  af- 
ter the  fact,  Japan  honored  Kilby's  inven- 
tion last  October  with  the  basic  patent  on 
ic  design.  Royalties  from  this  patent  could 
bring  TI  $100  million  to  $700  million  a  year, 
analysts  figure. 

While  royalties  will  help,  they  won't  be 
enough.  So  TI  has  already  started  to  make 
sacrifices  elsewhere.  Last  September,  the 
unit  that  builds  minicomputers  was 
merged  with  two  other  divisions,  forming 
the  Information  Technology  Group  (ITG);  it 
should  account  for  roughly  $1  billion  of 
Tl's  estimated  $6.3  billion  in  1989  revenues. 
The  consolidation  cost  $15  million  in  write- 
downs and  750  layoffs.  Retrenchments 
brought  total  write-downs  and  layoffs  to 
$55  million  and  2,700  jobs. 

The  computer  group  will  now  specialize 


PC  clone.  The  result  was  Compaq  Comput- 
er Corp.  In  only  eight  years,  Compaq's 
sales  zoomed  to  $3  billion. 

TI  also  paid  dearly  for  stressing  hard- 
ware in  its  consumer  division.  Nearly  a  de- 
cade ago,  the  company  thought  that  home 
computers  would  soon  rival  the  VCR  boom. 
Instead,  home  computers  turned  into  a 
legendary  tale  of  woe.  After  TI  pumped  up 
its  market  share  in  1983,  it  lost  control  of 
its  distribution  system — and  profits.  The 
company  ultimately  discontinued  the  pro- 
duct— taking  a  $624  million  bath. 

Calculators  remain  a  good  business  for 
TI,  and  the  $250  million  consumer  division 
also  markets  a  few  other  successful  gad- 
gets, such  as  handheld  spelling  checkers 
and  telephone  dialers.  But  don't  look  for 
major  new  thrusts  in  consumer  products. 
"We've  asked  those  people  basically  to 
make  money  on  their  own,"  Junkins  says. 

As  for  military  electronics,  which  com- 


prise about  a  third  of  Tl's  revenues,  ! 
shakeups  are  planned.  Junkins  says  ! 
and  division  head  William  B.  Mitchell  ha 
a  couple  of  years  to  plumb  the  future 
the  defense  business,  thanks  in  part  to 
$297  million,  two-year  contract  that  TI  w- 
in  December.  Under  it,  TI  will  build  1,6 
HARM  (high-speed,  anti-radiation)  missil 
for  the  Navy.  That  and  other  work,  su 
as  night-vision  systems  for  tactical  a 
craft,  should  keep  defense  electroni 
profitable  in  the  '90s,  predicts  Lawren 
M.  Harris,  an  analyst  with  Batema 
Eichler,  Hill  Richards  Inc. 
RECYCLED  STRATEGY.  Semiconductor-i 
dustry  gurus  such  as  Jack  H.  Beedle,  pre 
ident  of  In-Stat  Inc.  in  Scottsdale,  Ari: 
admire  Tl's  new  strategy.  They  general 
expect  the  company  to  make  a  stroi 
comeback  long-term,  once  the  industi 
gets  past  1990.  Chip  sales  this  year  a 
likely  to  be  flat. 

But  some  observe 
aren't  so  sure.  Mar 
Wall  Street  analys 
have  grown  tired  of  TI 
promises.  "They  haver 
given  a  good  return  c 
investment  in  20  years 
says  Thomas  P.  Kurla 
a  vice-president  at  Me 
rill  Lynch.  For  1988,  ' 
posted  a  12.5%  gain 
revenues,  to  $6.3  hillio 
or  $4.05  per  share.  Th: 
increase  was  consider 
bly  below  the  chip  indu 
try's  38%  jump  in  sale 
And  analysts  expect  Tl 
1989  bottom  line  t 
slump  to  only  about  $2.i; 
per  share. 

Some  skeptics  eve 
suggest  that  Tl  could  u 
some  new  managemei 
blood  to  go  with  its  ne 
game  plan.  Employees  earn  gold  identii 
cation  badges  after  putting  in  25  years  ( 
service,  and  there  are  so  many  that  TI 
decision-making  has  gotten  too  clannis 
says  a  former  red-badger  (fewer  than  fivfc 
years  of  service).  "I  mean,  these  guy 
stood  up  for  each  other  at  their  we( 
dings,"  he  says. 

But  Tl's  gold-badgers  believe  their  ric 
experience  in  semiconductors  is  just  th 
ticket  the  company  needs  to  execute  th 
new  vision.  When  Jack  Kilby  addresse 
the  TI  2000  session  a  year  ago,  one  senic 
executive  termed  it  "the  most  profoun 
statement  of  the  day."  Kilby  says  all  h 
did  was  remind  them  that  the  challenge 
they  were  wrestling  with  sounded  to  hii 
essentially  the  same  as  those  facing  th 
company  a  decade  earlier.  This  tim 
around,  TI  hopes  to  do  a  better  job  of  n 
membering. 

By  Jim  Bartimo  it)  Dalla 
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RECKEATION  TO  AVIATION. 


From  the  sports  and  leisure  industry  to  the  aviation 
ridustry.  Sharp  means  business.  More  businesses  are  rely- 
ng  on  Sharp  advanced  technology  and  high-quaHty  prod- 
cts  than  ever  before. 

Sharp  brand  fax  machines  outsold  all  other  fax 
nachines  for  two  years  in  a  row.  Sharp  copiers  were  rated 
umber  one  for  copy  quality. 

More  sales  were  rung-up  on  Sharp  electronic 


cash  registers,  more  numbers  crunched  on  Sharp 
professional  calculators  and  more  work  done 
on  Sharp  laptop  computers. 

Now.  the  Sharp  National  Accounts  Program  (SNAP) 
offers  large  businesses  a  comprehensive  product  line 
backed  by  full  service  and  support. That's  why  no  matter 
what  vour  bii§iness.  Sharp  means  business. 

Call  1-800-BE-SHARPand  learn  more. 


FROM  SHARP  /WINDS 
COME  SHARP  PRODUCTS"" 


ANKING  SYSTEMS  •CALCULATORS -COLOR  SCANNERS  •  COMPUTERS  •  COPIERS  ■  ELECTRONR  CASH  REGISTERS &TYPEWR1TERS- ELECTRONIC  ORGANIZERS  ■  FACSIMILE -LASER  PRINTERS 
1 1989  Sharp  Electronics  Corporation 
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SO  FAR,  SO-SO, 

FOR  STEVE  JOBS'S  NEW  MACHINE 
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Sales  of  his  Next  computer  are  sluggish,  but  planned  improvements  could  help 


he 


When  Steven  P.  Jobs  set  out  to 
change  computing  with  the 
Apple  Macintosh  in  1984,  he 
met  with  accolades — and  then  frustra- 
tion: The  Mac  took  two  years  to  catch 
on.  By  then.  Jobs  had  left  Apple  and 
formed  Next  Inc.  to  build  another  state- 
of-the-art  machine,  a  sleek  workstation 
that  drew  wide  praise  at  its  coming-out 
15  months  ago.  But  now,  a  familiar  pat- 
tern has  emerged:  Initial  raves  have  giv- 
en way  to  criticism  of 
technical  shortcomings 
and  high  prices.  Like 
Mac,  the  Next  computer 
has  not  met  ambitious 
sales  goals.  And  Jobs  is 
once  more  awaiting  the 
development  of  soft- 
ware that  will  make  his 
computer  sell.  "Boy, 
does  it  ever  feel  like 
deja  vu,"  says  Amy  D. 
Wohl,  an  industry  con- 
sultant who  worked 
with  Jobs  at  Apple. 

It  is  early  to  predict 
how  Next  will  fare — 
and  risky  to  underesti- 
mate Jobs's  drawing 
power.  Still,  the  initial 
reaction  shows  that 
Jobs  faces  a  mighty 
challenge.  When  Busi- 
nessland  Inc.  signed  up 
as  Next's  exclusive 
dealer  last  year,  its 
president,  David  A. 
Norman,  said  he  would 
sell  $100  million  worth 
of  machines — about 
10,000  in  all— by  July, 
1990.  But  the  basic  soft- 
ware wasn't  ready  until 
October,  more  than 
three  months  late.  Then 
sales  built  slowly.  In- 
stead of  reaching  1,000 
units  in  the  December 
quarter,  as  some  ana- 
lysts expected,  sales 
through  Businessland 
were  "in  the  hundreds," 
Norman  says.  He  adds 
that  he  is  still  "on  the 


hook"  for  moving  his  quota,  having  com- 
mitted Businessland  to  do  so.  But  now 
Norman  says  he  won't  complete  the  job 
until  the  eiid  of  1990. 

The  early  customer  reaction  shows 
why.  Evaluators  agree  that  Next's  is  an 
appealing  machine — it  has  built-in  pro- 
grams that  can  play  a  Bach  fugue  or 
display  quotations  from  the  complete 
works  of  Shakespeare.  "It's  a  lot  of 
fun,"  says  Jeffrey  D.  Spirer,  marketing 


manager  of  workstations  for  Intel  Corj 
in  Hillsboro,  Ore.  "Every  engineer  hen 
has  brought  up  the  music  synthesize: 
and  chess  program. '  But  for  serioui 
work,  he  adds,  they  go  back  to  theil'f* 
regular  computers. 

What  gives  many  buyers  pause  ii 
Next's  use  of  technology  that  flouts  ai 
industry  trend  toward  common  stan 
dards.  For  example,  although  its  Next 
Step  display  software  gets  high  marki 
as  a  graphical  user  in 
terface,  it  isn't  compati 
l>le  with  the  industry 
standard  X-window, 


le,  A 
re  mi 

[eJoi 

OlilSE 


WHERE  NEXT  IS  GOING  OUT  ON  A  LIMB 

Like  Steve  Jobs 's  original  Macintosh,  the  Next  workstation  uses  hardware  and 
software  that  defy  industry  norms.  Here  are  some  examples: 

OPTICAL  DISK  DRIVE  Next  uses  an  erasable  optical  disk  to  store  data  and  pro- 
grams, rather  than  conventional  floppy  or  hard  disks.  Moreover,  the  Canon 
drive  in  the  Next  computer  is  incompatible  with  all  other  optical  disk  drives 

NEXTSTEP  GRAPHICAL  INTERFACE  This  software  gives  Next  machines  a  dis- 
tinctive look  but  makes  them  incompatible  with  other  Unix-based  computers 

INTERFACE  BUILDER  Part  of  NextStep,  this  makes  it  easier  to  write  programs 
for  the  Next  machine  using  prepackaged  computer  code  known  as  "objects." 
But  NextStep  uses  Objective  C,  rather  than  C  ^  a  standard  of  the  American 
National  Standards  Institute 

MACH  This  version  of  the  Unix  operating  system,  the  basic  software  that 
runs  workstations,  is  not  likely  to  become  the  industry  standard 
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screen  managemen 
system.  Even  thougl 
IBM  has  licensed  Next'""^ 
Step,  most  likely  foi 
workstations  due  our*' 
next  month,   the  pro 
grams   for  those  ma 
chines  won't  run  ox^<^ 
Next  without  being  re^*'* 
written.  Beyond  that 
Next's  operating  sys 
tern,  or  basic  software 
is  a  version  of  Uni> 
called  Mach  that  is  un 
likely  to  supplant  Amer 
ican  Telephone  &  Tele 
graph     Co.'s  Unij"'''!' 
System  V,  the  leading"™? 
contender  to  become  'ftk; 
the  industry  standarc 
Unix.  Says  a  computer 
buyer  for  a  major  uni- 
versity:  "The  lack  oi 
standards   is   an  ex 
treniely  big  negative." 
FEEDBACK.  So  is  the  ma  '1 
chine's  lack  of  speed,  ^li  ai 
Many   universities — a' 
key  market  for  Next- 
say  Jobs's  computer '^'W 
doesn't  perform  as  well*! 
as  engineering  worksta 
tions  from  Sun  Micro-p's 
systems  Inc.  or  Hew- 
lett-Packard Co.  thatfy 
cost    no    more  than^P^i 
Next's  $9,950  ($7,000}e 
for  schools).  These  ma- 
chines use  especially 
fast  RISC  (reduced  in- 
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tion  set  computing)  processors, 
the  Next  computer  uses  the  slower 
rola  68030  chip  that  runs  the  most 
rful  Macintoshes.  Next  "is  more 
to  a  Mac  II,"  says  George  R.  Bate- 
a  computer  buyer  at  the  University 
icago.  That  leaves  some  customers, 

as  Aetna  Life  &  Casualty  Co., 
ling  for  big  improvements.  "There 

be  a  lot  of  similarities  between 
5  Next  is  now  and  where  the  Mac 
rears,  ago,"  says  Catherine  M.  Mul- 
an  Aetna  senior  technical  analyst, 
are  waiting  to  see  how  it  evolves." 
is  has  heard  all  the  feedback.  This 

he  is  expected  to  upgrade  to  the 
Motorola  68040  chip.  And  although 
sists  that  such  conventional  chips 
3rovide  adequate  power,  he  adds: 
•e  may  come  a  time  when  it  be- 
5  necessary  to  do  some  RISC  stuff." 
;t,  Jobs  is  listening  a  lot  better  than 
ce  did.  As  Mac  sales  stalled  during 
,st  year  at  Apple,  for  example,  he 
ed  the  improvements  that  buyers 
nded  but  that  he  felt  would  com- 
ise  the  principles  behind  the  ma- 
.  After  he  left,  the  improvements 
made,  and  Mac  took  off.  "I  could 
done  better,"  he  recalls. 
USES.  That  realization  may  help  him 
ext.  Last  October,  for  instance, 

customers  complained  that  his 
uter's  optical  disk  drive  was  too 

Jobs  added  a  conventional  hard 
to  speed  up  the  system.  Rather 
insisting  on  a  "closed,"  or  propri- 
,  system,  as  he  did  with  Mac,  he 
sked  his  engineers  to  design  a  chip 
A'ill  make  it  easier  for  customers  to 
!Ct  accessories  not  sold  by  Next, 
as  floppy-disk  drives.  And  to  satis- 
stomers  looking  for  a  lower  price, 
has  added  a  version  without  the 
il  disk  that  sells  for  $7,995. 
die  he  waits  for  such  changes  to 
,  Jobs  is  focusing  on  marketing, 
ig  last  fall's  slow  start,  he  took 
that  role  from  Vice-President  Dan'l 
n.  His  strategy  leans  on  what  Jobs 
the  third  wave  of  personal  comput- 
rhe  first  was  spreadsheets  on  IBM 
followed  by  desktop  publishing,  ini- 

on  the  Mac.  The  next  wave,  which 

calls  "interpersonal  computing," 
ise  advanced  networking,  electronic 
and  digitized  sound  to  radically  al- 
ow organizations  do  business  (box), 
f  now,  Next  remains  strictly  sec- 
/ave.  Rather  than  hyping  the  ma- 
!'s  technological  breakthroughs, 
's  latest  ads  emphasize  the  ma- 
's prowess  in  desktop  publishing, 
may  be  a  wise  move.  Next  buyers 
hat  with  its  large,  crisp  screen  and 
lies  software,  Jobs's  computer  is 
)est  for  showing  how  a  page  will 
on  paper.  Peter  A.  Jerram,  director 
jchnical  publications  for  network 
/are  supplier  Novell  Inc.,  says  that 


The  computer  is  a  hit  in 
desktop  publishing.  But 

critics  say  it  is  too 
expensive  and  too  slow 


the  Frame  Technology  Corp.  publishing 
software  he  uses  on  Next  actually  runs 
faster  on  Sun  workstations.  But  he  says 
he  finishes  work  faster  on  Next,  because 
it's  easier  to  use. 

The  question  remains,  however:  Will 
the  Next  machine,  like  Macintosh,  over- 
come its  initial  problems  and  go  on  to 
become  a  legend?  Sales  are  picking  up. 
Jobs  says  that  several  customers  have 
ordered  more  than  100  machines  and 
that  at  least  one  is  ready  to  order  more 
than  1,000.  "We're  happy  with  how 
we're  doing,"  he  says.  International 
Data  Corp.  predicts  sales  of  12,000  units 
in  1990.  And  with  investors  such  as  H. 
Ross  Perot  and  Japan's  Canon  Inc.,  Jobs 
has  plenty  of  staying  power,  including 
more  than  half  of  the  estimated  $200 
million   Next   has   raised   since  1985. 


Ultimately,  though,  the  fate  of  the 
Next  machine  may  be  out  of  Jobs's 
hands.  As  with  the  Macintosh,  success 
will  come  from  applications  software 
that  lures  buyers.  Next's  built-in  soft- 
ware for  writing  programs  already 
makes  it  a  favorite  of  software  develop- 
ers. But  it  will  be  a  year  before  they 
produce  many  packages  for  regular  cus- 
tomers. Jobs  is  especially  enthusiastic 
about  a  new  spreadsheet  coming  from 
Lotus  Development  Corp.,  the  Cam- 
bridge (Mass.)  software  house  whose  1- 
2-3  package  ensured  the  success  of  the 
IBM  PC.  "It's  going  to  be  awesome,"  says 
Jobs.  "They  tried  for  a  long  time  to  put 
this  on  other  computers  and  couldn't." 

This  is  where  Jobs  had  better  hope 
that  similarities  end  between  the  Mac 
and  the  Next.  Apple  pinned  its  early  am- 
bitions for  Mac  on  a  new  spreadsheet 
from  Lotus.  Introduced  with  much  fan- 
fare in  1985,  Lotus'  Jazz  turned  out  to 
be  a  flop,  and  it  was  another  year  before 
software  appeared  that  made  Mac  ap- 
pealing to  businesses — and  Lotus  still 
has  no  Mac  spreadsheet.  That  kind  of 
deja  vu  Next  can  live  without. 

By  Richard  Brandt  in  Redwood  City, 
Calif,  with  bureau  reports 


THE  THIRD  WAVE 
ACCORDING  TO  JOBS 


What's  good  for  Next  Inc.  will 
be  good  for  Corporate  Amer- 
ica. That's  how  Chairman 
Steven  P.  Jobs  sees  it.  "We  put  a  Next 
on  each  desk,  and  it  changed  the  com- 
pany in  ways  I  never  expected,"  he 
says.  Those  computers,  networked  and 
programmed  with  sophisticated  elec- 
tronic messaging 
software,  have 
nipped  the  incipient 
bureaucracy  that 
can  slow  even  a 
300-employee  start- 
up. Once  refined. 
Jobs  adds,  such 
systems  will  launch 
a  third  wave  in 
PCs — "far  bigger 
than  spreadsheets 


NEXT:  BORN  TO  NETWORK 


and  desktop  publishing." 

Jobs  says  that  the  third  wave  will 
raise  productivity  by  doing  away  with 
paper  memos,  forms,  and  even  phone 
calls.  At  Next,  for  instance,  purchase 
requisitions  are  written  on  a  computer, 
passed  along  the  network  for  approv- 
als, and  checked  against  the  budget. 
Only  then  is  a  paper  purchase  order 
printed.  Check  requests  work  the  same 
way.  Schedules,  notices,  and  announce- 
ments are  posted  electronically.  And 


because  electronic  mail  lets  partici- 
pants prepare  better,  meetings  are 
more  productive.  "They've  been  cut  in 
half,  and  more  people  get  involved  in 
key  decisions,"  Jobs  says. 

Detractors  note  that  this  is  not 
unique  and  can  be  accomplished  with 
cheaper  computers,  such  as  IBM  PCs.  "I 
don't  see  where  it's 
all  that  different," 
says  John  R. 
Lynch,  director  of 
business  markets 
for  Next  rival  Sun 
Microsystems  Inc.> 
But  Jobs  insists 
that  built-in  fea- 
tures, such  as  soft- 
ware that  lets  the 
Next  computer  do 


several  things  at  once,  will  make  it  a 
networking  standout.  PCs  have  options 
for  handling  digital  sound  for  voice 
mail,  but  sound  is  standard  on  Next,  as 
is  voice-mail  software.  Today,  Next 
uses  custom  software  to  exploit  such 
functions.  When  third-party  companies 
develop  special  software  for  that — lat- 
er this  year — then  Corporate  America 
can  try  the  third  wave,  too. 

By  Richard  Brandt  in  Redwood  City, 
Calif. 
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Frankly,  not  even 
precisely  how  long  a  D 


There  is  no  simpler  index  of 
automotive  value  than  automo- 
tive longevity. 

The  more  you  get  out  of  a 
ear  in  miles  and  years  of  faithful 
service,  the  more  car  you've  got- 
ten for  your  money. 

No  carmaker  goes  to  greater  lengths  than 
Mercedes-Benz  in  the  effort  to  give  you  just 
that.    From   preproduction    shakedown  tests 


At  I.IH4.8H0  miles, 
a  1957  Mercedes-Benz  is  listed  in 
the  Guinness  Book  of  World  Records 
as  the  world's  most  durable  car. 


as  long  as  five  million  miles,  to 
engine  machining  tolerances  as 
fine  as  .001  millimeter. 

Precisely  how  far  can  this  pas 
sionate  pursuit  of  durahility  even 
tually  take  a  Mercedes-Benz-and 
your  money?  The  fact  is  that  no  one 
knows  precisely.  Although  it  should  be  noted 
that  the  Guinness  Book  of  World  Records 
has  declared  a  certain  1957  Mercedes-Benz 


engineers  know 


cedes-Benz  can  last. 


an  "the  world's  most  durable  car." 

There  is  absolutely  no  guarantee,  of  course, 
t  your  new  Mercedes-Benz  will  someday  equal 
surpass  that  car's  one  million,  one  hundred 


and  eighty-four  thousand,  eight  hundred  and 
eighty  miles. 

But  then,  there  is  absolutely  no  guarantee 
that  it  won't.  For  more  information  about 
Mercedes-Benz  automobiles,  call  1-800-336-8282. 


ENGINEERED  LIKE  NO  OTHER 
CAR  IN  THE  WORLD 


Finance 


MARKETS  &  INVESTMENTS! 


THE  VERTIGO 

FEIT  'ROUND  THE  WORLD 


Rising  interest  rates  may  continue  to  send  stock  markets  plunging  from  dizzying  heights 


Only  a  few  weeks  ago,  stock  mar- 
kets around  the  world  looked 
like  they  were  gearing  up  for  a 
record-shattering  1990.  As  1989  ended, 
Tokyo  hit  a  new  high,  and  when  trading 
opened  after  New  Year's  Day,  New 
York  and  London  quickly  followed  suit. 
But  even  as  the  traders  were  snapping 
up  stocks,  rising  interest  rates  were 
threatening  to  spoil  their  fun.  And  on 
Jan.  12,  they  finally  did.  First,  Tokyo 
broke,  suffering  a  1,300-point  plunge 
over  two  sessions  that  left  the  Nikkei 
Stock  Average  5.57f  below  its  December 
peak.  London  and  New  York  fell,  too. 
Even  euphoric  Frankfurt  sputtered  out. 

After  last  year's  big  global  market 
surge,  such  reversals  aren't  that  surpris- 
ing. "Investors  are  bound  to  get  a  touch 
of  vertigo,"  notes  Howard  Coates,  equi- 
ty research  chief  at  London's  Barclays 
de  Zoete  Wedd  Equities  Ltd.  But  there's 
more  behind  the  pullback  than  a  fear  of 
heights.  This  time  around,  investors 
have  some  basic  reasons  for  caution. 
Many  analysts  think  the  next  few 
months  are  apt  to  be  lackluster  at  best. 
At  worst,  some  think  the  markets  may 
be  buffeted  by  wide  mood  swings  that 
could  prompt  even  more  gut-wrenching 
selling  waves.  That's  leading  to  a  feeling 
that  "markets  are  overvalued  globally," 
says  Robert  Schwob,  a  London-based 
Citibank  investment  expert. 
VANISHING  OASIS.  Chief  among  investors' 
current  concerns  is  the  rising  cost  of 
money.  For  months,  surging  economic 
growth  has  had  West  German  interest 
rates  on  a  rapid  upswing.  Despite  that, 
euphoria  over  German  reunification  and 
the  opening  of  Eastern  Europe  has  at- 
tracted a  wave  of  cash  into  Frankfurt 
from  every  corner  of  the  globe.  But 
now,  Germany's  high  borrowing  costs 
are  beginning  to  pull  up  everyone  else's 
interest  rates  (chart,  page  81). 

Tokyo,  in  particular,  is  being  forced  to 
abandon  its  reputation  as  one  of  the 
world's  last  low-interest-rate  oases.  The 
Bank  of  Japan,  worried  over  the  yen's 
4.5%  drop  against  the  dollar  and  14% 
decline  against  the  West  German  mark 
since  fall,  is  pushing  lending  rates  high- 


er. On  Christmas  Day,  Bank  of  Japan 
Governor  Yasushi  Mieno  shocked  trad- 
ers by  boosting  Japan's  discount  rate  a 
half-point,  to  4.25%.  Unless  the  yen  sud- 
denly heads  higher,  says  Hung  Q.  Tran, 
an  analyst  with  Deutsche  Bank  in  New 
York,  Japanese  rates  could  climb  anoth- 
er three-quarters  of  a  point. 

Japan's  rising  rates  are  adding  to 
fears  that  the  Federal  Reserve  won't 
ease  money  any  further.  Recent  jumps 
in  heating  oil,  tobacco,  and  orange  juice 
prices  are  now  working  their  way 
through  the  U.  S.  economy.  That 
prompts  Robert  A.  Brusca,  chief  econo- 
mist at  Nikko  Securities  Co.  Internation- 
al, to  observe  that  inflation  is  "tough 
and  stubborn"  despite  sluggish  economic 
growth.  So  Federal  Reserve  Bank  of 
Minneapolis  President  Gary  H.  Stern 
sees  the  Fed  hewing  to  a  "restrained" 
approach  in  coming  months. 

Rising  rates  are  the  common  bugaboo 
of  the  equity  markets  around  the  world, 
but  each  country  also  has  its  own  set  of 


worries.  In  Tokyo,  people  are  distresse 
over  the  prospect  that  the  ruling  Libera 
Democratic  Party,  rocked  by  repeate  iei 
scandals  last  year,  might  lose  its  majoi  iiii  ^ 
ity  in  the  important  lower  house  durin]  m  1 
legislative  elections  next  month.  i{,  S 

Political  unrest  in  the  Soviet  Union  i  kod 
also  getting  on  investors'  nerves.  Inves  iinte 
tors  who  bid  up  such  "red  chips"  a  stick  i 
Marubeni  Corp.  and  Komatsu  Ltd.  las  i  are 
year  on  hopes  of  rising  business  witl  se  the 
the  Soviet  Union  are  now  souring  oifbig 
them.  But  more  important,  the  Bank  o  e  Tok 
Japan  and  Ministry  of  Finance  are  deal  t  tasi 
ing  damaging  blows  to  one  of  the  Nikke  doub 
Average's  sturdiest  props,  exploding  ui  rtten 
ban  land  values.  ftha 
SO  LONG  LAND.  Hopes  that  companiei  tstmei 
with  big  Tokyo  land  holdings  wouldotso 
profit  massively  from  Japan's  torrid  rea  ietm 
estate  market  by  redeveloping  under  sstM 
used  properties  propelled  many  issues  t<  tk  es 
enormous  gains  over  the  past  two  years  le  as 
But  now  that  "land  speculation  has  bertsas 
come  a  threat"  to  the  authorities,  sayMDaii 
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Suzuki,  Morgan  Stanley  &  Co.'s 
Tokyo  strategist,  "it's  sayonara  to 
nd  theme."  Indeed,  property-relat- 
)cks  were  falling  even  before  Janu- 
market  break.  Mitsui  Real  Estate 
opment  Co.,  for  example,  is  off 
jince  early  December.  Says  Jona- 
P.  Bolton  of  Tokyo's  Schroder  In- 
lent  Management  (Japan)  Ltd.: 
:ers  are  telling  us  to  avoid  asset 
That's  a  complete  reversal." 
;pite  the  downturn  in  proper- 
cks,  not  everyone  is  willing  to 
off  Tokyo.  Strong  corporate 
s,  the  weak  yen,  and  estimat- 
90  GNP  growth  of  5%  are  at- 
ng  buyers  to  such  exporters 
my.  Sharp,  and  Canon.  And 
)kyo  stockbrokers  still  see  the 
li  up  20%  by  yearend,  at 
d  46,000.  So  even  though  he 
es  Tokyo  faces  some  tough 
Steven  H.  Nagourney, 
son  Lehman  Hutton  Inc.'s 
international  strategist,  plans 
ck  it  out:  "Japanese  compa- 
ire  still  a  powerful  buy  be- 
they  have  the  money." 
5ig  investors  are  unwilling  to  for- 
Tokyo,  they  certainly  are  losing 
taste  for  London.  Inflation  near 
ouble-digit  wage  settlements,  15% 
term  interest  rates,  and  near-zero 
:h  are  making  the  City  one  of  the 
;ment  community's  favorite  sells. 
;  so  Frankfurt.  The  same  fears  of 
i;  unrest  that  battered  some  Japa- 
itocks  helped  send  Germany's  main 
exchange  down  3%  on  Jan.  16 
as  investors  dumped  such  stal- 
as  Deutsche  Bank,  Siemens,  Veba, 
3aimler  Benz.  But  "the  news  will 


have  to  become  a  lot  more  negative  to 
really  spook  the  German  market,"  says 
Georg  Sellerberg,  investment  research 
chief  at  Zurich's  Bank  Julius  Baer  &  Co. 
Indeed,  Detlef  J.  Amonath,  managing  di- 
rector of  Daiwa  Europe  (Deutschland), 
notes  that  Frankfurt  is  still  an  incredible 
bargain  for  the  Japanese.  Auto  maker 
Daimler,  for  example,  sports  a  price- 
earnings  ratio  of  20,  a  fifth  of  that  for 


INTEREST  RATES  RISE 
IN  THE  BIG  THREE  ECONOMIES 
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Japan's  Mitsubishi  Motor  Corp.  That  gap 
continues  to  attract  billions  of  dollars' 
worth  of  Japanese  investment  into 
Frankfurt. 

Somewhere  between  the  gloom  sur- 
rounding Japan  and  the  optimism  on 
West  Germany  lies  Wall  Street.  The 
Dow  Jones  industrials  crossed  2,800  on 
Jan.  2  but  have  been  running  downhill 
ever  since.  Many  investors  were  expect- 
ing lower  interest  rates,  tamer  inflation, 
and  better  corporate  profits  than  they 
now  see.  "The  consensus  has  been  rat- 
tled," says  Eric  T.  Miller,  chief  invest- 


ment officer  for  Donaldson  Lufkin  Jen- 
rette  Securities  Inc. 

The  economic  news  on  Jan.  12  sent 
stocks  tumbling.  From  its  high  of  2,810, 
the  Dow  had  pulled  back  a  mere  50 
points  by  Jan.  11 — only  1.8%,  hardly  a 
cause  for  alarm.  Then  the  Commerce 
Dept.  reported  a  0.7%  rise  in  the  pro- 
ducer prices  for  December,  as  well  as 
meager  gains  in  retail  sales.  Many  took 
the  news  as  a  sign  that  interest 
rates  were  not  coming  down  and 
fourth-quarter  profits  could  be  dis- 
appointing. 

With  Tokyo  already  tumbling, 
the  Dow  plunged  71  points.  Still, 
there's  no  evidence  of  an  exodus. 
Trading  has  been  on  the  moderate 
side,  and  even  the  184  million 
shares  traded  on  Jan.  12  weren't 
excessive.  Observers  attribute  the 
falling  prices  to  a  dearth  of  buyers, 
not  a  stampede  of  sellers.  "There's 
no  incentive  to  buy  right  now," 
says  E.  Michael  Metz,  market  strat- 
egist at  Oppenheimer  &  Co. 
'JUST  A  CORRECTION.'  Not  all  inves- 
tors, however,  are  abandoning  the 
"slow  economy,  lower  interest  rate"  see 
nario.  "We've  raised  a  little  cash"  by 
selling,  says  Thomas  M.  Keresey,  chair- 
man of  Palm  Beach  Capital  Management 
Ltd.,  which  outperformed  the  market 
last  year  with  a  portfolio  heavy  on  food, 
beverages,  health  care,  utilities,  and  a 
few  selected  industrials  such  as  General 
Electric  Co.  and  Westinghouse  Electric 
Corp.  "We're  not  changing  our  empha- 
sis," says  Keresey.  "It's  just  a  correc- 
tion in  an  ongoing  bull  market." 

Many  big  European  money  managers 
are  equally  undeterred  by  the  January 
jitters.  Bank  Baer's  Sellerberg  is  buying 
Abbott  Laboratories,  GTE,  and  Mobil. 
And  Udo  Behrenwaldt,  managing  direc- 
tor of  Deutsche  Bank's  mutual  fund 
group,  likes  hard-hit  technology  issues, 
including  IBM. 

U.  S.  mutual  fund  investors,  too,  are 
acting  as  though  the  sell-off  is  a  buying 
opportunity.  The  Vanguard  Group's  eq- 
uity funds  took  in  $238  million  in  the 
first  half  of  January,  compared  with 
$321.6  million  for  all  of  January,  1989— 
its  best  month  ever.  Fidelity  Invest- 
ments says  that  over  the  weekend  fol- 
lowing the  Jan.  12  tumble,  investors  put 
$2  into  its  equity  funds  for  every  dollar 
they  withdrew.  And  even  before  then, 
equity  mutual  funds  held  a  near-record 
11.4%  of  their  assets  in  cash.  Those  are 
signs  that  there  is  plenty  of  money  to 
buy — when  the  portfolio  managers  re- 
gain their  confidence.  But  as  long  as 
interest  rates  keep  rising,  that  confi- 
dence won't  be  returning  anytime  soon. 

By  William  Glasgall  and  Jeffrey  M.  La- 
derman  in  New  York,  with  Ted  Holden  in 
Tokyo,  Blanca  Riemer  in  Paris,  and  Mike 
McNamee  in  Washington 
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'7  mfiy  seem  like  (i  dour  sort, 
Chynsky,  but  when  we  get  computers  that 
won't  become  obsolete, 
I  will  smile  with  the  best  of  them!''     rf^  . 


Howre  you  going  to  do  it? 


lis  a  common  l)iisinrss  (lil(Miima.  You  buy  today's  stalc-ol-the-art 
computers,  only  to  watch  liclpicssly  as  tomorrow  s  new  technology 
passes  you  by.  So  how  can  you  keep  your  system  current,  your  husineial 
competitive,  and  n'main  prepared  for  wlial  the  future  holds? 

The  Security  Of  Protecting  Your  Investment, 
rhe  answer  is  simple.  Invest  in  the  IBM  Personal  System/2"  Tamil) 
of  computers.  PS/2's  run  your  DOS  and  OS/2'  applications,  allowiinnj 
you  to  keep  all  your  software  and  files,  so  everything  can  remain 
business  as  usual.  Hut  what's  not  so  usual  is  the  way  the  IBM  PS/21 
lamily  of  computers  helps  you  make  the  most  of  futmc  advances, 
^lake  our  new  486"  u|)grade  for  the  PS/2  Model  70-A2I, 
for  example.  The  Model  7()-A2l  already  boasts  the  industry's  most 
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(BM  Personal  Syitem/S,  OS/2  and  PS/2  are  registered  uademarks  and  Micro  Channel  is  a  trademark  of  International  Business  Machines  Corporation  386  and  486  are  irademarks  of  iniel  (?)  iggQ  IBM  Corp 


PS/2  it 


I inning, 


•ed  32-l)it  bus,  IBMs  Micro  Channel™  And  you  nvo(\  only 
^  its  386™  platform  with  our  new  486  Power  i^latlorin 
ce  it  IBM's  fastest  PC  ever, 
lie  Solution  Is  IBM.  \m\  that s  just  tht 
st^  IBM  is  eoinniitted  to  niaidng  sure  your  valuable 
nent  in  tht^  PS/2  stays  valuable  for  years  to  eome.  So  as 
)logy  continues  to  race  ahead,  as  we  all  know  it  will,  you'll 
1  positioned  to  lake  advantage  of  it.  Contact  your 
aithorized  Dealer  or  IBM  marketing  represtMitalivt 
lealer  near  you,  call  1  8()()  ilM-2468,  ext.  180. 
nd  out  why  a  PS/2  on  your  desk  today  w 
'  keeping  you  competitive  tomorrow. 
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WEATHERSTONE  AT  HOME  IN  DARIEN:  HE  HAS  SIX  YEARS  TO  CARVE  A  NEW  NICHE  FOR  MORGAN 


IT'S  A  JUNGLE  OUT  THERE 
FOR  J.P.  MORGAN 


The  buttoned-down  bank  finds  investment  banking  rough  going 


Few  challenged  Lewis  T.  Preston's 
wisdom  in  the  early  1980s  when  the 
former  chairman  of  J.  P.  Morgan  & 
Co.  began  nudging  the  venerable  bank 
into  the  investment  banking  business. 
After  all,  revenues  from  traditional 
banking  activities  were  anemic  com- 
pared with  the  fat  fees  Wall  Street  was 
garnering.  What's  more,  Morgan 
seemed  strategically  placed  to  benefit 
from  close  ties  to  the  cream  of  Corpo- 
rate America. 

Success  is  proving  elusive,  however. 
Preston  handed  over  the  reins  to  a 
new  chairman,  Dennis  Weatherstone,  on 
Jan.  1.  Now,  Morgan  has  some  painful 
soul-searching  to  do.  The  cost  of  fashion- 
ing Morgan  into  an  institution  more  akin 
to  a  British  merchant  bank  has  been 
enormous,  while  the  investment  banking 
business  has  stagnated.  And  competitors 
are  sniping  that  Morgan's  conservative 
methods,  which  built  it  into  one  of  the 
world's  most  admired  banks,  are  ill-suit- 
ed to  the  frenetic  world  of  investment 
banking. 

Morgan's  troubles  are  fundamental. 
On  Jan.  11,  the  company  announced  that 
earnings  tumbled  by  407'  in  the  last 
quarter  of  1989,  to  $154.2  million.  For 
the  year,  Morgan  posted  a  loss  of  $1.3 


billion,  vs.  a  $1  billion  profit  in  1988. 
Much  of  the  red  ink  could  be  explained 
by  the  reserves  Morgan  set  aside  in  the 
third  quarter  against  Third  World  loans. 
More  disturbing  to  investors  were  the 
lackluster  results  of  Morgan's  invest- 
ment banking  business. 
'NEW  TAJ  MAHAL.'  In  just  three  trading 
days  after  the  earnings  report,  Morgan's 
stock  slid  97<,  to  38.  "There  are  serious 
questions  about  their  earnings  momen- 
tum," says  Merrill  Lynch  &  Co.  analyst 
Judah  S.  Kraushaar.  Like  others,  he  low- 
ered his  earnings  forecast  after  the 
earnings  announcement,  to  $4.10  a  share 
this  year  from  $4.35. 

Morgan,  whose  executives  declined  to 
be  interviewed  for  this 
story,  has  spent  millions 
in  its  effort  to  transform 
itself  into  a  merchant 
bank.  Recruiting  in- 
house,  it  has  built  up  its 
own  cadre  of  deal  special- 
ists and  has  kept  them 
happy  with  generous 
compensation  packages. 
Staff  salaries  and  bonus- 
es totaled  $1.1  billion  last 
year,  almost  double  what 
they  were  in  1985.  Anoth- 
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er  burden:  a  sleek,  new  Wall  Stree  ^! 
headquarters  that  opened  last  Augusi  *■ 
Analyst  Lawrence  Cohn  at  Drexel  Bun  ')'?,' 
ham  Lambert  Inc.  reckons  that  the  4''.  f"^' 
story  structure  cost  a  cool  $650  millior 
"The  decision  to  build  a  new  Taj  Mahj 
hurts,"  says  Cohn.  '  "^ 

Ultimately,  though,  Morgan's  bigges 
problem  may  be  the  hostile  environmen  ''^^ ' 
in  its  newly  chosen  field.  Every  inves' 
ment  banker  on  Wall  Street  is  scran  1'''^ 
bling  to  find  new  deals  now  that  th  -^1 
volume  of  mergers  and  acquisitions  ha 
shriveled.  It's  especially  tough  on  Moi 
gan,  whose  resume  of  M&A  deals  is  reli  ^\ 
tively  short.  It  earned  $299  million  i 
corporate  finance  fees  last  year,  a  sma 
gain  of  only  $4  million  over  1988.  It 
noninterest  income,  a  handy  benchmar 
that  shows  how  well  a  bank  is  diversify  m 
ing  away  from  traditional  loanmakinj  |l| 
stood  at  roughly  27-  of  Morgan's  avei 
age  assets  (chart).  At  Bankers  Trust,  U 
far  more  aggressive  player  in  the  mei  II 
chant  banking  field,  the  ratio  is  3%.  — 
Such  setbacks  are  almost  unheard  oiffli 
at  Morgan.  The  nation's  fifth-large^- 
bank,  Morgan  is  arguably  the  best  in><^ 
terms  of  the  quality  of  its  assets  and  itp^' 
stable  of  blue-blooded  clients.  Indeed 
primary  banking  unit,  Morgan  Guarant^'c 
Trust  Co.,  remains  the  only  U.  S.  bank  t 
retain  its  AAA  bond  rating. 
CONFLICTING  STYLES.  Its  Stellar  bankin 
reputation  hasn't  made  Morgan's  fora 
into  investment  banking  any  easier,  jiib 
former  executive  says  the  bank's  preo(  fa 
cupation  with  its  Third  World  loan  prol 
lems  has  meant  that  "management  ha ' 
spent  less  time  on  changing  the  directio: 
of  the  bank."  And  its  longtime  bankin 
customers  aren't  exactly  paragons  oi 
loyalty.  "I  see  them  getting  some  busp 
ness  off  of  relationships,  but  less  than 
would  have  expected,"  says  a  Wa 
Street  investment  banker. 

Indeed,  Morgan's  coziness  with  Corp( 
rate  America  has  even  worked  agains  ai-i 
the  bank.  Sterling  Drug  Inc.,  a  longtim' 
client  of  Morgan  Guaranty,  accuse  i^' 
Morgan  of  double-dealing  in  1988,  whe  M 
the  bank  advised  F.  Hoffman-La  Roch 
&  Co.  on  its  unsuccessful  bid  for  thtapi 
pharmaceutical  company.  Sterling  Chaiiier 
man  John  M.  Pietrusl' 
accused  the  bank  of  ur 
ethical  dealing  becaus  se 
Morgan    had  intimat|ial. 
knowledge  of  Sterling' 
finances.  Morgan  denie^ 
any  wrongdoing.  "Th 
Sterling  Drug  controvei|Dt 
sy  had  quite  an  impact, 
says  a  banking  competm 
tor.  "Their  pace  seems  tioff 
have  moderated  a  lop, 
since  then." 
Morgan  has  had  a  diff 
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ime  carving  out  a  place  for  itself, 
autious  approach  is  welcomed  by 
anies  fed  up  with  Wall  Street's  deal 
i.  But  it  also  feeds  a  perception 
Morgan  isn't  much  of  a  risk-taker. 
iKline  Beckman  Corp.'s  merger 
Beecham  Group  I'LC  last  July  is 
il  of  the  kind  of  deal  Morgan  fa- 
Morgan  earned  $15  million  in  advi- 
fees  for  the  deal.  It  also  took  a  lead 
n  the  $1.75  billion  syndicated  loan 
ich  the  deal. 

s  is  tame  when  compared  with  the 
trappier  Bankers  Trust.  Last  June, 
vised  investor  Alfred  Checchi  in  his 
)r  NWA  Inc.  BT  not  only  arranged  a 


loan  but  took  an  11%  stake  in  the  new 
company.  The  bank  also  offered  to  un- 
derwrite $300  million  in  junk  bonds  to 
close  the  deal. 

Faced  with  such  competition,  Weath- 
erstone  may  have  to  enliven  Morgan's 
style.  Handpicked  by  Preston,  the  Brit- 
ish-born chairman  doesn't  lack  drive.  He 
began  as  a  clerk  on  the  London  foreign- 
exchange  desk  at  Guaranty  Trust  Co.,  a 
Morgan  predecessor,  when  he  was  16. 
And  at  59,  Weatherstone  still  has  six 
years  to  achieve  a  course  correction  at 
Morgan  before  he  reaches  mandatory  re- 
tirement age. 

There  are  already  signs  that  vaunted 


Morgan  traditions  are  changing.  It  is  re- 
ducing its  14,207-member  staff  by  10% 
this  year  to  save  money.  And  last  sum-' 
mer,  Morgan  offered  to  underwrite  $825 
million  worth  of  junk  bonds  to  help  Was- 
serstein  Perrella  &  Co.  and  Great  Atlan- 
tic &  Pacific  Tea  Co.  in  their  abortive  bid 
for  Gateway  PLC.  The  failed  bid  for  the 
British  supermarket  would  have  been 
the  biggest  LBO  ever  in  Europe.  Indeed, 
if  there  are  more  earnings  reports  like 
Morgan's  latest,  Weatherstone  may 
have  to  send  out  a  new  order:  Damn  the 
traditions.  Full  speed  ahead. 

By  John  Meehan  in  New  York,  with  Rich- 
ard A.  Melcher  in  London 
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lEARSON  NEEDS  A  MIDAS 
ID  DICK  FULD  MAY  BE  IT 


firm's  hugely  successful  top  trader  could  be  its  next  president 


|ichard  S.  Fuld  Jr.  is  a  star.  At 
"Shearson  Lehman  Hutton  Inc., 
Lthe  bond  traders  under  him  gen- 
millions  of  dollars  in  profits.  He 
luilt  such  a  remarkable  following, 
ding  to  a  former  Shearson  manag- 
rector,  that  "people  at  the  firm  call 
raders  'the  Moonies'  because  of 
blind  devotion  to  him." 
!arson  insiders  say  CEO  Pe- 
.  Cohen  considers  Fuld  his 
ide,  and  many  believe  he  is 
le  inside  track  to  become 
rm's  president.  That  office 
leen  open  since  Jeffrey  B. 
resigned  on  Dec.  29,  after 
ities  were  reduced  in  a  ma- 
lakeup  on  Nov.  28.  In  No- 
er,  Cohen  promoted  Fuld, 
rom  the  head  of  taxable 
income  trading  to  direc- 
[  all  of  Shearson's  trading 
ties. 

I  SPIRIT.'  Fuld  was  also  giv- 
sponsibility  for  the  firm's 
processing,  technology,  and 
•  back-office  personnel, 
litionally,  the  most  power- 
?ople  here  have  supervised 
departments,"  says  an  of- 
Fuld  now  manages  a  staff 
500  people.  "Dick  has  an 
my  ability  for  making  mon- 
good  times  and  bad,  and  his  depart- 
has  an  extraordinary  team  spirit  at 
e  when  morale  at  the  rest  of  the 
is  very  low,"  adds  another  Shear- 
fficial. 

jht  now,  Cohen  is  going  to  need  all 
elp  he  can  get.  His  future  is  said  to 
laky.  He  announced  layoffs  of  800 


people  last  October  and  cut  brokers' 
commissions  in  November.  After  earn- 
ing $4.34  a  share  in  1986,  Shearson  has 
eked  out  profits  of  about  $1  a  share  each 
year  since.  And  its  stock  has  plunged 
from  an  initial  offering  of  $34  in  May, 
1987,  to  only  $1178  on  Jan.  17.  So  it's  "a 
bad  time  for  the  firm  to  be  trying  to  sell 


FULD:  "AN  UNCANNY  ABILITY  FOR  MAKING  MONEY' 


20  million  more  of  its  own  shares  in  a 
new  public  offering. 

The  task  is  made  even  harder  by 
Shearson's  rock-bottom  tangible  net 
worth — its  book  value  minus  goodwill, 
which  Shearson  says  was  $2.66  a  share 
as  of  last  Sept.  30.  That's  only  22%  of  its 
recent  stock  price.  Most  of  Shearson's 


$1.7  billion  of  goodwill  results  from  the 
firm's  ill-timed  1987  takeover  of  E.  F. 
Hutton  Inc.  Analysts  are  worried  about 
the  prospects  for  Shearson's  Balcor  unit, 
a  real  estate  investment  company.  It  has 
$114  million  of  nonperforming  loans, 
with  loss  reserves  of  a  scant  $10  million. 
"Everyone  I  talk  to  wonders  how  they're 
going  to  sell  this  offering,"  says  Law- 
rence Eckenfelder,  a  Prudential-Bache 
Securities  Inc.  analyst. 
SOUND  INSTINCTS.  But  when  Shearson 
tries  to  sell  the  stock,  Fuld's  new  power 
will  be  a  major  part  of  the  pitch.  "Peter 
can  say  that  he  has  elevated  someone 
with  a  strong  track  record,"  says  a 
Shearson  insider.  Cohen  and  Fuld  de- 
clined to  be  interviewed,  because  the 
new  shares  are  in  registration. 
Fuld,  who  received  a  ba  from  the  Uni- 
versity of  Colorado  and  an  MBA 
from  New  York  University,  has 
been  on  Wall  Street  for  two  de- 
cades. He  started  his  career  in 
1969  as  a  trainee  at  Lehman 
Brothers  and  became  a  protege 
of  legendary  trader  Lewis  L. 
Glucksman,  the  firm's  CEO  be- 
fore Lehman  was  sold  to  Shear- 
son  in  1984.  He  was  a  hero  at 
Lehman  during  the  Hunt  silver 
crisis  in  1980,  when  stock  and 
bond  prices  initially  dropped. 
Fuld's  trading  instincts  were  to 
take  big  positions  in  bonds. 
"Dick  made  us  $20  million  in  one 
month,"  says  Sheldon  Gordon,  a 
former  Lehman  partner.  And  at 
Shearson,  says  an  official  there, 
"Dick's  traders  make  money  ev- 
ery year.  He  has  managed  a 
very  tough  business  in  volatile 
times." 

That  kind  of  record  is  what 
put  him  on  the  fast  track.  Cohen 
expects  Fuld,  a  tough-talking,  hard- 
driving  manager,  to  have  an  influence 
on  the  entire  firm.  The  monosyllabic 
Fuld  is  nicknamed  "the  gorilla"  at 
Shearson  because  he  can  be  gruff.  So 
now,  when  he  grunts,  all  of  Shearson 
will  listen. 

By  Jon  Friedman  in  New  York 
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WHAT  THE  GENTLEMEN  DRINK 
WHEN  T>ip  LADIES  LEAVE  THE  ROOM. 


Old  C5rand-Dad  Kentucky  Straight  Bouft)obWtiiskey  .«%,Alc/Vor  186  Proof)  Distilled  and  Bottled  by  The  Old  Grand-Dad  Distillery  Company  Franklon.  KV 


OLD  GRAND-DAD 
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[ADE  METALS!  LITTLE  MONEY 
)WN!  LOSE  A  BUNDLE  QUICK! 

applies  to  the  full  amount  being  invest- 
ed— bank  borrowings  and  all.  To  recoup 
a  3.25%  commission  and  interest  pay- 
ments pegged  at  127' ,  silver  would  have 
to  advance  about  20'/' — a  level  the  metal 
has  cleared  just  three  times  in  the  past 
seven  years.  Because  of  the  risks,  Ellis 
says,  "we  actively  discourage  smaller  in- 
vestors" from  leveraged  sales. 

The  companies  under  scrutiny  by  law 
enforcement  officials,  however,  charge 
commissions  in  the  range  of  10'/.  The 
brokers  use  misleading  terminology  to 
lure  in  their  customers,  says  Mark  Fish- 
er, a  detective  with  the  Newport  Beach 
(Calif.)  police.  Then  fees  of  $7,000  or  so 
to  buy  and  sell  just  $24,000  worth  of 
silver  devour  potential  profits.  Silver 
must  rise  by  about  30%  before  custom- 
ers can  just  break  even  on  their  invest- 
ment (illustration). 

Perhaps  it's  not  surprising,  then,  that 
state  regulators  in  the  hot  areas,  partic- 
ularly California  and  Florida,  say  they 
are  being  swamped  with  consumer  com- 
plaints. "We  have  had  investors  who 
have  lost  more  than  $200,000,"  says 
Kathy  Holguin,  a  California  state  inves- 
tigator. "And  we  get  complaints  from 
people  whose  $50,000  has  been  lost  in 
three  weeks,"  she  adds. 
REGULATORY  VOID.  The  Feds  aren't 
much  help.  Unlike  sales  of  futures  con- 
tracts or  securities,  metals  transactions 
are  policed  only  sporadically  at  the  fed- 
eral level.  The  Federal  Trade  Commis- 
sion has  invoked  its  antifraud  powers  to 
halt  business  in  some  cases,  but  there 
are  no  specific  regulations  covering  the 
activity,  nor  are  dealers  required  to  reg- 

sr  rooms  with  steep  commissions  have  cost  investors  millions 

he  customer,  according  to  his 
daughter,  was  elderly  and  suffer- 
ing from  Alzheimer's  disease.  He 

seem  like  a  good  prospect  for  the 
fire,  risky  business  of  trading  pre- 
metals  on  credit.  But  that  didn't 
im  Murdoch,  his  broker  at  Interna- 

Benchmark  Inc.  In  a  year,  10 
5  put  through  by  Murdoch  caused 

of  $1,417,  according  to  records  ob- 
,  by  law-enforcement  authorities, 
.hat  wasn't  the  worst  of  it.  Along 
ay,  Murdoch  raked  off  some  $7,000 
nmissions,  wiping  out  the  starting 
ce  of  $5,000. 

California  Dept.  of  Corporations 
is  investigating,  but  pursuing  the 
will  be  difficult.  The  International 
imark  office  in  Newport  Beach, 

is  closed,  and  authorities  have  yet 
cate  the  principals.  Murdoch, 
gh  his  attorney,  declined  to  discuss 
;ase  with  BUSINESS  WEEK.  But 
's  no  doubt  that  International 
mark's  former  line  of  business — 
g  leveraged  precious  metals — is 
ig  into  a  jungle. 

•ed  in  by  aggressive  promoters, 

thousands  of  unsuspecting  investors  are 
discovering  too  late  that  the  magic  of 
credit  produces  inflated  losses  and  exor- 
bitant commissions.  Leveraged  sales  of 
precious  metals  today  account  for  an  es- 
timated $1  billion  annually  in  trades. 
And  the  protection  afforded  by  regula- 
tors for  this  burgeoning  area  is  spotty, 
at  best. 

In  suspect  and  reputable  programs 
alike,  silver  and  platinum  are  favored, 
says  Robert  Ellis,  executive  vice-presi- 
dent at  Fiscal  &  Monetary  Services,  a 
well-established  metals  dealer  in  Ports- 
mouth, N.  H.  He  adds  that  silver  and 
platinum  prices  swing  more  widely,  of- 
fering a  shot  at  greater  profits.  Also, 
most  investors  want  to  own  their  gold 
outright.  Without  doubt,  leveraged  pro- 
grams work  well  if  metal  has  a  big  year. 
For  example,  when  silver  doubled  in 
1987,  an  initial  investment  in  a  program 
such  as  Ellis'  would  have  tripled. 

Fiscal  &  Monetary  Services  charges  a 
3.257f   commission  on  silver — a  fairly 
typical  level — but  rates  at  some  firms  go 
as  high  as  13%.  A  reputable  dealer,  says 
Ellis,  makes  clear  that  the  commission 

THE  PERIL  IN  BUYING  PRECIOUS  METALS  ON  CREDIT 

ious  metals  salesmen  are  raking  in  millions  through  pitches  that  disguise  or  misrepresent  the  total  fees  involved.  Here 's  how: 


alesman:  "Did  you  know 
lat  with  your  investment  of 
10,000  you  can  own  silver 
'ith  a  total  contract  value  of 
40,000?  A  bank  will  loan  you 
le  extra  money  you  need." 
Customer:  "Sounds  great, 
ign  me  up" 


The  fine  print  in  the  confir- 
mation statement,  usually 
skipped  over  by  the  custom- 
er, shows  that  $40,000  "total 
contract  value"  is  a  mirage — 
a  figure  the  salesman  uses  to 
compute  his  10%  commis- 
sion. Salesman  deducts 
$4,000  from  $10,000  down 
payment,  leaving  only  $6,000 
to  invest  in  silver 


Since  the  bank  will  finance 
only  three-quarters  of  the 
deal,  it  lends  $18,000  at  12%. 
With  the  $24,000,  the  cus- 
tomer buys  3,780  ounces  of 
silver.  The  bank  takes  the  sil- 
ver as  collateral.  After  a  year, 
interest  totals  $2,160.  All 
told,  the  customer  has  laid 
out  $4,000  in  commissions, 
$2,160  in  interest 


►  If  silver  stays  the  same,  the 
customer  loses  $7,560,  in- 
cluding a  $1,400  selling  com- 
mission. 

►  If  silver  prices  rise  by  30% 
over  the  next  year,  which  has 
happened  in  only  three  of  the 
last  seven  years,  the  custom- 
er loses  $360. 

►  If  silver  falls  30%,  the  cus- 
tomer loses  $14,760 
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ister.  As  recently  as  1985,  the  Commod- 
ity Futures  Trading  Commission  reaf- 
firmed that  buying  metals  on  credit 
doesn't  fall  under  its  jurisdiction.  And 
even  though  CFTC  commission  member 
Fowler  C.  West  thinks  the  1985  ruling 
was  a  mistake,  it  doesn't  seem  likely  the 
full  commission  will  change  its  stance. 

State  officials  are  trying  to  fill  the 
regulatory  void.  Florida,  for  example, 
last  year  issued  a  cease-and-desist  order 
alleging  fraud  against  Uni-Vest  Finan- 
cial Services  Inc.,  a  Deerfield  Beach 
(Fla.)  dealer.  Uni-Vest  was  started  in 
1986  by  Charles  P.  Hoffecker,  who  was 
later  joined  by  Michael  Zambouros.  Both 
had  previously  been  employed  at  the 
International  Gold  Bullion  Exchange. 
Zambouros  was  chief  financial  officer  of 
IGBE,  and  Hoffecker  headed  one  of  its 
subsidiaries.  IGBE  bilked  an  estimated 
13,000  investors  out  of  millions  before  its 
vault  was  opened  in  1983  to  reveal  wood- 
en blocks  painted  gold. 
'LEGITIMATE.'  Zambouros  and  Hoffecker 
weren't  charged  with  anything  in  IGBE's 
collapse,  but  they  are  named  in  Florida's 
recent  action.  Zambouros  denies  the  alle- 
gations. "Bank  financing  is  a  legitimate, 
legal  program,"  he  says.  He  adds  that 
Uni- Vest's  139!  commission  was  not  ex- 


cessive and  was  in  fact  standard  in  the 
industry.  Hoffecker  could  not  be 
reached. 

Florida  also  is  investigating  Miami- 
based  Swissco  after  complaints  that  the 
firm  did  not  execute  orders  or  was  slow 
to  buy  customers'  metals.  The  activities 
of  a  now-defunct  Swissco  affiliate  in 
Rochester,  N.  Y.,  are  being  investigated 
by  the  New  York  State  Attorney  Gener- 


'We  get  complaints 
from  people  whose 
$50,000  has  been 
lost  in  three  weeks' 


al.  Swissco  principal  Gary  Stock  denies 
any  wrongdoing. 

Banks  charge  127(  or  so  these  days  for 
loans  to  make  the  deals.  Should  the  lend- 
ers police  the  deals  more  closely?  Flori- 
da deputy  comptroller  Lawrence  H. 
Fuchs  thinks  so.  He  recently  wrote 
Guardian  Trust  Co.,  a  $1  billion  Toronto 
bank,  which  is  one  of  the  biggest  pre- 
cious metals  lenders.  Fuchs  said  he  is 


trying  to  establish  that  dealers  ai 
agents  of  the  financial  institutions  th( 
work  with. 

Guardian  President  Robert  Brewertc 
denies  the  dealers  are  agents  of  h 
bank.  Brewerton  says  the  bank  "len( 
on  anything  that  has  a  collateral  value 
Guardian  previously  had  financed  trad( 
for  Uni-Vest,  Swissco,  and  Internation; 
Benchmark,  but  stopped  doing  si 
Brewerton  won't  comment  on  individu; 
cases,  but  admits  that  the  unregulatc 
environment  of  leveraged  metals  is  ' 
negative  for  everyone  concerned 
Guardian,  he  says,  is  cutting  back  i 
metals  lending. 

Wilmington  Trust  Co.,  whose  metal 
lending  program  is  praised  by  law-ei 
forcement  officials,  goes  so  far  as 
deal  directly  with  investors.  MiV 
Clarke,  Wilmington's  vice-president  f( 
precious  metals,  says  staffers  call  cu 
tomers  of  dealers  to  make  sure  they  ui 
derstand  leveraged  metals  tradinj 
Guardian's  Brewerton  goes  further- 
beit  only  in  an  interview:  "I  wouldn't  c 
it  myself."  In  the  realm  of  trading  pr 
cious  metals  on  credit,  that  sounds  lik 
the  most  forthright  disclosure  of  all 

By  Daind  Zigas  in  New  York,  with  Ga 
DeGeorge  in  Miami  and  bureau  reports 


Where  Do  Successful  Prof essional  Investors  Get  Their  Edge? 


THE  INSTITUTIONAL  INVESTOR  FOCUS  ON  INVESTMENT 
MANAGEMENT  Edited  by  Frank  J.  Faboz/i 
The  finest  minds  in  finance  help  you  keep  pace  with 
the  most  important  innovations  in  equity  management, 
fixed-income  management,  real  estate  investing,  and 
asset  allocation.  The  Instiiulional  Investor  Series  in 
Finance-  780  pp./cloth/$69.95 

FINANCIAL  FUTURES  MARKETS:  Structure,  Pricing, 
and  Practice  By  John  J.  Memck,  Jr. 
Clearly  introduces  the  ins  and  outs  of  exchange-traded 
financial  futures — arming  you  with  a  framework  for 
implementing  modem  hedging,  spreading,  and 
arbitrage  techniques.  The  Institutional  Investor  Series 
in  Finance    260  pp./cloth/$39.95 

MANAGING  FINANCIAL  RISK  By  Clifford  W  Smith,  Jr . 
Charles  W.  Smithson,  &  D  Sykes  Wilford 
Gain  fast  expertise  in  forwards,  futures,  swaps,  and 
options  as  four  powerful  "building  blocks"  to  help  your 
firm  customize  its  own  financial  risk  management 
program.  The  Institutional  Investor  Series  in  Finance. 
416  pp./cloth/$45.00 

CREATED  IN  JAPAN:  From  Imitators  to  World-Class 
Innovators  By  Sheridan  M.  Tatsuno 
Debunks  the  myth  of  the  Japanese  inability  to 
innovate — offering  a  penetrating  look  into  a  changing 
Japanese  society  where  creativity  is  the  new  rallying 
point  for  industry.  240  pp./clolh/S21 .93 
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McGraw-Hill  Bookstore,  1 221  Avenue  of  the  Americas 
New  York,  NY  10020  Tel.  212-512-4100  Fax:  212-512-4105 

YES!  Please  rush  me: 
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Fabozzi:  THE  INSTITUTIONAL 
INVESTOR  FOCUS  ON 
INVESTMENT  MANAGEMENT 
Merrick:  FINANCIAL  FUTURES 
MARKETS 

Smith  et  al:  MANAGING 

FINANCIAL  RISK 

Tatsuno:  CREATED  IN  JAPAN 


Check,  money  order,  or  credit  card  only: 
□  Visa     □  AMEX     □  MasterCard 

.Accounl  No,  Exp.  _ 


City  . 


-Zip- 


Please  add  appin  utile  ^ule\  tax.  pln\  $2  50  for  US  postage  and 

hunJIni,: 

BW190 


Tlve  McGraw-HiltBookstore: The  Professionals'  Information  Center! 
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"The  NP6650.  Award  for  Excellent  Overall  Copy  Quality" 
"The  NP8580.  Best  Overall  Performance  based  on 
Hands-On  Evaluation" 

-Datapro  1/89 

"Most  Outstanding  Copier-Overall.  NP8580" 
"The  Canon  NP6650  is  the  mid-volume  copier  of  choice" 
"The  lab's  ever-skeptical  technicians  were  impressed 
with  its  (the  NP1215)  performance" 

-Buyer's  Lab  5/89 

"The  Color  Laser  Copier  is  the  standard  by  which 
other  color  copiers  are  judged" 

—American  Office  Dealer  7/89 

When  you're  America's  most  popular  copier, 
you  have  to  face  the  critics. 

The  reviews  are  in.  When  it  comes  to  business  copiers,  the  choice  is  Canon. 
Being  number  one  in  copier  placements  for  seven  consecutive  years,  and 
our  over  5  million  copiers  produced  worldwide  prove  it. 


inside  Wall  street 


BY  GENE  G.  MARCIAL 


THE  STEEL  IS  SET 
FOR  A 

COMEBACK  AT  FLUOR 


In  mid-January,  when  the  market 
shook  investors  anew  with  a  91- 
point  fall  in  just  two  days,  money 
manager  Frank  Jennings  didn't  panic. 
He  bought  more  shares  of  companies 
he  likes.  "There  wasn't  any  real  reason 
to  be  overly  concerned,"  says  Jennings, 
managing  director  of  AIG  Global  Inves- 
tors, which  oversees  some  $10  billion 
for  its  parent,  the  giant  insurer  Ameri- 
can International  Group. 

What  was  at  the  top  of  his  buy  list? 
Calling  it  a  "comeback  stock,"  Jen- 
nings picked  Fluor,  the  world's  largest 
engineering  and  construction  company. 
"Fluor's  earnings  are  bound  to  Sur- 
prise a  lot  of  people  over  the  next  few 
years,"  says  Jennings,  whose  AIG  Glob- 
al portfolio  posted  a  337c  gain  in  1989. 

"We  look  for  companies  with  strong 
internal  dynamics  and  strong  growth," 
says  Jennings.  He  feels  that  Fluor's 
business  is  tied  to  sectors  of  the  econo- 
my that  are  now  healthy  and  vibrant. 
He  points  out  that  Fluor  is  a  big  bene- 
ficiary of  capital  spending  on  infra- 
structure projects  for  both  the  govern- 
ment and  the  private  sector,  including 
power  plants,  oil  refineries,  and  other 
industrial  facilities.  Capital  investment 
on  infrastructure  should  come  back 
strongly  in  the  1990s,  he  says.  Already, 
Fluor's  order  backlog  has  been  on  the 
rise,  to  $8.4  billion  as  of  Oct.  31,  1989, 
vs.  the  prior  fiscal  year's  $6.7  billion. 
LOOKING  EAST.  Another  possible  boon 
to  Fluor  is  the  overseas  market.  "We 
think  demand  for  infrastructure  will  in- 
crease with  the  relaxation  of  bound- 
aries between  Eastern  and  Western 
Europe,"  says  Candice  Eggerss,  an  an- 
alyst at  Morgan  Stanley.  In  fact,  Flu- 
or's international  backlog  has  been 
growing  faster  than  its  U.  S.  backlog. 
The  international  backlog,  now  23%  of 
the  total,  is  expected  to  swell  to  50% 
over  the  next  few  years,  says  Eggerss. 

Once  a  highflier  that  traded  at  $71  a 
share  in  1980,  Fluor  started  to  tumble 
when  the  company  posted  losses  for 
three  consecutive  years  starting  in 
1985.  After  falling  to  $11  a  share  in 
1987,  the  stock  started  rebounding  the 
following  year,  when  Fluor  made  it 
back  into  the  black. 

Currently  at  38,  Fluor  is  way  under- 
valued, say  Jennings  and  Eggerss. 
"The  stock  could  trade  at  the  market's 


FLUOR  CONTINUES 
ITS  CLIMB 


STOCK  PRICE 
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multiple  on  prospective  1992  earnings 
per  share  of  $3.50,  which  implies  a  12- 
month  price  target  of  $46  a  share," 
figures  Eggerss.  Jennings  thinks  the 
stock  is  worth  even  more.  He  sees  Flu- 
or trading  as  high  as  75  in  the  next  two 
years  based  on  its  fast  earnings 
growth.  Another  plus:  Fluor  may  sell 
its  coal  and  lead  operations  and  then 
repurchase  a  big  chunk  of  its  shares. 


ARE  BIG  GUNS  OUT 
FOR  A  JERSEY  BANK? 


RE 
r 


regional  bank  stocks  are  not  to 
be  found  on  the  buy  lists  of 
Lmost  pros  these  days.  The  real 
estate  slump  and  fear  of  recession 
have  put  a  damper  on  the  banks'  earn- 
ings outlook.  One  exception  is  UJB  Fi- 
nancial, whose  stock  has  plunged  from 
nearly  29  in  October  to  17. 

Why  have  some  bank  executives 
been  buying  shares  instead  of  dumping 
them?  One  bull  believes  the  current 
turmoil  in  the  New  Jersey  real  estate 
market  won't  get  any  worse  and  that 
UJB  will  be  able  to  ride  out  the  storm. 
Formerly  known  as  United  Jersey 
Banks,  UJB  is  a  holding  company  that 
owns  12  banks  with  250  branches  in 
New  Jersey  and  eastern  Pennsylvania 
and  assets  of  $11.5  billion.  "We  contin- 
ue to  regard  UJB  as  one  of  the  better- 
managed  banks  in  its  peer  group," 
says  Lacy  Shockley,  an  analyst  at 
Smith  Barney,  Harris  Upham. 

But  there's  more  to  the  buying  than 
bargain-hunting,  say  some  pros.  One 
investor  says  UJB  has  been  quietly  talk- 
ing with  some  financial  institutions,  in- 
cluding some  foreign  banks  and  Bank 
of  New  York,  about  a  takeover  or 


merger.  This  pro  says  that  UJB,  whosi 
book  value  is  estimated  at  $19  a  share 
would  be  worth  $30  to  $35  a  share  in 
buyout.  One  of  ujb's  attractions  ti 
bank  biggies,  he  says,  is  its  very  solii 
New  Jersey  business,  which  "is  entic 
ing  some  of  the  major  banks  who  wan 
a  toehold  in  the  state."  A  UJB  spokes 
man  confirms  there  was  heavy  shan 
buying  by  senior  executives  and  direc 
tors  in  December.  But  he  declined  com 
ment  on  the  takeover  talks. 


CLEANING  UP  ON 
CLEAN-AIR  CONCERNS 


For  a  relatively  small  companj 
with  a  modest  following  on  Wal 
Street,  Donaldson  has  an  impres 
sive  roster  of  big  shareholders.  Institu 
tional  investors  hold  nearly  54%-  of  its 
9.5  million  shares  outstanding,  witl' 
four  groups  each  holding  5%  or  more 
Some  investors  like  Donaldson  be- 
cause it  will  profit  from  the  nation'^ 
growing  concern  about  the  environ- 
ment. Donaldson  is  a  major  supplier  ol| 
air  filters  to  the  big  original-equipmen 
manufactures  such  as  Caterpillar  i 
the  U.  S.  and  Komatsu  in  Japan.  Oth 
ers  think  a  buyout  may  be  in  the  off^ 
ing.  Donaldson's  stock,  which  hardlyl 
budged  during  the  recent  market  stum-j 
ble,  currently  trades  at  $22  a  share. 

Donaldson  is  benefiting  from  m 
creasingly  stringent  antipollution  laws 
The  New  York  Transit  Authority  has 
already  0.  K.'d  a  plan  to  buy  400  buses 
equipped  with  Donaldson's  specially 
designed  exhaust  trap  in  order  to  meet 
1991  federal  clean-air  standards. 

Donaldson's  "technological  leader-] 
ship  and  close  ties  with  original-equi 
ment  customers  make  it  an  attractive 
acquisition  for  a  larger  company,  espe- 
cially one  with  a  strong  presence  in  th 
equipment  aftermarket,"  says  Andy] 
Silver,  an  analyst  at  Dillon  Read  wh' 
puts  the  company's  takeover  value  at] 
$33  a  share.   Donaldson's  Japanese 
business  alone,  which  earned  $2.5  mil- 
lion in  1988,  is  worth  $125  million,  or| 
$13  a  share,  estimates  Silver. 

The  outside  groups  that  own  big! 
stakes  include  Invista  Capital  Manage-] 
ment  (7.4%),  and  Pioneering  Manage 
ment  (5%).  Former  Chairman  Frank 
Donaldson,  the  founder's  son  and  now^ 
a  director,  owns  7%  of  the  stock.  Al- 
though an  ESOP  owns  13%,  "a  bona  fide 
offer  that  fully  reflects  Donaldson's 
value  might  be  difficult  to  reject,"  says 
Silver.  Some  are  betting  that  70-year- 
old  Frank  Donaldson  is  ready  to  sell. 
He  couldn't  be  reached  for  comment. 
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Wbricing 
Hand-bi-Hand 

With 
he  Environment 
Is  Just  Good 

Business. 


GLOBE  '90-an 
international  meeting  and 
market  piace  promoting 
iong  term,  practicai 
solutions  to  today's 
environmental  challenges. 

The  GLOBE  '90  International  Trade  Fair 
and  Conference  will  offer  industry, 
government,  business,  international 
lending  institutions,  environmental 
groups  and  the  academic  world  the 
opportunity  to  participate  in  the 
development  of  policies  and  planning 
needed  to  meet  the  environmental 
challenges  of  the  next  decade  and  to 
identify  the  business  opportunities  they 
represent. 

Over  50  nations  will  be  involved  in  this 
opportunity  to  access  the  products, 
services  and  technology  of  over  500 
exhibitors  and  to  exchange  views  with 
over  400  conference  speakers  like  Dr  Gro 
Harlem  Brundtland,  Chairman  of  the 
World  Commission  on  Environment  and 
Development. 

Find  out  how  you  can  participate  in 
GLOBE  '90.  Find  out  how  your 
organization  can  benefit. 

GLOBE  '90,  it's  a  new  world  of 
opportunities.  Be  there  March  19th  to 
23rd,  Vancouver,  B.C.,  Canada. 

For  registration  or  further  information  fax 
your  questions  to:  GLOBE  '90  Fax  Info 
Centre  (604)  681-1049  or  phone  toll  free 
1-800-268-1121  Ext.  747 


GLOBE 


Global  Opportunities 

for  Business 

and  the  Environment 


GLOBE  '90  is  a  joini  production  of  Major  Event  Management  Inc.  and  the  Government  of  Canada 
with  major  sponsorship  from  the  Province  of  British  Columbia,  BC  Gas.  BC  Hydro,  BC  Transit, 
Canadian  Airlines  International,  Delta  Airlines  Inc  ,  Royal  Bank  of  Canada  and  in  co-operation  with 
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There's  never  been  a  car  like  Thunderbird. 
And  there's  never  been  a  Thunderbird  like  this. 


Quality  by  design. 

The  idea  is  simple:  commitment  to  the 
excellence  of  each  vehicle  component  can 
result  in  improved  vehicle  quality  overall. 
An  example:  over  400  of  Thunderbird's 
mechanical,  operational,  and  comfort  fea- 
tures were  compared  to  features  on  cars 
like  Mercedes  190E,  Toyota  Supra  L,  and 
BMW  633CSi.  By  employing  this  kind  of 
detailed  analysis,  Ford  strives  to  make 
each  new  vehicle  superior  to  what  we've 
offered  before.  It's  all  part  of  insuring  that 
Quality  is  Job  1. 

Structural  integrity. 

Thunderbird  was  designed  with 
increased  structural  adhesives  at  joints 
and  two-part  expanding  foam  throughout. 

Buckle  up-together  we  (  an  save  lives. 


This  not  only  results  in  reduced  noise 
and  vibration  in  the  passenger  compart- 
ment, but  allows  for  a  longer,  wider  whe  ii'fri 
base  that  gives  the  vehicle  a  more  substar 
tial  feel  over  the  road. 

Ride  and  handling. 

Thunderbird  features  a  four  wheel 
independent  suspension  with  rear  con- 
trol arms  and  a  front  tension  strut 
that  are  "double  isolated!'  All  of  which 
helps  to  insure  less  harshness  in  ride 
and  in  handling. 

"Speed  sensitive"  rack  and  pinion 
steering  also  adds  to  the  Thunderbird's 
"feel!'  It  adjusts  the  amount  of  power 
assist  from  light  effort  steering  at  lower 
speeds  to  a  firmer  feel  at  faster  speeds. 


Br. 

underbird's  3.8  liter  V-6  features 
friction"  roller  tappets  and  sequen- 
lectronic  fuel  injection.  Also,  light- 
ht  components  like  magnesium 
?r  covers  assist  in  providing  a  better 
;r-to-weight  ratio. 

idynamics  and  ergonomics. 

is  is  the  most  aerodynamic 
iderbird  ever  designed.  Which  trans- 
into  less  wind  resistance,  improved 
ling,  and  reduced  interior  noise, 
lomically,  there's  more  head,  shoulder, 
md  leg  room  than  the  Thunderbird 
;t  a  couple  of  years  past. 

'  equipped. 

underbird  LX  features  air  condition- 


ing, powder  w^indows,  electronic  AM/FM 
stereo  with  cassette  player,  speed  control, 
fuel/distance  computer,  and  full  electronic 
instrumentation.  All  standard. 

Best-built  American  cars. 

The  best-built  American  cars  are  built 
by  Ford.  This  is  based  on  an  average  of 
consumer- reported  problems  in  a  series  of 
surveys  of  all  Ford  and  competitive  '81-'89 
models  designed  and  built  in  North 
America.  At  Ford,  "Quality  is  Job  1." 


Ford  Thunderbird 


Have  you  driven  a  Ford... lately? 


orts  Business 


HORSE  RACING  I 


THE  SHOE'  HANGS  UP  HIS  SILKS 
-AGAIN  AND  AGAIN 


Bill  Shoemaker's  farewell  has  been  incredibly  long — and  lucrative 


Talk  about  your  long  good-byes.  Ev- 
ery year  brings  a  new,  agonizingly 
extended  exit  by  some  retiring 
sports  superstar  touring  the  country  for 
one  last  wave  to  adoring  fans.  And  now- 
adays, the  stars  get  more  than  lumps  in 
their  throats. 

Last  year,  when  Los  Angeles  Laker 
Kareem  Abdul-Jabbar  finally  benched 
his  skyhook,  among  the  gifts  he  lugged 
with  him  was  a  white  Rolls-Royce  from 
teammates.  But  perhaps  no  one  has  ever 
grabbed  with  such  gusto  on  his  way  out 
as  Bill  (formerly  Willie)  Shoemaker. 
PONYING  UP.  "The  Shoe,"  who  guided  a 
record  8,831  Thoroughbreds  to  victory 
and  $123.3  million  in  prize  money  during 
his  41-year  career,  thunders  down  his 
last  furlong  on  Feb.  3  at  Santa  Anita 
Park  outside  Los  Angeles.  But  the  58- 
year-old  jockey's  most  lu- 
crative mount  has  been  a 
graying  nag  called  Retire- 
ment. A  seven-month  inter- 
national tour  will  take  in 
some  $1  million  from  49 
tracks  that  ponied  up  as 
much  as  $120,000  apiece 
for  the  privilege  of  having 
Shoemaker  make  one  of 
his  many  final  trips  to  the 
post.  "No  one  begrudges 
Bill  Shoemaker  his  day  in 
the  spotlight,"  says  Neic 
York  Times  racing  writer 
Steve  Crist.  "He's  a  be- 
loved figure,  but  his  hand 
has  been  out  there  just  a 
little  too  long." 

Outrage  at  the  Shoe's 
bold  commercialization 
caused  some  of  the  biggest 
tracks  in  the  business  to 
slap  his  palm.  Aqu'duct, 
Belmont  Park,  and  S.iJ'ato- 
ga,  all  owned  by  the  'ew 
York  Racing  Assn.,  >-e- 
fused  to  pay  Shoemake  s 
asking  price— $75, Oi 'i 
apiece.  Louisiana  Down 
even  balked  when  it  was 
slashed  to  $40,000.  "We're 
a  small  track.  We  couldn't 
afford  that  kind  of  money 
for  Bill  Shoemaker  or  any- 


one else,"  says  Ray  A.  Tromba,  director 
of  marketing  at  Louisiana. 

Certainly  the  flap  detracts  from  one 
of  racing's  most  brilliant  careers.  In  his 
heyday.  Shoemaker's  mounts  included 
such  legendary  champions  as  Swaps,  Da- 
mascus, and  Spectacular  Bid.  In  1986,  at 
54,  when  he  racked  up  his  fourth  Ken- 
tucky Derby  victory,  atop  Ferdinand, 
Shoemaker  became  the  oldest  rider  ever 
to  win  the  Run  for  the  Roses. 

"He's  to  racing  what  Babe  Ruth  was 
to  baseball,"  says  Fran  Conners,  head  of 
marketing  at  Philadelphia  Park.  The 
park  paid  Shoemaker  $20,000  for  a  two- 
day  appearance,  says  Conners,  and  got 
three  days  of  front-page  coverage.  At- 
tendance jumped  27%,  to  8,900,  on  the 
day  Shoemaker  rode  four  horses.  Other 
tracks  also  reported  that  the  Shoe's  ap- 
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pearance  increased  attendance.  Sant 
Anita,  which  outbid  Hollywood  Par 
with  a  $120,000  payment  for  Shoemal 
er's  absolutely,  positively  last  race,  got 
bonus  when  ABC-TV  decided  to  telecas 
the  final  ride  nationally. 

What  persuaded  Shoemaker  to  mak 
such  a  tacky  departure?  After  collectin 
more  than  $13  million  in  winnings,  h 
insists  he  doesn't  need  the  money.  Ii 
stead,  he  says  he  was  talked  into  it  b  )(jel 
Michael  Watt,  a  tour  promoter  wli--- 
heads  London-based  Communicatio 
Sports  International.  "Watt  tried  to  gi 
me  to  do  it  for  two  years,"  says  Shoi 
maker.  "I  finally  decided  I  wanted  to  g 
to  places  I  had  never  been."  That  he  di(  i 
While  his  tour  took  him  to  tracks 
Australia  and  throughout  Europe,  it  all 
took  him  to  much  of  racing's  outbaclleiiioi 
including  Sallisaw,  Okla.  There,  Blifppi 
Ribbons  Downs  anted  up  $30,000  for 
one-day  stop. 
'TOUT  SHEET.'  Even  away  from  his  far  ip.  C 
well  tour,  though.  Shoemaker  ha 
stirred  controversy.  Last  October,  a  M  A 
ami  company  talked  him  into  putting  h 
name  on  "Shoe's  Breeders'  Cup  Line 
For  $2.95,  callers  to  the  900  numb( 
could  hear  Shoemaker  predict  winners  (  li 
upcoming  Breeders'  Cup  races.  Aft( 
the  racing  press  and  track  owners  e: 
pressed  indignation,  Sho 
maker  decided  to  pull  t\  [edf: 
plug.  "They  really  messe  >  in 
that  one  up,"  he  says 
didn't  know  it  was  going  1  irfc 
be  a  tout  sheet.  I  was  jui  iC. 
hoping  to  talk  to  people.' 

Now  the  Shoe,  who  liv( 
in  San  Marino,  Calif.,  wit 
his  third  wife  and  their 
year-old  daughter,  is  ge 
ting  ready  for  life  after  tl  i  no* 
silks.  He  plays  a  lot 
golf,  and  he  has  lined 
backers  for  a  l2-horse  sfc|tlBe 
ble  with  him  as  the  traine 
And  after  appearing  wit  unvi 
former   basketball  st£ 
Wilt  Chamberlain  in 
award-winning  ad 
American  Express  Co 
year,  he's  ready  to  take  cjited 
other  endorsements. 

"If  anyone  calls,  I'd  1: 
willing  to  listen,"  he  say 
Listening  to  the  quick-buc 
crowd,  however,  is  wh; 
brought  the  Shoe  so  muc 
criticism  for  the  farewe  s 
tour  and  the  hotline.  Aft<  n 
spending  his  life  on  the  p- 
nies,  you'd  think  he'd  ha\|t(i 
more  horse  sense. 

By  Ronald  Grover  in  L 
A  ngeles 


Wii^GHING  IN:  THE  SHOE  IS  DRAWING  HUGE  CROWDS  TO  HIS  FINAL  FURLONGS 
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YEN-UP:  WHERE  HAVE  ALL 
IE  BUBBLES  GONE? 


lebt  and  Sprite's  new  splash  may  force  its  share  down  further 


k  oes  anyone  remember  TUP  Gold? 
I  Launched  just  two  years  ago  by 
Dallas-based  Dr  Pepper/Seven- 
los.,  the  cinnamon-flavored  soft 
was  supposed  to  complement  TUP, 
)da  maker's  mainstay  lemon-lime 
ige.  But  TUP  Gold  had  a  flaw— an 
norable  taste.  The  brand  quickly 
leared. 

'  Gold  is  just  one  of  several  re- 
letbacks  for  Dr  Pepper/Sev- 
.  Cherry  TUP,  the  compa 
ither  new  product,  has 
y  lost  half  the  mar- 
are  it  grabbed  af- 
jpearing  in  198T. 
!,  TUP's  once- 
ant  share  of 
4.5  billion  re- 
arket  for  lem- 
le  sodas  has 
i  from  almost 
in    1985  to 

3T%  today, 
ling  to  analyst 
C.  Maxwell  of 
t,  First  Securi- 
nc.  Meanwhile, 
Cola    Go.  has 
;d  its  Sprite  brand 
a  36%  share  to  42'/".  .  ' . 

low,  Coca-Cola  is  promotmg 

even  harder.  "The  firepower  is 

increasing  for  Sprite,"  says  Mi- 
Beindorff,  vice-president  for  mar- 
anning  at  Coca-Cola  Lis.4. 
nvE  NET.  Squaring  off  against  a 
us  such  as  Coca-Cola  would  be 

enough  for  a  well-financed  mar- 
— but  Dr  Pepper/Seven-Up  hardly 
ash  to  spare.  The  company  was 
'd  in  1986  by  the  merger  of  Seven- 
hich  had  been  spun  off  from  Philip 
s  Cos.,  and  Dr  Peppef,  which  had 

taken  private  in  a  leveraged 
it.  The  combined  company,  now  pri- 
is  saddled  with  $1  billion  in  debt, 
.  has  a  negative  net  worth, 
t  year,  operating  income  rose  9%, 
estimated  $109  million,  on  sales  of 
nillion,  but  the  gains  mainly  reflect 
vements  at  Dr  Pepper:  Income 

Seven-Up  brands  was  flat.  For 
Dr  Pepper /Seven-Up  can  cover  its 
d  cash  interest  expense  of  $T5  mil- 


lion, but  in  1993  it  must  make  an  addi- 
tional $84  million  payment  on  a  zero- 
coupon  bond  issue.  Partly  to  contain 
costs  last  year,  the  company  cut  its  mar- 
keting budget  for  Seven-Up  by  147<  . 

CEO  John  R.  Albers  is  optimistic  about 
1990,  but  he  recognizes  his  problem: 
"The  debt  has  certainly  constrained  us," 


he  says.  Albers  had  to  divert  a  chunk  of 
his  tight  marketing  budget  to  the 
launches  of  Cherry  TUP  and  TUP  Gold. 
As  a  result,  the  company's  core 
brands— TUP  and  Diet  TUP— got  little 
support  when  caffeine-free  colas  and 
Sprite  pressed  their  attacks. 

With  TUP  Gold  gone,  Albers  will  con- 
centrate on  regular  TUP  and  Diet  TUP. 
To  reach  teenagers  and  young  adults — 
the  serious  soda  guzzlers 
who  now  favor  Sprite 
over  TUP — he's  accelerat- 
ing a  successful  ad  cam- 
paign that  features  the 
character  of  Spot,  a 
frisky  red  dot  that  ap- 
pears mostly  in  commer- 
cials that  appear  during 
children's  programs.  Spot 
will  frolic  in  all  the  1990 
television  ads  for  TUP. 

Then   there's   the  Dr 
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▲  PERCFNT  EST. 
•INCLUDES  DIET  SPRITE  S  7UP,  CHERRY  7UP  S  7IIP  GOLD 
DATA;  WHEAT  FIRST  SECURITIES  INC. 


Pepper  unit.  In  1986,  Seven-Up's  sales  of 
$2T2  million  were  507'  greater  than  Dr 
Pepper's.  But  while  Seven-Up's  sales 
slowed,  Dr  Pepper  expanded  from  its 
stronghold  in  the  South  to  several  West- 
ern states,  pushing  estimated  1989  sales 
to  $259  million — $14  milllion  more  than 
Seven-Up.  Operating  profits  from  Dr 
Pepper,  which  has  no  direct  rival,  grew 
15%,  to  $T1  million,  last  year.  Meanwhile, 
a  price  war  with  Sprite  over  the  past  two 
years  has  cut  TUP's  margins. 

Albers  figures  Dr  Pepper  can't  keep 
up  the  fast  growth.  But  the  Dr  Pepper 
sales  force,  which  has  successfully  sold 
that  soft  drink  to  restaurants,  is  now 
peddling  TUP  as  well.  As  a  result.  Bur- 
ger King  now  serves  TUP  in  T0%'  of  its 
5,400  outlets.  Albers  has  also  increased 
the  number  of  vending  machines  offer- 
ing TUP  and  Dr  Pepper 
by  407'  ,  to  100,000. 
STAR  POWER.  Coca-Cola, 
however,  has  800,000 
vending  machines, 
and  the  company  is 
stocking  more  and 
more  of  them 
with  Sprite, 
which  Coca-Cola 
managers  want 
to  position  as 
one  of  their  core 
brands.  To  get 
wider  distribution, 
Coca-Cola  has  also 
been  pressuring  more 
of  its  bottlers  to  pro- 
duce Sprite  and  Diet 
Sprite. 

Coca-Cola's  commit- 
ment to  Sprite  means 
that  Albers  will  have  to 
struggle  harder  for  every  point  of 
market  share.  This  year,  for  the  first 
time,  Coca-Cola  will  air  a  Sprite  commer- 
cial during  the  pregame  segment  of  Su- 
per Bowl  Sunday.  For  an  encore,  Coca- 
Cola  is  planning  ads  and  promotions 
featuring  a  new  Sprite  spokesman:  ultra- 
cool  comedian  and  talk-show  host  Ar- 
senio  Hall. 

Not  to  be  outdone,  Seven-Up  has  a 
Diet  TUP  spot  for  the  Super  Bowl  to 
give  the  brand  a  big  push 
for  the  new  year.  And  Al- 
bers says  a  truce  in  the 
soda  price  wars,  which 
pusheci  up  sales  late  in 
1989,  will  improve  Seven- 
Up's  margins.  Albers 
needs  more  such  boosts 
before  TUP,  one  of  the 
best-known  sodas  going, 
gets  back  its  fizz. 
By  Kenn  Kelly  in  Dalkm  and 
Walecia  Konrad  in  Atlanta 
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W)uld  you  h 
to  take  a  toriii 
last  15  years? 


ethenerw 
ide  that  could 


We  would.  We're  Montedison,  Italy's  largest  fine  Dons  that  are  technologically  advanced,  yet  ecologically 

chemistry  company,  and  a  pan  of  the  Ferruzzi  sound  To  get  there,  we've  placed  an  extraordinary 

Group.  We  know  that  if  you  want  to  change  the  emphasis  on  research.  Investing  almost  three  hun- 

fumre,  you've  got  to  stan  planning  for  it  now.  Ma-  dred  million  dollars  a  year  in  Research  and  Develop- 

tenals  chemistry.  Health  care.  Clean  energy.  These  ment  alone.  For  it  is  only  through  the  research  of 

are  the  areas  of  our  endeavours  and  in  which  we  today  that  we  can  find  the  answers  of  tomorrow, 

are  among  the  wodd  leaders.  Bnnging  forth  solu-  No  matter  how  long  a  train  nde  we  have  to  take. 


22  moriTEOison 

Gruppo  Ferruzzi 

NEXT  GENERATION  CHEMISTRY 
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Finances 


PENSION  PLANS  PAY  OFF 
FOR  SMALL  BUSINESSES.  TOO 


sir? 


It's  sad  but  true:  According 
to  the  Labor  Dept.,  only 
23/'  of  the  employees  in 
small  businesses  are  covered 
by  a  retirement  plan.  Too  of- 
ten, small  companies  regard 
pension  plans  as  luxuries  fit 
only  for  big  corporations. 

Of  course,  if  a  business 
generates  so  little  income  that 
it  doesn't  need  the  lOO'X  tax 
deduction  brought  by  pension 
contributions,  it  probably 
won't  get  much  out  of  a  re- 
tirement plan.  Otherwise,  a 
plan  can  make  good  financial 
sense — and  give  the  company 
a  competitive  edge  in  keeping 
talented  personnel. 

For  businesses  with  a  few 
dozen  employees  and  perhaps 
$30,000  in  annual  pension  con- 


tributions, the  ideal  starter 
plan  is  a  Simplified  Employee 
Pension  (SEP;,  says  Mark  Dun- 
bar, a  senior  consultant 
for  pension  administrators 
Halliwell  &  Associates.  Little 
paperwork  is  required:  The 
employer  simply  opens  and 
funds  an  IRA  for  each  employ- 
ee. However,  the  funds  imme- 
diately belong  to  the  employ- 
ee. "If  your  company  has 
high  turnover,  SEPs  cost  you 
lots  of  money,"  warns  Mark 
Rayford,  manager  of  fund  op- 
erations at  T.  Rowe  Price. 
GOOD  MATCH.  For  that  reason, 
many  advisers  recommend  a 
plan  that  gives  the  employer 
more  control,  especially  for 
companies  with  50  or  more 
employees.  The  hottest  plan 


now  is  the  401(k),  in  which 
workers  contribute  a  percent- 
age of  their  gross  earnings — 
up  to  approximately  ,$7,900 
this  year — and  the  employer 
matches  a  portion  of  it.  Often, 
"the  size  of  the  match  doesn't 
matter  to  employees — only 
the  fact  that  it  exists,"  says 
Kevin  Gregson,  a  consultant 
with  administrators  Noble 
Lowndes.  But  to  motivate 
low-salaried  workers  to  con- 
tribute, it's  probably  better  to 
match  contributions  more 
fully — say,  dollar  for  dollar 
up  to  3"  of  income  vs.  50?  per 
dollar  up  to  6%  of  income. 

For  401(k)s  to  be  tax-de- 
ductible, a  percentage  of  em- 
ployees at  all  salary  levels 
must  participate.  So,  compli- 


ance can  be  tricky  if  a  bn  br 
ness  is  top-heavy  with  hig 
compensated  staff.  In 
case,  a  better  route  might 
one  of  two  types  of  Ke( 
plans,  both  entirely  funded 
the  employer.  With  one, 
profit-sharing  plan,  employfont 
can  vary  the  annual  contri  i  rigl 
tion  or  even  skip  a  year.  I  ;ery ; 
so  with  a  money-purchi 
plan,  which  designates  m  fled, 
datory  fixed  amounts. 

There  are  two  basic  w: 
to  service  retirement  pla 
The  more  traditional  "unblize 
died"  method  involves  a 
amount  of  hiring:  You'll  n^ 
an  administrator  (trust  c< 
pany,  accounting  firm,  or  p 
sion  consultant)  to  estabi  i  \\i 
the  plan  and  handle  the  sui: 
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THE  MOST  POPULAR  PLANS 


record-keepinjr  and  gov- 
nt  filings.  You'll  also 
in  investment  manap;er.. 
approach  provides  the 
customized  service,  but 
Is  to  be  costly — and  be- 
i  small  business'  grasp: 
managers  have  account 
urns  of  $500,000. 
ruRNKEY.  The  other  ap- 
ii — which  runs  about 
;heaper — is  a  turnkey 
isually  offered  by  a  mu- 
md  company.  Here,  the 
)r  does  everything:  It 

up  a  prototype  plan  (a 
.rdized  document,  pre- 
yed by  the  IRS),  handles 
dministration,  and  in- 
the  assets. 

drawbacks?  Turnkey 
ilmost  always  invest  ex- 
ely  in  the  sponsor's 
;ts.  So  they  can't  accom- 
e  a  specific  hivestment 
,  like  buying  your  own 


Name 

Funded  by                              Up  to  this  percent 

of  gross  pay 

401 (K) 

Employee,  fully  or  partially 
matched  by  employer 

20% 

PROFIT  SHARING 

Employer,  amount  can  vary  annually 

15 

MONEY  PURCHASE 

Employer,  in  same  omount  each  year 

25 

SIMPLIFIED 
EMPLOYEE  PEHSIOH 

Employer  contributions  to  an  IRA 

15 

SALARY 

REDUCTION/SEP 

Employer  with  up  to  25  employees 

15 

DATA.  BW 

company's  stock,  notes  Becky 
Miller,  benefits  coordinator  at 
accountants  McGladrey  & 
Pullen. 

Retirement  plans  carry  two 
types  of  costs:  investment- 
management  fees — the  same 
as  with  any  mutual  fund — 
and  administrative  fees.  Inde- 
pendent administrators  usual- 
ly charge  by  the  hour,  rang- 
ing from  $55  to  $200.  A  401(k) 
for  100  participants  might  run 
$6,000  to  $10,000  a  year.  In 
turnkey  plans,  there's  usually 


a  flat  record-keeping  charge 
of  about  $500  to  $1,000  annu- 
ally and  a  fee  per  participant, 
which  can  range  from  $10  to 
$55  a  head. 

Fees  dwindle  as  enrollment 
increases:  IDS  Retirement  Ser- 
vice reduces  the  charge  from 
$50  to  $30  per  employee  if 
there  are  more  than  100  par- 
ticipants. The  fees  also  de- 
pend on  the  nature  of  the 
plan:  401(k)s  often  cost  25%  to 
407f  more  than  the  others  be- 
cause with  both  employers 


and  employees  contributing, 
"it's  the  most  intensive  rec- 
ord-keeping plan  there  is," 
says  Gerry  Goz,  vice-presi- 
dent of  Dreyfus  Benefits. 

Costs  also  hinge  on  how  of- 
ten employees  can  switch 
funds.  For  a  100-employee 
company,  a  standard  401(k) 
that  allows  quarterly  trans- 
fers costs  around  $5,200  annu- 
ally at  Dreyfus.  If  it  offered 
daily  switching,  the  price 
would  double,  says  Goz. 

It  may  be  tempting  to  hold 
down  costs  by  doing  your 
own  IRS  filings  or  employee 
account  statements.  But  the 
pros  have  a  strong  pitch.  If 
you  let  us  do  it,  says  Stephen 
Thoma,  director  of  Merrill 
Lynch's  Business  Financial 
Services,  a  plan  "doesn't 
take  you  away  from  what  you 
do  best — running  the  busi- 
ness." Troy  Segal 


L^earing  eyeglasses 
yK  or  contact  lenses  is 
■r  a  lifelong  hassle 
million  nearsighted  peo- 
the  U.  S.  Increasingly, 
who  can't  or  won't  use 
tive  lenses  are  looking 
lere  for  help  in  improv- 
eir  sight 

latest  experimental 
lure  to  correct  myopia 
ther  vision  problems  is 
cimer  laser,  now  in  clini- 
als.  A  more  established 
irgery  is  radial  kerato- 
(RK).  But  while  the  ex- 
laser  looks  promising, 
i  has  been  shown  to  re- 
fiyopia  in  many  patients, 
long-term  effects  are 
aknown. 

*ry  vision  occurs  when 
)rnea — the  clear  tissue 
;overs  the  iris  and  the 
-is  too  curved,  causing 
ntering  the  eye  to  focus 
nt  of  the  retina  rather 
right  on  it.  Refractive 
*y  aims  to  reshape  the 
I,  so  that  the  light  is  re- 
3d. 

IING.  The  computer-con- 
d  excimer  laser  uses 

of  light  energy  to  va- 
?  corneal  tissue  and 

the  cornea's  surface 
flatter  shape.  Research- 
e  awaiting  Food  &  Drug 
nistration  approval, 

they  expect  in  1991  or 
One  possible  drawback 


Health 


EYE  SURGERY?  DON'T  TOSS  OUT 
YOUR  CONTACTS  JUST  YET 


of  the  excimer  laser  is  that  it 
may  cause  corneal  scarring, 
resulting  in  a  loss  of  vision. 

In  a  radial  keratotomy,  the 
surgeon  uses  a  diamond  blade 
to  make  4  to  16  incisions  in  a 
spoke-like  pattern  on  the  cor- 
nea, leaving  a  clear,  uncut 
central  zone.  The  healing  cor- 
nea stretches  and  flattens. 

The  American  Academy  of 
Ophthalmology  calls  RK, 
which  costs  $500  to  $2,000  per 
eye,  a  "developing  proce- 
dure." Three-year  results  of  a 
clinical  study  showed  that. 


out  of  435  patients  tested, 
1%%  got  to  the  20/40  level: 
good  enough  to  drive  a  car 
without  corrective  lenses  in 
most  states,  says  Dr.  George 
Waring,  director  of  the  study 
and  of  refractive  surgery  at 
Emory  University.  But  he 
notes  that  RK  lacks  predict- 
ability and  stability.  Over  a 
few  years,  some  eyes  drift  to- 
ward farsightedness.  Factors 
that  rule  out  RK  include  a 
high  degree  of  astigmatism 
and  a  history  of  eye  disease. 
There's  no  doubt  that  its 


risky:  There's  a  10%  chance 
that  your  vision  will  get 
worse,  says  Dr.  Walter  Stark, 
director  of  corneal  service  at 
Johns  Hopkins  University's 
medical  school.  "And  there's  a 
l%-to-27f  chance  of  serious 
complications  such  as  blinding 
or  significant  loss  of  vision," 
he  adds. 

SEESAW.  The  most  common 
complication  with  RK  is  under- 
or  overcorrection,  where  the 
patient  may  end  up  needing 
corrective  lenses  again. 
"Overcorrection — becoming 
farsighted — is  a  serious  prob- 
lem," says  Stark.  "At  about 
age  35,  you'll  need  reading 
glasses.  At  45,  you'll  need  dis- 
tance glasses  too."  And  if 
your  vision  is  corrected  by  RK 
you  lose  the  one  advantage  of 
myopia:  It  delays  the  need  for 
reading  glasses. 

Another  possible  result  of 
the  surgery  is  daily  fluctua- 
tion in  vision,  which  can  per- 
sist for  years.  Glare  can  be  a 
problem,  too.  And  RK  patients 
may  be  tougher  to  fit  with 
contacts.  One  predictable  re- 
sult of  RK,  which  is  now  per- 
formed by  about  10%-  of  the 
nation's  eye  doctors,  is  that  it 
weakens  the  eye's  structure. 
But  perhaps  an  even  more  ba- 
sic criticism  is  that  you're 
operating  on  an  eye  that — 
while  irregular  in  shape — is 
healthy.        Suzanne  Woolley 


\L  BUSINESS 


BUSINESS  WEEK/JANUARY  29,  1990  99 


ersonal  Business 


Smart  Money 

STAYING  COOL  ON  NEWS 
OF  AN  'EARNINGS  SURPRISE' 


In  last  year's  third  quarter, 
two  of  every  three  compa- 
nies fell  short  of  Wall 
Street's  profit  forecasts. 
Now,  even  though  analysts 
have  scaled  back  their  pro- 
jections, many  market  watch- 
ers expect  1989's  fourth- 
quarter  results  to  be  more 
bad  news. 

So  watch  out.  An  "earn- 
ings surprise" — a  report  bet- 
ter or  worse  than  expected — 
can  cause  dramatic  moves  in 
a  stock.  Money  managers 
quickly  bid  up  a  stock  on  re- 
ports of  unexpected  riches, 
and  they're  just  as  quick  to 
dump  companies  with  shab- 
by results.  Says  Julian  Ler- 
ner,  the  portfolio  manager  of 
the  AIM  Charter  Fund:  "If  a 
company  disappoints  me,  I 
don't  wait  around  to  see  if 
things  get  better." 


A  positive  report  can 
be  as  misleading 
as  a  negative  one 


Yet  individual  investors 
needn't  be  so  trigger-happy. 
True,  stocks  often  make 
sharp  moves  the  moment 
earnings  are  announced.  But 
they  keep  moving.  Stocks 
with  positive  earnings  sur- 
prises tend  to  outperform 
the  market  by  1.5  percentage 
points  from  the  5th  through 
20th  days  after  an  earnings 
report,  says  Melissa  R. 
Brown  of  Prudential-Bache 
Securities.  Stocks  of  compa- 
nies with  disappointing  earn- 
ings tend  to  underperform 
the  market  by  1.2  points  in 
the  same  15-day  period. 

This  means  that  patient  in- 
vestors have  time  to  look  be- 
yond the  interim  bottom 
line — and  they  often  find  op- 
portunities that  the  crowd 
overlooked  in  the  rush.  For 
instance,  they  can  check  the 


company's  revenue  growth 
to  see  if  it's  keeping  up  with 
expectations.  They  can  exam- 
ine the  company's  spending, 
too.  When  it's  investing  to 
boost  competitiveness,  some 
earnings  falloff  is  often 
0.  K.  If  profits  are  down  be- 
cause managers  lavished 
perks  on  themselves,  that's 
another  matter. 
GOOD  LOSSES.  Smart  inves- 
tors also  keep  an  eye  out  for 
onetime  events.  A  company 
whose  profits  slumped  be- 
cause it  took  write-offs  to  re- 
duce overhead  or  rid  itself  of 
money-losing  businesses  may 
actually  be  far  more  profit- 
able in  coming  quarters.  In 
that  case,  notes  William 
Lippman,  the  portfolio  man- 
ager of  Franklin  Managed 
Trust,  "a  bad  quarter  can  be 
good  news." 

Just  as  a  bad  earnings  sur- 
prise can  be  misleading,  so 
can  a  positive  one.  Some- 
times earnings  shoot  up 
without  revenue  growth.  The 
gains  could  be  coming  from 
expanding  profit  margins, 
which  "tend  to  be  short- 
term,"  warns  Peter  Hidalgo 
of  the  American  Capital  Pace 
Fund.  He  adds:  "Wider  mar- 
gins only  attract  competi- 
tors." Investors  should  keep 
in  mind  that  profit  margins 
may  deteriorate  before  earn- 
ings and  could  portend  fu- 
ture profit  problems. 

Another  possible  reason 
for  a  company's  pop  in  per- 
share  profits  might  be  in- 
creased financial  leverage. 
Such  a  boost  to  earnings 
could  be  fleeting,  since  the 
additional  leverage  can  hob- 
ble the  company  if  business 
falls  short  of  what's  expect- 
ed. There's  another  reason  to 
zero  in  on  operating  earn- 
ings: Plump  profits  that 
came  from  selling  assets 
may  appeal  to  some  short- 
term  investors,  but  they  say 
little  about  the  ongoing  busi- 
ness. Jeff  Laderman 


FLY  SOUTH  FOR  THE  WINTER 
—ON  A  TRAIN 


You  can  be  sure  it's  win- 
ter: The  New  York 
Times  is  jammed  with 
Florida  airline  ads.  But,  there 
are  some  snowbirds  who 
would  rather  not  fly. 

I'll  take  a  Slumbercoach — 
"your  own  leetle  apartment," 
the  sleeping-car  attendant 
says  in  an  unidentifiable  ac- 
cent. At  $179  roundtrip  to 
Fort  Lauderdale,  plus  $90  for 
the  room  each  way,  it's  often 
competitive  with  flying.  The 
experience?  No  comparison. 

A  Slumbercoach  of  the  East 
Coast  Amfleet  is  "leetle,"  all 
right,  but  it's  cozy — a  tiny, 
private  room  with  fold-out 
bed,  sink,  and  toilet.  Prices 
vary  throughout  the  year. 
Currently,  Slumbercoaches- 
for-two  run  $155,  roomettes 
$234,  and  bedrooms  $417. 
(Reservations:  800  US.A-RAIL.) 
For  a  little  more  swank,  try 
the  Chicago-to-California  Su- 
perliners.  And  on  some 
routes,  private  companies  are 
beginning  to  attach  luxury 
cars  to  Amtrak  trains  and  of- 
fer Golden  Age-style  service. 

Eventually,  you'll  probably 
start  feeling  sociable.  That's 
the  thing  about  trains:  A 
plane  is  suspended  in  air,  but 
a  train  is  suspended  in  time, 
and  gemutlichkeit  reigns. 

At  dinner,  a  pleasant  yup- 
pie couple  from  Cleveland 
tries  to  sell  me  real  estate. 


Later,  in  the  club  car,  a  Ge 
gia  good  ol'  boy  offers  a  dri: 
to  anyone  who  will  join  him 
penny-ante  poker.  The 
morning,  as  we  glide  throu; 
the  Everglades,  the  car  at 
dant  murders  me  at  chess. 
PINEY  WOODS.  The  food?  A' 
plane-bland  chicken,  roa 
beef,  and  a  "regional  specia 
(red  snapper  on  this  trip).  B 
credit  Amtrak  for  clean  tab! 
cloths,  flowers — and  not  a  n 
crowave  in  sight.  The  scener 
deep  piney  woods,  shantit 
and  main  streets  of  whist 
stop  towns.  The  Virginia  su 
set  is  a  dazzler. 

We  won't  hit  Lauderda 
until  5:15  p.m.  on  the  25-ho 
trip,  but  hours  whiz  by  aloi 
with  the  miles.  The  secoi 
day,  passengers  are  ev 
friendlier  than  on  the  first. 

I  can  always  tell  my  tab 
mates  about  the  all-nig 
Trivial  Pursuit  game  I  playi 
with  11  strangers  betwei 
Chicago  and  New  Orleans 
the  Jamaican  lady  I  argu 
with  on  the  Montrealer — s! 
put  a  curse  on  me.  Or  tl 
night  we  had  engine  trou 
somewhere  near  Fulton, 
The  power  went  out,  so: 
body  in  the  lounge  took  out 
harmonica,  and  70  wayfare 
in  the  dark  sipped  warm  be 
and  sang  old  songs.  I  wond 
when  that  last  happened  < 
an  airplane.  Marc  Mill 
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THE  TRAVELERS  RANKED  AS  ONE  OF 
MERICAS  TOP  INVESTMENT  MANAGERS 
IN  1989.  AND  IN  1988, 1987 1986... 


THE  BOTTOM  LINE  IS  YOUR 
FINANCIAL  PEACE  OF  MIND.^ 


^er  5,000  customers  grow.  Our  Diversified  Portfolio  Management  program  is  a  striking 
ample  of  our  strength  and  expertise  in  this  field,  ranking  in  SEI's*  top  quartile  for  the 
5t  5  years. 

This  consistent  strength  and  emphasis  on  performance  underlies  all  our  products 
id  services.  We  back  them  with  125  years  of  experience,  a  commitment  to  customer 
rvice,  and  the  power  of  our  $50  +  billion  in  assets. 

This  makes  The  Travelers  a  wise  choice  for  your  company's  insurance,  investments 
id  financial  services.  And  an  imperative  choice  for  your  financial  peace  of  rnind.,  ;^  ^ 

anced  fund  universe    The  Travelers  Companies,  Hartford.  CoFinecticut  06183  .      '  f,. 


You're  better  of  f  under  the  Umbrella?  '91989  The  Travelers  Gorporati 
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Leisure 


FROM  BOSTON  TO  L.A., 
ALL  THE  WORLD'S  A  STAGE 


It's  5  p.m..  and  you've  just 
learned  that  your  out-of- 
town  business  trip  is 
stretching  into  another  day. 
You  could  sit  in  the  hotel 
room  and  watch  The  Termi- 
nator again.  Or  this  time,  you 
could  try  something  different: 
the  theater.  Many  regional 
theaters  present  well-known 
talents  at  a  fraction  of  the 


cabaret.  Shows  this  season  in- 
clude Stand-up  Tragedy  and 
Stephen  Sondheim's  Merrily 
We  Roll  Along.  The  Shake 
speare  Theater  at  the  Folger 
(202  .^6-4000),  whose  reper- 
toire is  exclusively  classical,  is 
about  to  present  Freidrick 
Schiller's  Mary  Stuart. 
■  Atlanta:  The  800-seat  main 
stage  at  Atlanta's  Alliance 


speare's  Tlie  Winter's  Tale 
and  John  Ford's    'Tis  Pity 
She's  a  Whore, 
u  Minneapolis/St.  Paul:  The 

Guthrie  Theater  i612  377-2224) 
puts  on  some  risky  plays,  but 
it  also  has  a  reputation  for 
staging  the  classics.  Through 
February",  it  features  a  musi- 
cal version  of  Voltaire's  Can- 
dide.  \v\ih  a  score  by  Leonard 
Bernstein  and  additional  mu- 
sic and  lyrics  by  Stephen 
Sondheim.  The  Theater  de  la 
Jeune  Lune  (612  333-6200), 
with  a  brash,  physical  st\"le,  is 
another  favorite.  It's  offering 
Cyrano  and  a  compilation  of 
its  best  cabaret  shows. 


American  Consen."ator\'  T. 
ater  (415  749-2228)  proba^:' 
won't  reopen  for  months 
its  Gear}"  Street  home.  But 
other  locations,  it  will  perfo 
Da\id  Budbill's  Judevine 
well  as  Twelfth  Night,  set 
a  tropical  island.  Also  wortl 
\Tsit  is  the  Magic  Theater  (4  ti 
441-8822),    which  has 
Eduardo  Machado  come 
called  Once  Rernoved  a 
Jacques  and  His  Master 
Milan  Kundera. 
■  Los  Angeles:  The  MaL^ 
Taper  Forum  (213  972-7211) 
the  downtowT.  Music  Centei  *^ 
known  as  a  showcase  for  m 
plays  and  pla\"RTights.  Ho 


price  you'd  pay  on  Broadway. 
Plus,  you  can  often  get  tick- 
ets on  short  notice.  Here's  a 
sampling  of  what's  available: 

■  Boston:  For  an  eclectic  mix 
of  plays  that  occasionally 
spark  controversy,  try  the 
American  Reperton."  Theater 
(617  .S47-8300).  off  Har\-ard 
Square  in  Cambridge.  Innova- 
tive directors  such  as  Andrei 
Serban  of  New  York's  experi- 
mental La  MaMa  E.  T.  C.  the- 
ater regularly  direct  here. 
This  season  features  Shake- 
speare's Twelfth  Xight. 
Shaw's  Major  Barbara,  Au- 
gust Strindberg's  The  Father. 
and  Brecht's  Caucasian 
Cha'tk  Circle. 

■  Washington:  The  granddad 
of  local  theater  is  the  Arena 
Stage  (202  4S8-3300).  which 
houses  three  theaters:  an  800- 
seat  theater-in-the-round,  the 
experimental  Kreeger  The- 
ater, and  the  Old  Vat  Room 


Theater  (404  892-2414)  is  of- 
fering Fences.  The  Cocktail 
Hour,  and  Gal  Baby,  a  new 

[  comedy.  The  Alliance's  200- 
seat  studio  theater  will  stage 
Shakespeare's  Measure  for 

^  Measure  with  modern-day 

j  Wall  Street  as  the  setting. 
Just  a  block  awav.  the  Acade 

;  my  Theater  (404  892-0880)  has 
Pantomime  by  Caribbean 
poet  Derek  Walcott. 
■  Chicago:  The  Steppenwolf 
Theater  i312  4724141)  is  ac- 
claimed for  its  potent,  rough- 
edged  perfoi-mances  of  inno- 

j  vative  dramas.  The  company, 
which  includes  the  likes  of 
John  Malkovich  and  Joan  Al- 
len, is  currently  presenting 
Geography  of  Luck.  Across 
town,  the  Goodman  Theater 
(312  443-3800)  gets  consistent 
critical  praise  for  the  works 

i  presented  by  its  artistic  direc- 

'  tor.  Robert  Falls.  The  current 
season     features  Shake- 


■  Dallas:  The  Dallas  Theater 
Center  (214  526-8857)  raises 
the  cuitain  at  both  the  Frank 

,  Lloyd  Wright-designed  Kalita 
Humphreys  Theater  and  a 
newer,  .500-seat  theater  down- 
town. Offerings  include  Pro- 
logue to  All  the  King's  Men 

!  by  Robert  Penn  Warren;  the 
1930s  Holl\-\vood  spoof  Oyice 
in  a  Lifetime:  and  the  French 

!  farce  .4  Flea  in  Her  Ear. 
m  San  Francisco:  Because  of 
earthquake    damage,  the 


ever,  this  season's  highhgl  ^ 
include  King  Lear  and 
Midsumi7ier  Xight 's  Drea^^ 
staged  by  Britain's  Kenne 
Bi-anagh.  and  50/60  Vision, 
repertorv"  of  13  plavs  writt  ft« 
m  the  1950s  and  1960s.  Nej 
by,  in  Orange  Count}",  t 
South  Coast  Reperton,"  (7 
9574033)   offers   world  p) 
mieres  of  Sea rch  and  Z  ®' * 
stray  by  Howard  Korder  ai  ,75 
Once  in  Arden  by  Richa 
Hellesea     Julie  SUer.  repoi''^ 


Worth  Noting 


■  WORLD  NUMBERS.  A  credit- 
card-size  calculator  from  the 
U.  X.  Population  Fund  offers 
the  usual  functions  but  also 
displays  constantly  updated 
population  estimates  for  the 
world  and  for  each  of  165 
U.  N.  member  countries. 
Made  bv  Seiko,  it's  S21  at 


Room  GA-32B,  Bookstort 
U.  N.,  New  York  10017. 
■  ON  TAP.  BrewKing  Ltd.' 
Brewsack  lets  you  mak 
your  own  English  beer,  e  o: ; 
ther  lager  or  bitter,  at  homt 
The  brewer's  malt,  hops,  aa 
sugars  are  in  the  20-pin 
brewing  bag.  You  add  w"ateo:::. 
and  yeast,  then  let  it  sit  fo 
at  least  three  weeks.  It' 
839.45  (800  635-6779). 
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gives  the  starting  page  tor  a  story  or  fea- 
T  a  significant  reference  to  a  company.  Most 
ries  are  incjexed  under  their  own  names, 
lies  listed  only  in  tables  are  not  included. 
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Texas  Air  46 
Texas  Instruments  72,  73 
Time  8 


UAL  46,48 

UJB  Finonciol  90 

LIni-Vest  Financial 
Services  87 

U.S.  Memories  72,  106 

US  Sprint  39 

USX  41 

UTA  48 

W 


Wosserstein  Perrella  30,  84 

Wellington 
Monogement  38 

Wells  Forgo  38 

Wilkinson  Sword  62 

Wilmington  Trust  87 

Wymon-Gordon  43 

X 


Xerox  50 


I  he  Department  of  Transport  in  Queensland. 
Australia  will  introduce  a  red  light  camera 
program  in  the  State  capital.  Brisbane  to 
Increase  driver  compliance  with  traffic  signals 
and  to  encourage  safer  driving  behaviour 
The  program  may  be  expanded  in  the  future 
to  include  automatic  speed  surveillance 
equipment 

The  Department  will  call  tenders  shortly  for 
the  following: 

•  supply  and  installation  of  red  light  camera 
equipment, 

•  maintenance  of  camera  equipment. 

•  rotation  of  camera  equipment  between  sites, 

•  supply  of  film,  loading  and  clearing  film, 

•  processing  exposed  film  (extended  lengths), 

•  supply  and  installation  of  a  computer-based 
Image  processing  system  (with  link  to 
registration  records) 

The  Department  is  seeking  expressions 

of  interest  for  pre-qualification  of  suppliers 

of  goods  and  services  in  association  with  this 

program  Tenders  will  be  sought  subsequently 

from  pre-qualified  suppliers  To  assist  in  the 

preparation  of  a  submission,  further  information 

IS  available  from 

The  Manager 

State  Stores  Board 

231  Turbot  Street 

BRISBANE  OLD  4000 

Teleplione  61  7  227  7111 

Closing  date  for  submissions  is  2  00  p  m  on 

21  February  1990 


IMAGINE 

YOUR 


CONSTANTLY  ON  DISPLAY  ON  THC 
FACB  OF  A  GORGEOUS  WRIST- 
WATCH,  24-HOURS  A  DAYI 

AN  IDEAL  AND  UNIQUE  WAT  TO  ADVERTISE  AND  PROMOTE  TOUR 
COMPANY  USE  IT  FOR  INCENTIVES  OR  AS  BUSINESS  GIRS  ANT  WAY 
YOU  USE  IT  ITSTIMEHASCOMEi 

EACH  WATCH  IS  MADE  WITH  ABEAUTIFUL&OLDTONECASE.QUALm' 
0UART7  MOVEMENT  AND  GENUINE  LEATHER  STRAP  AVAILABLE  IN 
DIFFERENT  MODELS  AND  IN  SMALL  QUANTITIES 

For  a  personal  sample,  send  us 
your  color  logo  &  $16.50 

+  $2.50  SHIPPING  &  HANDLING. 


LOVELY  TIME,  INC. 

1426  South  Broadway 
Los  Angeles,  CA  90015 


ATTENTION:  SimeOH  TEL  213,746.3231 
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that  aggression  often  leads  to  disaster. 


The  slightest  hint  of  aggression 
can  kill  a  business  deal.  Be  sure  to 
make  your  point  but  don't  push  it. 
Many  Japanese  find  it  difficult  to  say 
no— instead,  they  may  say  your  re- 
quest would  be  hard  to  fulfill.  If  you 
do  not  get  a  definite  answer,  just 
let  the  subject  drop.  Your  wisdom 
should  speak  for  itself. 

Bathe  in  mud. 

Or  sand.  Or  sulfur  Or  just  plain 
water  You  will  find  all  kinds  of  hot- 
spring  spas  and  baths  throughout 
Japan,  First  wash  yourself  with  a 
bathside  basin,  leaving  no  traces  of 


soap,  then  slip  gently  into  the  bath. 
It's  very  hot  at  first,  but  once  you 
get  used  to  it,  there's  nothing  more 
relaxing  after  a  hard  day's  work. 

Help! 

No  problem  is  too  big  or  small  for 
the  Tokyo  English  Lifeline.  They'll 
answer  questions  on  everything 
from  culture  to  medical  emergen- 
cies. Telephone  03/264-4347. 

Tipping  tips. 

There's  no  such  thing  as  tipping  in 
Japan.  More  expensive  restaurants 
and  hotels  add  a  10%  -15%  service 
charge  to  your  bill,  but  don't  tip 
cab  drivers,  waitresses,  or  bellhops. 


And  do  not  count  your  change— 
it'll  be  considered  a  sign  of  distrust. 

Nortliwest  notes. 

We  now  offer  exclusive  nonstop 
service  from  Los  Angeles  to  Osaka 
and  the  only  daily  nonstops  from 
Chicago  to  Tokyo.  And,  in  addition 
to  providing  more  service  to  Japan 
from  the  U.S.  than  any  other  carrier, 
we  offer  something  no  other  airline 
can:  the  biowledge  that  comes  from 
over  40  years  of  helping  people  do 
business  in  Asia.  For  international 
reservations,  call  your  travel  agent 
or  Northwest  at  1-800-447-4747.  To 
find  out  more  about  doing  business 
inAsia,calli-8O0-553-2215,ext.  77 
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STOCKS 

Jan.        July  Jan. 


BONDS 

Jon.  11-17  Jon.        July        Jon.      Jon.  11-17 

360         1500  I 


•  350  1350 


52-week  change 
+  17.8% 


1-week  change 
-2.9% 


■  340  1200 
337  40 


•  330  1050 


Shearson  Lehman 
Treosury  Index 


52-week  change 
+  5.0% 


1380  no 


1  -week  change 
-1.4% 


THE  DOLLAR 

Jan.        July        Jon.      Jon.  11-17 


1260  70 


J.  P.  Morgan 
Index 


52-week  change 
-0.2% 


1-week  change 
-fO.3% 


RKET  ANALYSIS 


TOCKS 

latest 

%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

}NES  INDUSTRIALS 
MPANIES  (Russell  1000) 
COMPANIES  (Russell  2000) 
MPANIES  (Russell  3000) 

2659.1 
176.7 
163.5 
188.6 

-3.3 
-2.8 
-2.6 
-2.8 

18.8 
16.8 
8.4 
16.1 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

7.9% 
8.3% 
3.3% 
13.6 

7.8% 
8.1% 
3.2% 
14.6 

8.6% 
8.8% 
3.5%. 
12.2 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

>N  STOCKS 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

345.8 
33.9% 
0.40 
0.95 

345.5 
42.0% 
0.36 
0.92 

Negative 
Neutral 
Neutral 
Positive 

i  (FINANCIAL  TIMES  100) 
(NIKKEI  INDEX) 
■0  (TSE  COMPOSITE) 

2373.9 
36,821.1 
3872.3 

-1.6 
-2.3 
-1.8 

25.8 
17.4 
9.6 

USTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC, 

WEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stKk  in  group 

% 

4-week 

change 

52-week 

Price 

:ONDUCTORS 

12.6 

27.9 

INTEL 

24.5 

56.3 

371/2 

>UTER  SOFTWARE  AND  SERVICES 

10.7 

21.1 

AUTODESK 

17.6 

30.5 

38V2 

JEERING  AND  CONSTRUCTION 

8.1 

55.4 

FLUOR 

8.8 

65.6 

371/4 

>UTER  SYSTEMS 

7.2 

-16.7 

TANDEM  COMPUTERS 

21.4 

53.4 

251/2 

6.2 

39.9 

MATTEL 

8.0 

78.3 

181/2 

WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stiKk  in  group 

%  change 
4-week  52-week 

Price 

IS  AND  MOTELS 


-12.2 


15.3 


PRIME  MOTOR  INNS 


-33.7 


-50.0 


16 


iTAINMENT 


-9.3 


50.1 


WALT  DISNEY 


-1 1.2 


63.0 


1 1 1  % 


DRINKS 


-7.0 


56.4 


COCA-COLA 


-7.9 


64.0 


73 


DISTANCE  TELECOMMUNICATIONS 


-6.0 


51.8 


UNITED  TELECOM.  OF  KANSAS 


-9.6 


45.0 


341/4 


RAL  GAS  DISTRIBUTION 


-5.6 


27.4 


SONAT 


-9.3 


43.4 


433/4 


rUAL  FUNDS 


MORNINGSTAR  INC. 


Its 

tk  total  return 


ED  SERVICES  GOLD  SHARES 

1 1.6 

TEGIC  INVESTMENTS 

11.4 

GLOBAL  GROWTH— JAPAN 

9.2 

k  total  return 

% 

iTEGIC  INVESTMENTS 

ED  SERVICES  GOLD  SHARES 

RNATIONAL  INVESTORS 


87.2 
85.2 
65.5 


LAGGARDS 

Four-week  total  return 


PRUDENT  SPECULATOR  LEVERAGED  -5.9 

SLH  MULTIPLE  OPPORTUNITIES  -5.3 

FLAG  INVESTORS  TELEPHONE  INCOME  -5.1 

52-week  totol  return  % 


STRATEGIC  GOLD/MINERALS 
PRUDENT  SPECULATOR  LEVERAGED 
UNITED  SERVICES  LOCAP 


-18.9 
-12.0 
-8.5 


■  S&P  500 

ek  total  retufn 


~j  Average  fund 


52  week  total  retu 


ATIVE  PORTFOLIOS 


DATA  RESOURCES  INC. 


otnounts 
jnt  the  present 
>f  $10,000 
td  one  year 
each  portfolio 

ages  indicate 
/  total  returns 


U.  S.  stocks 
$12,324 

-2.54% 


Treasury  bonds 
$11,688 

-1.66% 


Foreign  stocks 
$11,275 

-3.75% 


nil 


Money  market  fund 
$10,739 

+  0.16% 


Gold 
$10,178 

+  2.31% 


on  this  page  are  as  of  morket  close  Wednesday,  Jon,  17,  1990,  unless  otherwise  indicoted.  Jon.  16.  Mutual  fund  returns  ore  as  of  Jon.  12.  Relative  portfolios  < 
groups  include  S&P  500  companies  only;  performance  and  share  prices  ore  as  of  market  close        detailed  explanation  of  this  page  is  available  on  request. 


;  of  Jon.  16.  A  more 
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SOCIAl  SECURITY:  HOW 
TO  INVEST  THAT  SURPIUS 


In  the  debate  ignited  by  Senator  Daniel  P.  Moynihan's  (D- 
N.  Y.)  plan  to  roll  back  Social  Security  tax  increases,  the 
nation  is  in  danger  of  losing  sight  of  what  the  argument 
is  really  about. 

The  Social  Security  system  is  now  in  surplus  because,  in 
1983,  Congress  raised  payroll  taxes  enough  to  fund  pen- 
sions, including  those  of  baby  boomers,  well  into  the  21st 
century.  The  payroll  tax  thus  became  a  program  of  forced 
national  savings,  which  could  be  used  to  finance  investment 
and  boost  growth  over  the  next  30  years.  And  that  would 
have  made  possible  a  future  economy  that  could  support  an 
unprecedented  number  of  retirees. 

But  irresponsible  fiscal  policj^  torpedoed  this  sound  idea. 
The  surplus  isn't  being  used  to  pay  down  the  national  debt 
and  free  private  funds  for  investment.  It  is  being  used  for 
current  consumption. 

Moynihan's  plan  would  end  this  fraud,  but  there  would 
still  be  no  provision  for  future  retirement.  From  the  stand- 
point of  protecting  future  benefits,  the  best  course  would  be 
to  turn  Social  Security  into  a  truly  funded  program,  with 
trustees  free  to  invest  the  surplus  as  they  see  fit.  Unfortu- 
nately, the  amount  of  money  is  so  large — dwarfing  all  public 
and  private  pension  funds — that  such  a  scheme  could  result 
in  de  facto  nationalization,  with  the  state  controlling  much 
of  the  private  sector's  debt  and  equity. 

A  middle  course  is  available.  It  requires  balancing  the 
federal  budget  exclusive  of  Social  Security.  But  this  must  be 
a  real  balance — not  an  accounting  trick — meaning  that  net 
new  borrowing  by  the  Treasury  must  be  zero.  The  surplus 
generated  by  Social  Security  payroll  taxes  could  then  be 
used  to  buy  marketable  Treasury  securities,  thereby  effec- 
tively reducing  the  national  debt  held  by  the  public.  Private 
funds  otherwise  locked  into  government  debt  would  be  freed 
for  productive  investment.  And  future  generations,  without 
the  obligation  to  service  debt  held  by  the  public,  could  actu- 
ally be  in  a  position  to  redeem  the  claims  of  the  Social 
Security  trust  fund. 


THE  SAD  DEATH 
OF  A  CONSORTIUM 


It  took  a  crisis  two  years  ago  to  force  U.  S.  computer 
makers  to  work  with  their  chip  suppliers  on  a  plan  to 
restore  America's  fading  memory-chip  business.  Sky- 
rocketing prices  for  Japanese  dynamic  random-access  memo- 
ries (DRAMS),  a  critical  component  of  advanced  electronics 
systems,  promised  a  bleak  future,  in  which  foreign  suppliers 
would  control  their  destiny.  The  chip  and  computer  manufac- 
turers' joint  solution,  a  consortium  called  U.  S.  Memories 
Inc.,  was  hailed  as  a  breakthrough  in  high-tech  cooperation. 
So  it  is  profoundly  disturbing  to  see  the  result  of  that 


effort  (lie  before  a  single  chip  has  been  produced.  In  pa 
the  failure  of  the  venture  points  up  the  short-sightednt 
plaguing  all  of  U.  S.  industry.  Even  if  computer  make 
didn't  like  U.  S.  Memories,  they  had  ample  opportunity  to  t 
it  exactly  how  they  wanted  the  deal  structured.  Instead, 
DRAM  prices  dropped,  they  turned  their  backs  on  the  ve 
solution  they  had  helped  draft. 

But  U.  S.  Memories  also  had  a  fatal  flaw:  Its  back( 
didn't  look  deeply  enough  into  their  own  psyches  to  real 
that  the  boldly  individual  companies  that  built  the  indust 
weren't  comfortable  with  depending  on  a  large,  unprov 
consortium  for  such  a  basic  need. 

Computer  makers  have  only  put  off  the  day  of  reckonir 
Now,  they  need  to  focus  the  energies  they  were  prepared 
spend  on  U.  S.  Memories  on  expanding  the  closer  ti 
they've  already  started  forging  with  U.  S.  suppliers.  Othi 
wise,  American  electronics  companies  may  find  themselv 
in  another  crisis  in  a  few  years,  when  it  may  be  too  late 
change  their  minds. 


A  DANGEROUS  GAME 
IN  PENNSYLVANIA 


Isaac  Newton  could  have  predicted  it:  All  the  foolii 
extravagant  actions  of  deal  mania — including  Campe 
Corp.'s  ill-fated  takeover  of  Federated  Departm€ 
Stores  Inc. — are  prompting  an  equal  and  opposite  reacti( 
State  legislators  in  Pennsylvania  are  about  to  pass  an  an 
takeover  law  just  as  excessive  as  the  craze  that  inspired 
It  would  make  Pennsylvania  corporations  virtually  takeovi 
proof,  no  matter  how  poorly  managed. 

The  bill  undermines  a  key  concept  of  capitalism:  a  boan 
fiduciary  duty  to  shareholders.  It  allows  directors  to  pla 
the  interests  of  a  company's  so-called  stakeholders,  such 
employees,  communities,  and  suppliers,  above  those 
shareholders. 

As  if  that  weren't  enough,  the  bill  would  also  virtua' 
strip  corporate  shareholders  of  their  right  to  challenge  m£ 
agement  at  all.  First,  it  denies  voting  rights  to  any  sha: 
holder  who  owns  20%-  or  more  of  a  company,  unless  t 
privilege  is  restored  by  other  shareholders.  Then,  in  essen 
it  fines  shareholder  activism:  Any  shareholder  who  attemf 
to  take  control  of  more  than  20%  of  a  company — either 
purchasing  the  stake  or  by  mounting  a  proxy  contest 
gather  support  for  change — must  hand  over  to  the  compa 
all  profits  earned  from  selling  the  stake,  for  two  years  af 
the  event. 

Pennsylvania  already  has  one  of  the  most  restrictive  a 
takeover  laws  in  the  nation.  With  this  radical  proposal,  leg 
lators  are  misguidedly  seeking  to  protect  their  corpor 
establishment  further  and  to  attract  new  business  incorpo 
tions  to  their  state.  But  they  are  playing  a  most  dangero 
game  and  should  drop  the  plan.  Corporate  governance  ru 
were  designed  to  maximize  economic  value,  and  changi 
them  will  have  economic  costs.  The  law  will  further  entren 
management,  inviting  economic  inefficiencies  that  could 
dermine  competitiveness.  And  it  will  drive  investors  aw 
from  Pennsylvania  corporations. 
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jn  the  best  managed  companies 
"ind  themselves  in  this  seemingly 
lable  position.  With  market  forces 
;ing  so  rapidly,  the  same  practices 
)uilt  a  business  may  now  be  block- 
5  path  to  the  future, 
dersen  Consulting  can  show  you 
ay  out. 

I'll  work  with  you  to  examine  and 

ndersen  Consulting,  AA  &  Co.,  S.C. 


Now  what 


rethink  your  basic  business  practices. 

If  they're  sound,  we'll  suggest  you 
keep  them.  If  they're  getting  in  your 
way,  we'll  help  you  revise  them.  And 
if  the  new  processes  can  be  enhanced 
by  information  technology,  we'll  help 
you  automate  them. 

In  industry  after  industry,  businesses 
have  employed  our  techniques  to  get 


back  on  track.  Because  with  competition 
increasing  every  second,  no  company  can 
afford  to  stay  cornered  for  long. 

Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 

Where  we  go  from  here." 


Introducing  the  Chiyder  NewYorker  Hfth  Avenue . 


How  important  is  the  elegance  of 
Chrysler  New¥)rker  Fifth  Avenue  i 
if  it  can't  protect  you  in  an  emeigencyi 


The  first  feeling  you  experience  in  a 
new  Chrysler  Fifth  Avenue  is  one  of 
instant  gratification.  And  why  not? 
Available  Mark  Cross  leather,  more 
legroom  than  the  biggest  Cadillac, 
climate-controlled  air  conditioning, 
eight-speaker  Infinity  II  stereo 
sound... and  more  luxury  features 
standard  than  any  car  in  its  class. 


But  in  a  driving  emergency,  all 
thoughts  of  creature  comforts  vanish 
rapidly  Only  safety  matters.  To  you, 
and  to  Chrysler 

Engineering  for  safety:  air  bags 
and  anti-lock  brakes. 

The  driver's  air  bag,  standard  in 
Fifth  Avenue  and  every  other  pas- 
senger car  Chrysler  builds  in  the  U.  S. , 


tOptional.  *See  these  limited  warranties  at  dealer  Restnctions  apply.  5/50  excludes  normal  maintenance, 

on  powertrain  after  5/50.  Legroom  vs.  Cadillac  Brougham. 


is  a  product  of  advanced  engineenf 
and  exhaustive  testing.  The  bag  itjj 
is  housed  inside  the  steering  wVi 
trim  cover  When  its  sensors  detet.J 
front-end  impact  of  more  than  10  mi 
the  bag  inflates  to  protect  the  driv^ 
head  and  chest.  It  happens  in  50  nn|| 
seconds,  about  half  the  time  it  take  tc 
blink  your  eye.  The  combinatior(| 

adjustments  and  wear  items.  Deductible  | 


;r's  air  bag  and  lap- shoulder  belt 
;s  the  most  effective  driver 
lystem  available  today, 
new  Chrysler  Fifth  Avenue  also 
four-wheel  anti-lock  disc  brake 


Dnver-siae  an  Dag. 
Inflates  in  50  milliseconds. 


wheel  and  determines  the  rate  of 
deceleration.  When  that  rate  is  too 
rapid,  the  system  correctly  reduces 
the  amount  of  hydraulic  pressure 
applied  to  each  brake,  helping  to  pre- 
vent lockup  and  skidding. 


Chrysler's  Crystal  Key  Program 

BASIC  CAR 
WARRANTY 

Covers  entire 
car  excepi 

aormal upkeep 

MAJOR 
COMPONENTS 
PROTECTION 

DEDUCTIBLE 
YOU  PAY 

FOR  REPAIR 
ol  major 

components 

POWERTRAIN 

ENGINE 
PROTECTION 

OUTER  BODY 
RUST 
THROUGH 
PROTECTION 

CHRYSLER 
NEW  YORKER 
FIRM  AVENUE 

5  YEARS/ 
50.000 
MILES 

5  YEARS/ 
50.000 
MILES 

NONE 

7  YEARS/ 
70.000 
MILES 

7  YEARS/ 
100,000 
MILES 

ROLLS  ROYCE 
CORNICHE 

3  YEARS/ 
UNLIMITED 

3  YEARS/ 
UNLIMITED 

NONE 

3  YEARS/ 
UNLIMITED 

3  YEARS/ 
UNLIMITED 

MERCEDES 

BENZ 
560  SEL 

4  YEARS/ 
50,000 
MILES 

4  YEARS/ 
50.000 
MILES 

NONE 

4  YEARS/ 
50.000 
MILES 

4  YEARS/ 
50,000 
MILES 

CADILLAC 
SEDAN 
DEVILLE 

4  YEARS/ 
50,000 
MILES 

4  YEARS/ 
50.000 
MILES 

$100  AFTER 
1  YR  /12.000 
MILES 

4  YEARS/ 
50.000 
MILES 

6  YEARS' 
100,000 
MILES 

LINCOLN 
CONTINENTAL 

1YEAR/ 
12.000 
MILES 

6  YEARS/ 
60.000 
MILES 

$100  AFTER 
1  YR  /12.000 
MILES 

6  YEARS/ 
50,000 
MILES 

6  YEARS/ 
100.000 
MILES 

sensing  and  adapting  to  changes  in 
speed  and  road  conditions  over  140 
times  a  second.  Electronically  and 
automatically  Ultradrive  shifts  into 
precisely  the  right  gear  at  precisely  the 
right  moment.  Result:  a  smoother  ride, 
enhanced  engine  re- 
sponse and  impressive 
fuel  efficiency 

The  protection 

behind  the 
engineering. 


,  one  of  the  most  sophisticated 
cient  in  the  worlds  An  electronic 
unit  senses  the  speed  of  each 


Just  as  important,  the  system  allows 
the  driver  to  maintain  crucial  steering 
control  during  emergency  braking  sit- 
uations, and  can  help  to  dramatically 
shorten  stopping  distances  when  the 
road  is  wet  a  and  slippery. 

Engineering  for  performance: 
a  new^  engine  and  transmission. 

Fifth  Avenue's  new  3.3-liter  V-6, 
with  multi-point  electronic  fuel  injec- 
tion and  direct  ignition,  is  engineered 
exclusively  for  Chrysler's  luxury 
sedans.  It  generates  more  horsepower 
than  many  larger  competitive  engines 
and  delivers  90%  of  its  full  torque  at 
only  1,600  rpm.  That  means  quick  accel- 
eration and  pleasantly  quiet  cruising. 
And  because  direct  ignition  means  no 
distributor,  the  timing  never  needs 
adjusting. 

Ultradrive  is  the  world's  first  and 
only  fully  adaptive,  electronically  con- 
trolled four-speed  automatic  transmis- 
sion. It  "fine-tunes"  itself,  constantly 


Fifth  Avenue  comes 
with  the  most  com- 
prehensive luxury  sedan 
protection  in  the  indus- 
try Chrysler's  7-year  or 
70,000-mile  warranty 
on  the  powertrain,  and  7  years  or 
100,000  miles  against  outer  body  rust- 
through.  You  also  get  Crystal  Key 
Owner  Care,  a  5/50  bumper  to  bumper 
protection  plan  unequalled  even  by 
Rolls  Royce  or  Mercedes* 

Crystal  Key  covers  the  engine, 
powertrain,  air  conditioning,  steering, 
suspension,  and  electrical  systems. 
And... especially  welcome  to  today's 
drivers... it  protects  Fifth  Avenue's 
advanced  electronic  components. 

The  look  and  feel  of  elegance. 
Advanced  engineering  for  safety  and 
performance.  Maximum  warranty  pro- 
tection. All  in  Chrysler  New  Yorker 
Fifth  Avenue. 

y/7o 

For  information,  please  call 

1-800-4A-CHRYSLER 


Available  at  your  Chrysler-Plymouth  Dealer 


Chrysler 


TherelsNoLuxiHy 
Without  Engineering. 


Beware  or  rabbits. 


If  solutions  could  be  pulled  out  of  a  hat,  you  could  be  sure  of  one 
thing.  Everybody  would  have  one. 

That's  particularly  true  with  pensions.  Where  things  have  become 
so  complex,  few  providers  offer  the  full  range  of  administration, 
record-keeping  and  investments  needed  to  operate  a  successful 

401  (k)  or  retirement  plan. 

Which  brings  us  to 
the  CIGNA  companies. 

We  have  the  nation's 
largest  network  of  sales 
and  service  specialists 
whose  sole  responsibility 
is  to  fulfill  retirement 
plan  needs. 

Which  means  our 
people  can  be  more 
knowledgeable  about 
your  program. 

And  how  it  will  be 
affected  by  changing 
financial  conditions  and 
regulations. 

What's  more,  they 
work  out  of  local  offices,  not  ivory  towers.  So  they're  available  when 
you  need  them.  Bottom  line:  From  plan  design  to  implementation 
and  ongoing  management,  we  achieve  the  kind  of  results  that  have 
kept  our  client  and  asset  retention  rates  consistently  over  93%. 

For  information,  write  Group  Pensions,  Dept.  RE,  1600  Arch  St., 
Philadelphia,  PA  19103.  You'll  discover  we  have  a  lot  of  answers  in 
our  briefcase.  And  absolutely  nothing  up  our  sleeve.  ! 
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o  We  Need  A  High-Tech  Industrial  Policy? 


YES  NO 


I  The  U.S.  must 

 I  take  drastic 

action  to  save  its  high- 
technology  industry. 
U.S.  companies  can't 
compete  when  foreign 
countries  protect  their 
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I  Government 

 I  intervention  in 

the  market  is  costly, 
ineffective,  and  overly 
political.  America's 
entrepreneurs  and 
its  well-managed 
companies  are  the  best 
competitive  weapons. 
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At  some  point,  you  11  spend  a  lot 
of  money  with  an  insurance  agent. 


It  may  be  a  few  hundred  a  year  for  term 
insurance.  It  may  be  thousands  for  universa 
life  with  a  tax-deferred 
savings  account. 

It  could  be  a  large 
initial  sum  for  single 
premium  life. 

Or  maybe  an  enor- 
mous rollover  into  some- 
thing like  an  annuity. 

Over  the  course  of 
your  lifetime,  you  will 
probably  entrust  a  great 
deal  of  hard-earned 
cash  with  a  life  insur- 
ance agent. 

When  all  is  finally 
said  cind  done,  what  do 
you  really  know  about  the  person  you're 
handing  it  over  to? 


keep  up  with  tax  law  changes.  Informa- 
tion IS  power.  How  does  your  agent  get 
information? 


Are  They  Doing 
Their  Homework? 

The  fact  is,  every 
time  you  go  to  the  doc- 
tor's office,  you  check 
the  wall  for  the  right 
dipl  omas.  And  scru- 
tinize the  desk  for  a 
pile  of  well-thumbed 
medical  journals. 

People  demand 
proof  that  their  doc- 


Yesterday's  Loophole  Is  Today's 
Taxable  Income. 

Things  change.  That's  life.  It  does  seem, 
however,  that  new  tax  laws  sprout  up  faster 
than  kids.  A  well-informed  life  insurance 
agent  can  work  with  you  and  your  tax 
adviser  to  help  you  be  prepared. 

Is  your  agent  more  knowledgeable  than 
the  600,000  other  agents  in  the  country? 
How  are  investing  trends  followed?  Make 
sure  you  ask  what  methods  are  used  to 


John  and  Lallu  Ccniioni  live  w  Georgetown.  South  Carolina,  with  iheir 
three  children,  Sara.  15;  Vincent,  8;  andAllesandra.  3.  John  moved  his 

family  from  Bergamo.  Italy,  to  become  plant  manager  of  3-V  Chemical     tOrS  WCrC  trained  Well 

in  Georgetown.  Lalla  ii  a  homemak^er.  They  've  been  Nancy  Blacl^well 

Bourne's  clients  since  1986.  and  arc  keeping  up 

with  advances  in  the  medical  profession. 

But  curiously,  very  few  people  take  the 
time  to  make  sure  that 
insurance  agents  have 
the  same  impeccable 


credentials. 

That  they're  study- 
ing for  higher  qualifi- 
cations. 

That  they're  con- 
tinuing the  education 
they  got  beyond 
their  initial  training. 

We  do. 


Look  For  Questions 
Like  These. 


fiS'  Houi  much  do  you 
spend  on  insurance? 
V^Are  you  satisfied 
with  your  own  financial 
plans?  KS°/.s  accumu- 
lation of  wealth  an 
important  priority? 

Have  you  made 
retirement  plans?  KS'  Do 
you  have  a  rollover  to 
invest?  D^Do  you 
have  any  tax-deferred 
income  plans?  V-^  How 
much  do  you  kpow 
about  annuities? 


I'Wd  Nrw  York  Life  Insurance  C.mp.inv  All  righls  reserved  Ne«  Vork  Life  lnsu.,.nce  Cmpanv.  SI  Madison  Avenue,  New  York.  NY  IIKIIO. 


Shouldn  t  you  find  out  how  much 
has  been  spent  on  the  agent? 


We  go  out  of  our  way  to  recruit  mature, 
itelligent,  caring  people.  Even  so,  the  job 
equires  more. 

Their  abihty  to 
erve  chents  depends 
irgely  on  knowledge, 
md  lots  of  it. 


And  even  after  all  this,  the  learning  is 
far  from  over. 


It  Takes  $150,000 
To  Make  A  Good 
Insurance  Agent. 

That's  about  what 
spend  to  train 
nd  educate  each  one 
f  our  life  insurance 
gents  for  the  first 
iiree  years. 


!\laruLi  Bla<.  kwcll  Bourne.  aLo  of  dcorsclcncn ,  South  Carolina,  hetamc 
a  hfc  insurance  agent  u^hen  her  husband  died.  She  has  two  grown 
children.  Anna,  22,  is  a  recent  college  graduate.  David,  21 ,  is  about  to 
become  one.  Nancy,  a  Chartered  Life  Underwriter  and  Chartered 
Financial  Consultant,  has  been  a  New  Yorl(  Life  agent  since  1985. 


Before  they  ever  make  a  phone  call,  or 
ven  a  nickel,  they  go  to  school. 

Every  day  for  two  weeks,  they  get  indi- 
idual  and  group  instruction  to  learn  all 
bout  the  different  products,  the  fundamen- 
als  of  insurance  and  how  to  nm  a  business. 

Even  when  they  start  working,  they're 
till  in  school.  For  a  regimen  of  slightly 
[lore  advanced  courses. 

After  the  initial  training  is  completed, 
jiother  two  and  a  half  years  of  electives 
ire  required.  On  such  subjects  as  new 
)roducts,  planning  techniques,  financia 
ervices,  and  advanced  underwriting. 


Our  Continuing 
Education 
Never  Stops. 

We  take  continuing 
education  very  seri- 
ously at  New  York 
Life.  So  seriously,  in 
fact,  that  we  were  the 
fti  st  insurance  compa- 
ny with  a  mandatory 
program.  Any  new 
agent  who  doesn't 
meet  the  requirements 
won't  be  working 
here  very  long. 
With  study  groups,  compciny  meetings,  and 
industry  activities,  our  agents  are  always 
brainstorming  with 


other  agents,  always 
learning.  Right  up 
until  the  day  of  their 
retirement  party. 

All  of  which  mccins 
that  when  you  sit  down 
with  a  New  York  Life 
agent,  it  won't  be  a 
waste  of  your 
time.  Or  your 
money. 


The  Company  You  Keep" 


Ask  Any  Agent 
Questions  Like  These. 


ir^  Are  you  licensed  to 
sell  securities?  CS"  What 
provisions  has  your 
company  made  for  con- 
tinuing education? 

Do  you  have  any 
professional  designa- 
tions beyond  your  state 
licensing  exam?  V-S"Are 
you  a  member  of  your 
local  Life  Underwriters 
Assn.  ?  fs^  How  do  you 
follow  tax  law  changes? 

Do  you  have  a 
study  group? 


'7  lUdv  seem  like  (i  dour  soil. 
(Jiviiskv,  hill  niicii  lie  <^(i  (oiiifniUrs  lluil 
H  on'l  beconw  obsolel(\ 
/  /<  ///  .s7/;/7r  ivilli  llic  Ix'sl  oflhcin!" 


Howre  you  going  to  do  it? 


Il>  ;i  (  (iiiifiKMi  (lilffiiina.  l(t(l;i\  >  stal('-( >l-tli<'-att 

(•(triij»ulcr>.  oiiK  lo  watch  licl|ih'^>l\  a>  loiiioi  row  s  new  trclinology 
[Kisses  v<»ii  S(»  how  can  voii  k('t'|)  your  svstciii  cui  rciit.  your  husin 
(■oni|M'li(i\c.  and  irniaiii  |»r<'|»an'(l  lor  whal  ihr  hiliirc  holds'.'' 

The  Security  0\  Protecting  \<)iir  Investment. 
The  answer  is  sini|»lr.  Inxcsl  in  the  IIUI  IVrsonal  Svslcin/l!'  lainil 
ol  coniiMitrrs.  rS/:^  s  run  \onr  I )( )S  and  ( )S/l!  a|>[>li(  ati( »ns.  allow 
VON  lo  kcc|)  all  vour  soil  ware  and  Ides,  so  ex  crv  tiling  can  remain 
hiisincss  as  usual.  But  what  s  not  so  usual  is  the  way  the  ll)\l  PS/I  \\ 
latniK  ol  computers  hel|»>  \(tu  make  the  most  (»l  luture  ad\anc<'S 


Dill 
1 


Take  ..ur  new  I8()'"  upgrade  lor  the  VS/'l  Model  70-  V2\ 
lor  example. The  Model  70-  \'2\  ahvadv  hoasts  the  industry  s  most 


IBM  Personal  Sy^leni/i?  OS/2  ana  PS/2  are  rpqiMpred  Ir^idenic-irks  and  Micro  Channel  is  a  Ifarlfinark  ot  Inlernalional  Business  Machines  Corporation  385  and  486  are  trademafkb  ot  Intel      1989  IBM  Corp 


PS/2  it 


iced  32-bit  bus,  IBMs  Micro  Channel™  And  you  need  only 
•e  its  386™  platform  with  our  new  486  Power  Platiorm 
ike  it  IBM's  fastest  PC  ever. 

The  Solution  Is  IBM.  And  that's  just  the  beginning, 
use  IBM  is  conmiitted  to  making  sure  your  valuable 
tment  in  the  PS/2  stays  valuable  for  years  to  come.  So  as 
lology  continues  to  race  ahead,  as  we  all  know  it  will,  you'll 
'11  positioned  to  take  advantage  of  it.  Contact  your 
Authorized  l)eal(T  or  IBM  marketing  representative 
(k'aler  near  you,  call  1  800  lBM-2468,  ext.  180 
lind  out  why  a  PS/2  on  your  desk  today  will 
»e  keeping  you  competitive  tomorrow. 
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PRODUCTION 

Change  from  lost  week:  -0.6% 
Change  from  lost  year:  —1.9% 
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220   


Jan.  13 
218.1 


1967=100,  Four-week  moving  average 


Jan.  13 
173.2 


170 


165 


mtto 


Jan.  6 
174.3r 


lllilll 


1989 


May 
1989 


Sep) 
1989 


215 
210 
205 
200 


llllll! 


Jan.  6 
219.1r 


Jan. 
1990 


Jan. 
1989 


May 
1989 


Sept, 
1989 


199C( 


The  production  index  fell  sharply  for  the  week  ended  Jon.  13.  Almost  oil  of  the 
decrease  reflected  sharp  cutbacks  in  auto  and  truck  output.  Seasonally  adjusted 
production  of  cool,  steel,  lumber,  and  electric  power  were  also  down.  Crude-oil 
refining  increased,  while  rail-freight  troflFic  was  unchanged.  Data  for  paper  and 
paperboard  were  unavailable.  Before  calculation  of  the  four-week  moving  overage, 
the  index  dropped  to  172.5  from  174.2  in  the  prior  week. 

BW  production  index  copyright  1990  by  McGrow  Hill  Inc 


The  Ieadin9  index  declined  for  the  week  ended  Jan.  13,  as  all  the  available! 
indicators  signaled  slower  economic  growth  in  the  months  ahead.  These  included 
lower  stock  prices,  higher  bond  yields,  and  slower  growth  rotes  for  materials  prices,j 
real  estate  loons,  and  M2.  Data  on  business  foilures  were  unavailable  for  the  week^. 
Prior  to  calculation  of  the  four-week  moving  average,  the  index  slipped  to  216.9!| 
from  218.4  in  the  previous  week. 

Leading  index  copyright  1990  by  Center  for  International  Business  Cycle  Research 
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PRODUCTION  INDICATORS 


Latest 
week 

Week  ° 
ago 

i,  Change 
year  ago 

STEEL  (1/20)  thous.  of  net  tons 

1,779 

1,730# 

-9.5 

AUTOS  (1/20)  units 

86.498 

49,234r# 

-43.6 

TRUCKS  (1/20)  units 

50,504 

30,389r# 

-45.8 

ELEQRIC  POWER  (1/20)  millions  of  kilowatt-hours 

54,128 

55,906  # 

-0.6 

CRUDE-OIL  REFINING  (1/20)  thous.  of  bbl./day 

13,604 

13,530# 

0.6 

COAL  (1/13)  thous.  of  net  tons 

20,266  # 

16,980 

3.3 

PAPERBOARD  (1/13)  thous.  of  tons 

NA# 

725.2 

NA 

PAPER  (1/13)  thous.  of  tons 

NA# 

704.0 

NA 

LUMBER  (1/13)  millions  of  ft. 

528.6  # 

416.2 

8.7 

RAIL  FREIGHT  ( l / 1 3)  billions  of  ton-miles 

19.2# 

16.7 

-3.5 

Sources:  Americon  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
icon  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Roilroods. 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/24) 

145 

145 

128 

GERMAN  MARK  (1/24) 

1.68 

1.69 

1.85 

BRITISH  POUND  (1/24) 

1.66 

1.65 

1.77 

FRENCH  FRANC  (1/24) 

5.72 

5.73 

6.29 

CANADIAN  D0LUVR(i/24) 

1.19 

1.16 

1.19 

SWISS  FRANC  (1/24) 

1.49 

1.50 

1.57 

MEXICAN  PESO  (1/24)3 

2,708 

2,702 

2,327 

Sources:  Major  New  York  banks.  Currencies 
British  pound  expressed  in  dollars. 

expressed  i 

n  units  per  U.  S.  dollar,  except  for 

PRICES  J 

Latest 
week 

Week 
ago 

%,  Change 
year  ago 

GOLD  (1/24)  $/troyoz. 

420.750 

410.400 

4.1 

STEEL  SCRAP  (1/23)  #  l  heavy,  $/ton 

106.50 

106.50 

-11.3 

FOODSTUFFS  ( l  /22)  index,  1 967  =  1 00 

209.9 

212.6 

-9.5 

COPPER  (1/20)  (, /lb. 

108.4 

113.9 

-33.0 

ALUMINUM  (1/20)  (?/lb. 

69.6 

72.5 

-35.3 

WHEAT  (1/20)  #2  hard,  $/bu. 

4.34 

4.35 

-0.7 

COTTON  ( 1  /20)  strict  low  middling  M / 1 6 

in.,  <//\b. 

62.46 

61.92 

1 1.4 

Sources:  London  Wed.  ftnol  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


1  LEADING  INDICATORS         ;  ^i^  ^  v 

Urtert 
week 

Week 
ago 

%ChaniU 
yeara^ 

STOCK  PRICES  (1/19)  S&P500 

338.50 

347.84 

CORPORATE  BOND  YIELD,  Aoa  (1/19) 

8.98% 

8.92% 

INDUSTRIAL  MATERIALS  PRICES  (i/i 9) 

102.8 

102.8 

-1 

BUSINESS  FAILURES  (1/12) 

NA 

277 

REAL  ESTATE  LOANS  (1/10)  billions 

$358.3 

$357.9r 

14 

MONEY  SUPPLY,  M2  (1/8)  billions 

$3,214.0 

$3,215.5 

4 

INITIAL  CLAIMS,  UNEMPLOYMENT  ( i  /6)  thous. 

317 

341 

11 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun 
Brodstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasc 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 

MONTHLY  ECONOMIC  INDICATORS 

UrtMl 
menlli 

Month 

ago 

%Chan 
year  a 

CONSUMER  PRICE  INDEX  (Dec.) 

126.1 

121.1 

4 

REAL  GROSS  WEEKLY  PAY  (Dec  ) 

$165.76 

$165.80 

-1 

HOUSING  STARTS  (Dec.)  annual  rate,  thous. 

1,235 

l,342r 

-21 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (Dec.)  millions 

-$14,640 

-$28,949r 

-27 

Sources:  BLS,  Commerce  Dept.,  Treosury  Dept. 

MONETARY  INDICATORS 

Latest 
week 

W^k 
ago 

%Chaii 
years 

MONEY  SUPPLY,  Ml  (1/8) 

$793.5 

$805.2 

0 

BANKS'  BUSINESS  LOANS  (1/10) 

321.0 

322.2 

5 

FREE  RESERVES  (1/10) 

812r 

701r 

186 

NONFINANCIAL  COMMERCIAL  PAPER  (1/10) 

132.5 

129.7 

31 

Sources:  Federal  Reserve  Boord  (in  billions,  except  for  free  reserves,  which  are  expressed  i 
o  two-week  period  in  millions). 

IMONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year  1 
ago 

FEDERAL  FUNDS  (1/23) 

8.19% 

8.31  % 

9.06' 

PRIME  (1/24) 

10.00 

10.00 

10.50 

COMMERCIAL  PAPER  3-MONTH  (1/23) 

8.10 

8.04 

9.03 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/24) 

7.81 

7.81 

9.17 

EURODOLLAR  3-MONTH  ( i  / 1 7) 

8.20 

8.19 

9.30 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipmei 
1  —  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         N A  —  Not  available         r  =  revised         NM  =  Not  meaningful 


6  BUSINESS  WEEK/FEBRUARYS,  1990 


The  Bentley Turbo  R.  The  quintessential  power  trip. 


Bentley  owners  have  always  enjoyed  a 

DISTINCT  advantage. 

But  it  has  never  been  quite  so  apparent  as 
WITH  THE  Bentley  Turbo  R. 

This  majestic  automobile  delivers  a  level 
of  performance  and  elegance  unmatched 
anyavhere  else. 

The  pure  expression  of  power  emanates  from 
the  6.75  liter  V-8  engine.  Turbo  charged  and 

INTERCOOLED,  it  will  whisk  you  from  0  TO  60  IN  A 

breathless  6.7  seconds. 

The  suspension  has  been  calibrated  to 
provide  the  sure  handling  necessary  at  the 
SPEEDS  THIS  Bentley  can  reach. 


Wide  alloy  wheels  and  high-speed  rated 

TIRES  keep  the  POWER  FIRMLY  ON  THE  ROAD  AND  ASSIST 

the  four  anti-lock  disc  brakes  in  bringing  the 
Bentley  Turbo  R  to  a  quick  standstill. 

Assuredly,  it  is  made  by  the  same  people  who 
handcraft  Rolls-Royce  motor  cars.  So  every 

DETAIL  IS  attended  TO  WITH  UNERRING  SCRUTINY. 

Clearly,  no  other  automobile  combines 
the  power,  handling  and  elegance  of  the 
Turbo  R. 

Experience  it  firsthand  by  visiting  an 

AUTHORIZED  BeNTLEY  DEALER. 

To  ARRANGE  FOR  AN  E.XHILARATING  APPOINTMENT, 
CALL  ONE  OF  THE  BeNTLEY  DEALERS  LISTED  BELOW. 


REMONT:    Claridge'sLtd.,  Inc.,  (415)790-1111 
)NTEREY:    Boulevard  Communications,  (408)  373-3041 


SACRAMENTO:    Swift  Dodge,  (916)  422-4300 
SAN  RAFAEL;    R.  A.  B.  Motors  Inc..  (415)  454-0582 


The  Coiupn  Cluh  featiuvs  meeling areas,  clhiiiii 
and  cocktail  areas,  a  library  and  television. 


Because  ive  specialize  in  meetings 
of  ^5  people  or  less  small 
meetings  enjoy  even 
greater  attention 
andsenice. 


you'll  he  treated  toajiill.  cooked-to-order 
breakfast,  hosted ei  vning  reception  and 
late  night  snacks — on  the  house. 


I  ei  'eiy  Compn  Hotel,  you'll 
•  I  ijoy  a  pool  or  spa  and  full 
exercise  facilities 


)  bull  find  luxurious 
Conipri  Hotels  in  key  cities 
from  Florida,  to 
California,  to 
Canada 


j 


lire 
ichi 


erie 
jrec 
ato 
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StayAtA 

Hotel  Wherc 
Everyone 
SharesThe 
Same  Room. 

Don't  be  cilarmed.  The  room  you 
share  is  the  luxurious  Compri  Club. 
A  5,000  sq.  ft.  living  room,  where  you 
can  socialize  with  other  guests,  watch 
television,  enjoy  casual  dining,  even 
do  a  little  work. 

Of  course,  you'll  also  enjoy  a  spa- 
cious guest  room.  As  well  as  our  extra 
attention  to  detail.  And  included  in  our 
surprisingly  reasonable  rate  is  a  full, 
cooked-to-order  breakfast,  late  night 
snacks  and  evening  reception. 

Plus,  you'll  earn  frequent  flyer 
awards  on  selected  airlines  for  every  stay 
For  reservations,  call  your  travel  profes- 
sional, or  1-800-4-COMPRI. 

(Compri)  Hotels 

BY  DOUBLETREE 

1-800-4-COlVlPRI 


CALIFORNIA  ■  Los  An(!elc.s  Airporl,  Los  Angeles  Harbor.  Onlano,  i'lf.Ls.iiit(  ni  Rancho  Bernardo/San  Diego,  ,sania  Ana  ■  CANADA  ■  Ontario, 
Windsor  •  COLORADO  •  Denver  ■  FLORIDA  -  Jacksonville,  Orlando  •  IDAHO  •  Boise  •  ILLINOIS  •  Schaumburg  •  MARYLAND  •  Caithersburg 
MICHIGAN  •  Southfield  •  MINNESOTA  •  Minneapolis-Sl  Paul  •  MISSOURI  •  SI  Louis  ■  NEW  JERSEY  •  Princelon  •  .NORTH  CAROLINA 
Charlotte  (2),  Raleigh/Durham  ■  PENNSYLVANIA  •  Harrishurg/Hershey,  Philadelphia,  N  E  •  TEXAS  •  McAllen  •  VIRGINIA  •  Alexandria, 
Crystal  City  •  Or  slay  with  another  hne  MetLife^Coinpany  Doubletree  Hotels  Call  I  800-S2S-0444 


Idail 
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Fapanese  Perfection 


1  Japan,  perfection  is 
nuki  —  a  subtle  blend  of 
re  and  art  which  can  only 
;hieved  through  constant 
tion  to  every  detail.  When 
ly  ANA,  you,  too,  can 
rience  omomuki.  In  service 
-ed  to  ensure  the  enjoy- 
t  of  travel.  Time  to  relax 
>avor  our  gourmet  meals, 
/  your  favorite  music  or 


just  sit  back  in  our  spacious 
seats.  It's  the  service  that  makes 
us  Japan's  favorite  airline,  and 
now  it's  yours  to  enjoy  wherever 
you  fly  with  ANA.  Our  growing 
list  of  destinations  include 
Asia,  Australia,  the  United 
States,  and  Europe.  Enter  the 
world  of  the  discerning 
traveller  —  Enter  the  world  of 
ANA,  All  Nippon  Airways. 


offers  Washington,  D.C.'s  only  nonstop  to  Tokyo  five  days  a  week, 
Jaily  nonstop  service  from  Los  Angeles  to  Tokyo. 

act  your  travel  agent  or  ANA  at  1-800-235-9262. 


All  Nippon  AiPiuays 


Japan^s  best  to  the  world. 


HOW  LONG  IS  LONG  TERM? 


The  answer  is  another  question:  how 
long  do  you  need  us  for?  Because,  unlike 
other  banks,  The  Long-Term  Credit  Bank  of 
Japan  will  follow  your  business  through 
from  start  to  finish,  until  all  your  plans  are 
successfully  realized. 

That's  a  policy  that  has  helped  us 


become  one  of  the  world'stop  20  wholesale 
banks  with  over  60  offices  around  the  globe. 

We  were  originally  established  in  1952 
to  ensure  a  steady  flow  of  long-term  funds 
for  industrial  growth. 

Now  we've  expanded  to  operate  in 
Long-Term  Corporate  Financing,  Merchant 


Banking  Services  such  as  Project  Finance, 
Mergers  and  Acquisitions,  Leasing,  and 
Investment  Advisory  Services,  as  well 
as  a  full  range  of  additional  Banking 
Services. 

Why  not  get  in  touch  with  LTCB  and  find 
out  what  lengths  we'll  go  to  for  you? 


The  Long-Term  Credit  Bank  of  Japan,  Limited 

New  York  Branch  212-335-4400    Chicago  Branch  312-704-1700   Los  Angeles  Agency  213-629-5777 
LTCB  Trust  Company  212-335-4900    Greenwich  Capital  Markets,  Inc.  203-625-2700 
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GIVE  PRIVATE  SAVINGS  PLANS 

AN  EVEN  BREAK  

Your  commentary  addresses  recent 
federal  proposals  that  provide  tax 
incentives  to  specially  designated  sav- 
ings accounts  ("This  plan  won't  end 
America's  savings  drought,"  Top  of  the 
News,  Jan.  15).  Whether  or  not  tax  in- 
centives to  save  are  good  public  policy, 
the  proposals  have  the  collateral  benefit 
of  creating  a  level  playing  field  for  all 
market  participants. 

Late  in  the  100th  Congress,  the  gov- 
ernment enacted  legislation  giving  col- 
lege-savings tax  incentives  to  U.  S.  Se- 
ries EE  Savings  Bonds,  thereby  creating 
a  tax-dominant,  preemptive  federal  sav- 
ings product.  This  legislation  puts  at  a 
competitive  disadvantage  institutions 
that  now  seek  to  help  college  savers. 

The  recent  federal  proposals  for  tax- 
advantaged  savings  accounts  ("Family 
Savings  Accounts")  have  merit  in  that 
they  seek  to  utilize  the  abundant  and 
outstanding  resources  of  the  private  sec- 
tor to  cultivate  thrift  among  the  nation's 
families.  If  savings  incentives  are  to  be 
truly  effective,  they  must  not  crowd  out 
the  private  sector. 

Peter  A.  Roberts,  Chairman 
College  Savings  Bank 
Princeton,  N.  J. 

WHY  PUBLIC  FUNDS  DON'T  BELONG 
IN  INDEPENDENT  SCHOOLS  

With  regard  to  "What  our  schools 
need  is  a  healthy  dose  of  competi- 
tion" (Economic  Viewpoint,  Dec.  18), 
Professor  Gary  S.  Becker  has  correctly 
stated  the  reason  that  private  schools — 
specifically  Catholic  ones — are  more  suc- 
cessful than  public  schools:  "They're 
less  subject  to  the  political  interference 
that  limits  disciplinary  procedures,  and 
they  manage  to  get  parents  and  the 
community  closely  involved." 

The  flaw  in  Professor  Becker's  rea- 
soning, for  which  he  provides  no  answer, 
is  that  by  accepting  public  funds,  private 
schools  would  subject  themselves  to  the 
same  interference  and  restraints  that 
presently  limit  public  schools.  Instead  of 
helping  the  students  or  the  schools,  this 
lack  of  positive  parental  and  community 


involvement  will  drag  the  private 
schools  down  to  the  educational  level  of 
the  public  schools,  to  the  detriment  of 
everyone. 

Dwain  A.  Treadwell 
Cool,  Calif. 

DON'T  WORRY— CREDIT  UNIONS 
ARE  IN  GOOD  FINANCIAL  SHAPE 

Your  report  on  the  strength  of  the 
National  Credit  Union  Share  Insur- 
ance Fund  ("Credit  unions  may  be 
tempting  fate,"  Finance,  Dec.  18)  was 
misleading. 

The  statement  that  "[credit  unions'] 
financial  naivete,  combined  with  deregu- 
lation, may  be  a  recipe  for  future  disas- 
ter" overlooks  two  facts:  Credit  unions 
remain  subject  to  stringent  regulations 
of  many  kinds,  and  improved  supervision 
has  filled  the  void  created  by  deleted 
regulations.  Although  the  term  "supervi- 
sion" may  seem  abstract  or  even  boring 
to  the  public,  it  is  the  key  to  the  success 
of  any  industry's  deregulation. 

Roger  W.  Jepsen,  Chairman 
National  Credit  Union  Administration 
Washington 

SO,  IS  THERE  OR  ISN'T  THERE 

A  TRADE  DEFICIT?  

I am  confused.  We  are  bombarded  daily 
by  media  reports  on  the  trade  imbal- 
ance and  how  it  will  do  us  in  ("Tokyo 
unveils  this  year's  'buy  American'  plan," 
International  Business,  Jan.  15). 

But  now,  I've  read  John  Naisbitt's 
new  book.  Megatrends  2000,  which  tells 
us  that  in  calculating  the  so-called  trade 
deficit,  the  only  things  counted  are  the 
goods  that  customs  officials  check  off  on 
their  clipboards  at  ports  of  entry — the 
tangible  products  of  industry.  He  goes 
on  to  say  that  U.  S.  architecture,  engi- 
neering, and  consulting  firms  collect  bil- 
lions of  dollars  in  fees  around  the  world 
each  year,  yet  none  of  that  is  counted  in 
the  trade  deficit. 

Naisbitt  contends  that  in  1986,  foreign 
branches  of  American  companies  sold 
$720  billion  worth  of  goods  overseas — 
seven  times  the  trade  deficit  for  that 
year.  In  addition,  almost  20%  of  the  mer- 
chandise imported  into  the  U.  S.  is  manu- 
factured by  foreign  branches  of  Ameri- 
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can  companies,  he  says.  Therefore, 
argues  Naisbitt,  if  all  the  numbers  are 
tallied,  the  U.  S.  has  no  deficit  with  Ja- 
pan or  the  rest  of  the  world. 
Is  Naisbitt  all  wet? 

John  B.  Simpson 
Memphis 

Editor's  note:  Only  goods  are  counted 
in  the  government's  monthly  report  on 
merchandise  trade.  Exports  and  im- 
ports of  services  are  counted  in  the 
broader  quarterly  report  on  the  econo- 
my's gross  national  product.  In  1986, 
trade  in  services  showed  a  surplus  of 
$46  billion,  but  goods  showed  a  deficit 
of  $H3  billion.  The  overall  balance  be-- 
tween  goods  and  services  remains  in 
deficit  going  into  1990. 

BLAME  HIGH  MEDICAL  COSTS 

ON  ANYBODY  BUT  DOCTORS  

For  you  to  intimate  that  the  cause  of 
escalating  medical  costs  is  physician 
fees  is  literary  "malpractice"  ("Doctors 
should  take  this  medicine,"  Editorials, 
Dec.  25). 

The  driving  force  behind  surging  costs 
is  more  appropriately  cited  as  wasteful 
hospital  practices,  inflated  charges  for 


medical  supplies  and  pharmaceuticals, 
treatment  of  the  indigent  (whos^  costs 
are  absorbed  by  those  able  to  pay  for 
care),  medical  malpractice  premiums, 
and  an  American  public  that  demands 
the  most  advanced  technologies.  Per- 
haps businesses  could  provide  enhanced 
health  care  benefits  for  workers  if  they 
didn't  find  it  necessary  to  pay  e.xecutives 
multimillion-dollar  salaries. 

Of  course,  we  could  move  to  a  nation- 
alized health  care  system.  But  when  was 
the  last  time  the  editors  of  BUSINESS 
WEEK  or  its  readers  experienced  care  in 
a  Veterans  Administration  hospital? 

Michael  Horowitz,  M.D. 

Pittsburgh 

A  DESIGNER  DESERVES  THE  KUDOS 
FOR  STEVE  JOBS'S  OFFICE  

As  a  young  designer,  I  thought  your 
Industry  Outlook  issue  seemed  par- 
ticularly interesting — business  news  and 
the  best  of  1989's  interior  design  all  in 
one  ("The  Best  of  1989,"  Interior  De- 
sign, Jan.  8). 

I  was  appalled,  however,  to  read  your 
description  of  what  makes  up  interior 
design's  best.  If  you  consider  Steve  Jobs 
to  be  one  of  1989's  best  entrepreneurs  or 


computer  designers,  then,  by  all  mean 
give  him  a  spot  in  your  issue.  But  if  yo 
consider  his  new  office  to  be  one  of  th 
best  examples  of  interior  design,  the 
please  give  credit  where  credit  is  dui 
to  the  interior  designer! 

Lynn  Vandeber 
Providenc 

Editor's  note:  Thomas  Carlisle  is  th 
full-time  facilities  designer  at  Next,  h 
designed  all  the  office  interiors  an 
will  continue  to  do  so  as  the  compan 
expands.  Jobs,  who  tends  to  be  deepl 
involved  in  his  company's  office  di 
sign,  hired  Carlisle  away  from  Appi 
Computer. 

I 

CORRECTIONS  &  CLARIFICATIONS 

The  car  pictured  in  "Tinfoil  Lizzies:  HerL 
come  aluminum  cars"  (Top  of  the  Newsi 
Jan.  29)  is  a  prototype  Ferrari,  not  i: 
$465,000  limited-edition  model.  This  Feij 
rari  isn't  for  sale  at  any  price.  j 


Letters  to  the  Editor  should  be  sent  to  Readeif 
Report.  Business  Week,  1221  Avenue  of  the  Amei' 
cas.  New  York.  N  Y.  10020.  Fax:  (212)  512-446 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  ii 
elude  an  address  and  daytime  and  evening  teh, 
phone  numbers  We  reserve  the  right  to  edit  lettei 
for  clanty  and  space. 


Watch  the  series  that  took  lifetimes  to  create 


Ruby  Dee. 

Actress,  writer,  director. 


Arthur  Ashe. 

Protessional  tennis 
|)l.ivcr  and  sports 
(.(iiiiinentator. 


Father  George  Clements. 

Founder  of  One 
ChurchOneChild 
adoption  agency. 


Ellis  Marsalis. 

I  he  halheiof  Modern 
Jazz. 


''Personal  Diary" 

on  Black 
Entertainment  TV 

( .F  pioiidly  [presents  a  new  series 
iliai  look  2(i  lifetimes  to  create. 

I  hanks  to  the  lifework  of  26 
black  men  and  women,  "Personal 
Diary"  was  made  possible.  Because 
the  series  was  created  to  highlight 
their  distinguished  careers. 

f  rom  four  star  generals  to  pro- 
fessional athletes  to  political  lead- 
ers. Each  week  "Personal  Diai"y  '  will 
profile  someone  new,  someone 
whf)'s  made  a  real  difference. 

.So  watch  for  "Personal  Diary" 
on  BE  T.  It's  a  series  that  comes  along 
maybe  once  every  26  lifetimes. 

( Iheck  cable  guide  for  listing. 


Carl  Stokes. 

judge  and  former 
Mayor  of  Cleveland. 


Marian  Wright  Edelman. 

Head  of  Children's 
Defense  fund. 


Colin  Powell. 

four  sur  general, 
Chairman  of  the  Joini 
Chiefs  of  Staff. 


GuyBluford. 

First  hlack  aslronaul  to 
travel  in  space. 


We  bring  good  things  to  life 
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Warner  Communications  Inc. 


has  merged  with 


Time  Warner  Inc. 


formerly 


Time  Incorporated 


The  undersigned  acted  as  financial  advisor 
to  Warner  Communications  Inc. 


Lazard  Freres  &  Co. 


January  11,  1990 


WOOL  MAKb:5  Uhb 

Your  day  begins  and  ends  wh  d( 


Play  your 
strongest  suit... 

nothing  communicates 
confidence  like  wool. 


COOL 
WOOL 


PURE  WOOL 


Decisions,  decisions... 

make  the  comfortable  choice, 
because  pure  Merino  w  ool 
know  s  how  to  relax. 


Wtien  ttiings  wei 
tieavily  on  your  mine 

its  a  relief  to  kn 
no  other  fabric  ad: 
as  easily  to  the  seaso 
lightweight  Merino  w 


i 


The  other  favorite 
traveling  companion... 

lightweight  w  ool  lets  you 
move  easily  and  meet 
the  demands  of  looking  good 
any  time... any  place. 


The  sewn-in  \Afoolmark  label  is  your  assurance  of  quality- 
testecJ  fabrics  made  of  the  world  s  best    Pure  Wool 


bOOKS 


A  NATIVE'S  RETURN:  1945-1988 

By  William  L.  Shirer 

Little,  Brown  .  484pp  .  $24.95 


THE  FALL  AND  RISE 
OF  WILLIAM  SHIRER 


William  L.  Shirer  is  a  formidable 
figure  in  American  journal- 
ism— an  idol  of  generations  of 
ink-stained  wretches,  myself  included. 
Historians  may  not  sing  hosannas  for 
The  Rise  and  Fall  of  the  Third  Reich, 
but  no  one  can  deny  that  Shirer  was  a 
terrific  reporter  and  a  diarist  nonpareil. 
Berlin  Diary,  his  1941  chronicle  of  life 
as  a  foreign  correspondent  in  Nazi  Ger- 
many, is  Shirer  at  his  best:  intellectual 
without  being  ponderous,  trenchant  in 
his  insights,  and  imbued  with  a  clear- 
headed sense  of  right  and  wrong. 

Those  same  quali-  (-j-, 
ties  are  found  in 
abundance  in  A  Na- 
tive's Return,  the 
third — and,  in  my 
view,  best — of  his 
well-received  mem- 
oirs. Shirer  turns  86 
on  Feb.  23,  but  he 
has  hardly  mellowed. 
Indeed,  this  book  has 
a  distinct  edge,  an 
undertone  of  bitter- 
ness, not  evident  in 
the  first  volume,  The 
Start,  or  even  in  The 
Nightmare  Years, 
which  covered  his  so- 
journ in  Germany 
and  emergence  as  a 
star  commentator  for 
the  infant  CBS  News. 
In  this  final  volume,  Shirer  has  the  con- 
siderably more  complex  and  painful  task 
of  recounting  his  own  nightmare  years: 
his  dismissal  from  CBS  in  1947,  his  black- 
listing, and  his  often  rocky  personal  life. 

Shirer  has  written  a  fascinating  tale 
that  will  no  doubt  stir  controversy  and 
antagonize  many.  This  time  the  villains 
belong  not  to  the  Nazi  Party  but,  large- 
ly, to  Shirer's  own  proifssion.  Shirer  is 
merciless  in  his  depiction  nf  CBS,  its  long- 
time chairman,  William  S.  i'aley,  and  the 
media  icon  Edward  R.  Mui-tow. 

Murrow  recruited  Shirer  in  1937,  and 
the  two  men  became  close  fiiijnds.  As  a 
CBS  vice-president  after  the  war,  howev- 
er, Murrow  was  instrumental  in  Shirer's 
highly  publicized  ouster  from  the  net- 
work. At  the  time,  Shirer's  supporti  rs 
asserted  that  CBS  was  goaded  by  a  spoii- 
sor  into  muzzling  him  because  of  hi- 
political  views.  Shirer  had  no  sympathy 


for  the  "hysteria  about  Communism  and 
Russia"  that  had  some  people  believing 
the  Iron  Curtain  was  about  to  drape 
over  the  48  states.  "I  began  to  wonder," 
he  recalls,  "if  my  beloved  country  was 
turning  into  a  lunatic  bin." 

Later  accounts  of  the  Shirer  imbro- 
glio, such  as  the  version  in  Alexander 
Kendrick's  biography  of  Murrow,  Prime 
Time,  have  tended  to  side  with  Murrow 
and  deny  that  Shirer  was  victimized  be- 
cause of  politics.  But  Shirer  makes  a 
convincing  rebuttal,  and  his  depiction  of 
Murrow  will  not  please  devotees  of  the 


fcr.t 


Murrow  warned  him  to  stick  to  t? 
script,  Shirer  likens  it  to  the  days  wh'i  s"^' 
"some  little  Nazi  always  sat  opposite  ri 
in  the  studio  in  Berlin,  following  a  co]t 
of  my  script  word  for  word,  ready  to  ci  ♦'^ 
me  off"  at  the  first  sign  of  deviation.  *f 

Soon  afterward,  Shirer  was  out  f 
journalism  entirely.  In  1950  he  was  list! 
as  a  Communist  sympathizer  by  tls 
scurrilous  right-wing  journal  Red  Cha\  *  t* 
nels.  It  noted  that,  among  other  "m 
deeds,"  Shirer  had  signed  a  Suprens' 
Court  brief  in  favor  of  Hollywo(J.j'* 
screenwriters  who  had  defied  the  Hoult'  '™ 
Un-American  Activities  Committee. 
executive  from  the  networks,  ad  age- 
cies  or  sponsors,  no  editor  of  a  mag- 
zine — with  one  or  two  exceptions — ;» 
whom  I  submitted  manuscripts  wou^*™ 
touch  me  with  a  ten-foot  pole,"  he  r^'*p' 
calls.  He  was  not  even  able  to  persua(ip 
Morris  Ernst,  the  lawyer  and  civil-lib^ 
ties  advocate,  to  sue  Red  Channels  f« 
libel.  Years  later,  it  was  revealed  tha 
Ernst  secretly  fed  i| 
formation  to  J.  Edgl 
Hoover  and  somj 
times  asked  the  Fi 
for  advice  before  taj 
ing  on  clients. 

At  times  in  til 
1950s,  Shirer  seemd 
consigned  to  obscu)j 
ty — and,  by  this  a 
count,  virtual  penur  sill 
"No  money  came  i:  irtiiij 
It  continued  goin  ■'. 
out,"   he  recalls 
1955.   "By  mid-Jurl»( 
we  were  eating  mos  inifji 
y  from  the  vegetab 


EDWARD  R.  MURROW  AND  SHIRER  AT  CBS  BEFORE  THEIR  NASTY  SPLIT  IN  1947 


avs 


legendary  broadcaster.  "It  was  a  ques- 
tion I  kept  asking  myself,"  Shirer  re- 
calls. "What  had  they  done  to  Ed  Mur- 
row up  on  the  nineteenth  floor  amid 
nineteen  vice  presidents?"  He  adds  that 
Murrow  "began  to  issue  statements  not 
only  justifying  my  ouster  from  the  Sun- 
day broadcast  but  trying  to  destroy  me 
as  a  broadcaster,  dressing  up  his  asser- 
tions in  the  most  amazing  half-truths, 
evasions,  and  downright  lies." 
Recalling  his  last  CBS  broadcast,  when 


At  times  in  the  1950s, 
Shirer  seemed  consigned 
to  obscurity — and,  by  this 

account,  virtual  penury 


d, 

garden."  I  suppos  ^,  tl 
Shirer  can  be  forgi'  irel 
en  for  occasion;  «ks 
lapses  into  self-pit 
and  for  lingering 
bit  too  long  in  a  discussion  of  the  harliyre 
life  led  by  free-lance  writers  and  the  ci 
pidity  of  his  various  publishers 

In  1960,  the  best-selling  Rise  and  Fa 
restored  Shirer  to  something  approacl 
ing  his  former  eminence.  But  that  boo 
and  a  subsequent  account  of  the  194 
fall  of  France  failed  to  gamer  him  lai 
rels  from  academic  historians.  The  man 
moth  history  of  the  Third  Reich  was  al 
corded  a  venomous  reception  in  Wesf 
Germany  because  of  his  unsympathetji'i 
depiction  of  the  German  people.  Shirt 
makes  no  apologies  for  that,  observinii 
that  the  Germans  have  "no  wish  to  com|i)acli 
to  terms  with  the  past  or  even  unde 
stand  it."  Recounting  a  return  trip  i 
1985,  Shirer  questions  whether  the  Geilfj", 
mans  have  changed  at  all  from  the  day 
when    they    thronged  Nuremburj 
screaming  "Sieg  Heilf"  "Does  any  gres 
people  change  fundamentally?"  muse 
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•er.  He  plainly  feels  the  answer  is  no. 
ven  those  who  disagree  with  Shirer 
be  spellbound  by  this  deftly  woven 
rative.  After  all,  Shirer  is  no  dispas- 
late  historian  but  rather  an  analytical 
rnalist  with  a  heartfelt  point  of 
V — a  far  cry  from  the  bland,  middle- 
he-road  broadcast  commentators  who 
)wed  him.  It  is  intriguing  to  specu- 
about  the  impact  Shirer  would  have 
on  public  opinion,  had  he  not  been 
le  persona  non  grata  by  the  chicken- 
rted  nabobs  of  network  news. 

BY  GARY  WEISS 
■kets  &  Investments  Editor  Weiss  has 
I  an  ink-stained  wretch  since  1976. 


K  BRIEFS  I 


TROUBLE  WITH  MONEY 

\/illiam  Greider 

tie  Direct  Books  •  94pp  •  $11.95 


>efine  the  word  "book." 
Silly,  everyone  knows  what  a 
book  is,  you  say.  True.  But  along 
les  Whittle  Communications,  of 
)xville,  Tenn.,  offering  a  series  of  es- 
5  called  The  Larger  Agenda,  to  be 
lished  as  thin  books 
hi  advertisements  for 
eral  Express  Corp.  ap- 
fing  every  few  pages, 
titles  are  being  writ- 
by  name  authors  such 
John  Kenneth  Gal- 
ith,  for  fees  reportedly 
■ting  at  $60,000,  and 
hardbound,  ad-laden 
ivs  will  be  distributed 
rof  charge  to  150,000 
:iion-makers.  After- 
•d,  stripped  of  their 
,  the  slender  volumes 
retail  only  at  Walden- 
ks  outlets  for  $11.95. 
or  those  of  us  who  were  brought  up 
lelieve  that  books  are  meant  to  be  not 
I  read  but  revered,  there's  something 
ettling  about  all  of  this.  Ads  in 
ks?  Single-sponsor  essays?  Yet  it's 
easy  to  dismiss  Whittle's  effort  out 
land.  For  one  thing,  lofty  goals  and 
lect  of  the  bottom  line  no  longer 
racterize  the  publishing  business,  if 
r  they  did.  What's  more,  it's  difficult 
argue  that  an  intelligent  essay  lit- 
?d  with  ads  is  less  deserving  of  publi- 
on  than  a  turgid  romance  novel  un- 
;tered  by  a  sponsor's  messages, 
till,  it  would  be  easier  to  come  down 
isively  for  or  against  Whittle's  ap- 
ach  if  the  first  volume  in  the  series 
•e  indisputably  awful  or  clearly  excel- 
:.  Unfortunately,  William  Greider's 
!  Trouble  with  Money  can't  help  out 
this  score.  Greider,  who  wrote  a  well- 
arded  tome  about  the  Federal  Re- 
^e  Board,  The  Secrets  of  the  Temple, 
kes  an  impassioned  and  persuasive 
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TROUBLE 

WITH 

MONEY 

A  PRESCRIPTION  FOR  AMERICA'S 
FINANCIAL  FEVER 

•  WIJJAM 

GREIDER 

AUTHOR  OF  SECRfTS  OF  THE  TEMPIE 

BIC  IDEA,  WHITTLED  DOWN 


argument  against  the  forces  of  greed, 
excessive  leverage,  and  risk-taking  that 
financial  deregulation  has  unleashed. 
But  he  takes  far  too  long  making  this 
argument  and  far  too  little  time  offering 
the  "prescription  for  America's  financial 
fever"  that's  offered  in  the  subtitle. 

Banks,  securities  firms,  and  even  man- 
ufacturing companies  that  aspire  to  be- 
come financial  powerhouses  now  bet  bil- 
lions on  dubious  ventures,  notes  Greider. 
But  unlike  daredevil  gamblers,  they're 
unwilling  or  unable  to  shoulder  losses. 
The  $160  billion  government  bailout  of 
the  savings  and  loan  industry  is  but  the 
latest  example  of  how  private  risk-tak- 
ing has  required  a  public  solution,  and 
the  costs  of  deregulation — from  lost  in- 
vestment opportunities  to  persistently 
high  real  rates  of  interest — are  mount- 
ing, warns  Greider.  Every  time  the  gov- 
ernment picks  up  the  tab  for  private 
risk-taking,  it  diverts  resources  that 
might  be  used  for  social  purposes. 

This  analysis  should  not  be  unfamiliar 
to  the  readers  of  BUSINESS  WEEK,  whose 
1985  Cover  Story,  The  Casino  Society, 
made  similar  arguments.  Indeed,  what's 
surprising  about  Greider's  essay  isn't 
the  points  it  makes  so 
much  as  the  breathless 
tone.  Greider  appears  to 
think  he's  breaking  new 
ground. 

Where  the  Rolling 
Stone  editor  does  have 
something  to  contribute  is 
in  the  final  chapter  of  his 
essay.  Here  he  makes  the 
case  for  reregulation,  but 
with  a  twist:  Instead  of  re- 
introducing interest-rate 
ceilings,  which  Greider 
concedes  created  economic 
distortions  in  the  1970s,  he 
suggests  that  the  Fed  use 
new  bank-capital  requirements  more  fre- 
quently, raising  them  any  time  Fed  offi- 
cials see  the  danger  of  an  inflationary 
runup. 

He  also  suggests  that  the  government 
require  "owners  of  wealth  and  financial 
institutions  to  accept  a  modest  social 
burden  in  exchange  for  the  protections 
that  government  provides  them."  Banks, 
for  instance,  might  be  forced  to  set  aside 
funds  for  below-market  mortgages  to 
first-time  home  buyers  and  for  the  con- 
struction of  low-income  housing. 

Still,  Greider's  emphasis  on  analysis 
rather  than  solutions  is  disappointing.  In 
fact,  it's  hard  to  figure  out  why  his  es- 
say is  as  long  as  it  is — except  perhaps  to 
fill  the  pages  of  Whittle's  first  "book." 
Ultimately,  it's  impossible  for  the  reader 
to  evaluate  Greider's  work  separately 
from  the  phenomenon.  The  Trouble  with 
Money  isn't  quite  a  book,  and  this  isn't 
quite  a  review. 

BY  KAREN  PENNAR 
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27 
million 
Americans 
cant  read. 
And  guess 
who  pays 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  connpany  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


Coalition  for  Literacy 
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WHAl 

DOES  A 
BILLION 
DOLLARS 
LOOK 
LIKE? 


I 


A  lasle  ofFnince.  30  minutes  north  oj  Manhultun. 
The  Pearl  River  Hilton,  Pearl  River,  New  York. 


Heacon  by  the  bay.  Towers  dome. 
The  San  Francisco  Hilton. 


Atlantic  paradise. 
The  Fonlainehleaii  Hillon 
Miami  Beach,  Florida. 


r.  Lobby  dock, 

iorf= Astoria,  New  York. 


\^ondons  other  palace.  The  London  Hilton  on  Park  Lane,  across  from  Hyde  Park. 
\Jncompromising.  Towers  Suite  29A,  The  Waldorf=Astoria. 


It  looks  like  Hilton. 
In  the  past  two  years  alone, 
we've  spent  over  a  billion  dollars 
to  raise  the  standard  of  what  a 
great  hotel  should  be.  And  that's 
just  the  beginning. 

Come  look  for  yourself. 
For  reservations  at  any  of 
over  400  Hiltons,  call  your  travel 
consultant,  any  Hilton, or  Hilton 
Worldwide  Reservations — 
1-800-HILTONS. 

HILTON 

IT'S  ALL  IN  THE  NAME. 
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conomic  ViewDoint 


THANKS  FOR 
TOSSING  THAT 
GRENADE, 
MR.  MOYNIHAN 


BY  ROBERT  KUTTNER 


The  senator's  call  for 
a  Social  Security  tax  cut 
is  great  guerrilla  politics 
for  the  Democrats. 
Instead  of  yet  another  tax 
reduction  for  millionaires, 
the  next  round  should  go 
to  working  stiffs 


ROBERT  KUTTNER  IS  ECONOMICS 
CORRESPONDENT  FOR  THE  NEW  REPUBLIC 
AND  AUTHOR  OF  THE  LIFE  OF  THE  PARTY 


The  tiix-and-spend  debate  has  taken 
an  instructive  turn — one  that  just 
might  break  the  political  logjam  of 
the  Gramm-Rudman  era. 

The  debate's  first  new  ingredient  is 
the  famous  peace  dividend.  However,  it 
has  become  fashionable,  even  obligatory, 
for  Washington  insiders  to  pooh-pooh 
this  prospect.  Defense  Secretary  Richard 
B.  Cheney  is  scrambling  to  find  other 
missions  for  post-cold-war  U.  S.  forces. 
He  practices  a  strange  arithmetic  in 
which  "cuts"  are  subtracted  from  previ- 
ously projected  increases  and  therefore 
save  only  trivial  sums. 

If  we  use  the  figures  of  the  recent 
Brookings  Institution  report  by  William 
W.  Kaufmann,  the  peace  dividend  is  in 
fact  considerable.  Kaufmann,  a  former 
senior  Pentagon  official,  thinks  that  by 
the  end  of  the  decade,  real  military 
spending  can  be  roughly  halved — with 
cuts  totaling  $50  billion  a  year  by  1994. 
That's  serious  money. 

The  remaining  deficit  of  about  $75  bil- 
lion would  still  be  above  the  1993 
Gramm-Rudman  target,  which  is  sup- 
posed to  be  a  zero  deficit.  But  that  tar- 
get has  become  irrelevant.  A  $75  billion 
deficit  is  below  1.57"  of  gross  national 
product,  down  from  a  peak  of  over  5%  in 
the  Reagan  years,  and  is  perfectly  sus- 
tainable. With  a  deficit  of  1.5%,  the  na- 
tional debt  gradually  declines  as  a  frac- 
tion of  gross  national  product. 

A  second  fresh  ingredient  is  a  new 
twist  in  the  debate  about  Social  Security. 
On  one  side,  Gramm-Rudman  hawks 
want  to  take  Social  Security  out  of  the 
budget  so  that  the  current  annual  Social 
Security  surplus  is  not  used  to  offset 
part  of  the  deficit  in  the  rest  of  the 
budget.  Supporters  of  this  plan  have 
even  tempted  some  liberals  with  the  ar- 
gument that  the  surplus  needs  to  be  pro- 
tected to  safeguard  Social  Security 
payouts  as  the  baby-boom  generation 
passes  into  the  next  century.  But  that 
argument  is  based  on  a  misunderstand- 
ing of  how  Social  Security  accounting 
works.  In  fact,  there  is  no  long-term 
"trust  fund."  If  Social  Security  takes  in 
more  money  than  it  pays  out,  the  gov- 
ernment simply  redeems  government 
bonds.  The  government  then  has  to  pay 
out  less  interest  in  the  future,  which 
leaves  more  money  to  pay  Social  Securi- 
ty claims.  This  would  be  the  case  even  if 
Social  Security  were  off  budget. 

Some  countries,  including  Sweden, 
Canada,  and  Japan,  do  have  separate  so- 
cial security  trust  funds  with  real  pools 
of  capital  to  invest,  just  like  private  pen- 
sion funds.  In  Sweden,  social  security 
reserves  are  invested  in  everything  from 
housing  bonds  to  industrial  ventures  and 
constitute  a  pool  of  socialized  savings. 
But  that's  not  what  the  budget  hawks 


are  proposing  for  the  U.  S.  They  simplj 
want  Social  Security  off-budget  for  ac 
counting  purposes — to  make  the  official 
ly  measured  deficit  that  much  larger 
thereby  adding  pressure  for  more  spend 
ing  cuts  elsewhere. 

Defenders  of  Social  Security  would  b( 
foolish  to  take  the  bait.  What  will  maki 
it  possible  for  Social  Security  to  honoi 
its  commitments  will  be  the  strength  o: 
the  economy  and  the  tax  system  in  th( 
next  century,  not  accounting  gimmick 
in  the  1990s.  If  the  right  wing  wants  t( 
propose  that  Social  Security  funds  b( 
converted  into  a  pool  of  socialized  sav 
ings,  that's  a  whole  other  conversation 
WORKING-CLASS  HERO.  Senator  Danie 
Patrick  Moynihan  has  lobbed  a  lovelj 
grenade  into  this  fiscal  debate.  Moyni 
han  has  observed,  correctly,  that  Presi 
dents  Reagan  and  Bush,  for  all  their  no 
new-taxes  rhetoric,  have  in  fact  presidec 
over  several  tax  increases.  Most  of  these 
were  increases  in  the  regressive  payrol 
tax,  the  most  recent  of  which  took  effect 
on  Jan.  1.  Bush  can  insist  that  his  lip; 
are  unsullied — these  were  previously 
mandated  jumps.  But  what  occurred  or 
Jan.  1  was  really  a  $22  billion  tax  in 
crease.  Indeed,  during  the  Reagan-BusI 
era,  payroll  taxes  on  wage  and  salariec 
workers  have  just  about  doubled. 

Far  from  going  into  a  "trust  fund, 
these  higher  payroll  taxes  on  working! 
Americans  simply  fund  the  operating  ex 
penses  of  the  government — the  Stealth 
bomber.  Star  Wars,  the  savings-and-loan 
bailout,  losses  from  the  scandal  at  Hous 
ing  &  Urban  Development,  and  the  other 
legacies  of  Republican  rule.  Moynihan'.' 
call  for  a  cut  in  the  payroll  tax  has 
adroitly  upstaged  Bush's  campaign  for  a 
capital-gains  tax  cut. 

It's  marvelous  politics  for  the  Demo 
crats:  Instead  of  yet  another  tax  reduc 
tion  for  millionaires,  who  have  alread 
enjoyed  several  since  1978,  the  nex 
round  of  tax  relief  should  go  to  workin 
stiffs,  for  whonri  the  1980s  was  a  perio' 
of  tax  increases. 

One  detail  is  important,  though.  Be 
cause  Social  Security  is  part  of  the  bud- 
get, the  simple  $55  billion  cut  in  payroll 
taxes  that  Moynihan  proposes  would  add 
$55  billion  to  the  federal  deficit.  A  better 
idea  is  to  offset  the  cut  with  $55  billion 
worth  of  loophole  closings — or  perhaps- 
restore  a  3S%  top  rate  on  the  personal 
income  tax  for  households  with  incomes 
over  $250,000  a  year. 

What  a  nice  surprise;  This  debate  is 
usefully  highlighting  the  distribution  of 
the  tax  load  and  reminding  liberals  that 
their  job  is  supposed  to  be  championing; 
the  pocketbook  interests  of  the  little| 
guy.  It  may  even  rouse  the  congressio- 
nal Democrats  from  their  long-term  fis-l 
cal  coma.  H 
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BY  GENE  KORETZ 


HAS  HIGH-TECH 
AMERICA  PASSED  ITS 
HIGH-WATER  MARK? 


While  the  nation  debates  the  merits 
of  an  industrial  policy  for  domes- 
tic high-technology  investment  (page  54), 
the  outlook  for  America's  technology 
sector  is  getting  darker.  The  recent  an- 
nouncements of  layoffs  by  such  bell- 
wether companies  as  IBM  and  Apple 
Computer  Inc.  only  underscore  technol- 
ogy's woes  at  a  time  of  general  econom- 
ic sluggishnesss. 

More  worrisome,  however,  is  the  pos- 
sibility that  the  problems  will  persist 


HIGH-TECH  IMPORTS 
KEEP  GAINING  GROUND 


■81    '82   '83    '84    '85    '86  '87 
A  PERCENT 

■INCLUDES  COMPUTERS,  PHOTOCOPIERS  TELECOMMUNICATIONS 
EQUIPMENT  SCIENTIFIC  INSTRUMENTS,  AND  OTHER  OFFICE  MACHINERY 
DATA:  COMMERCE  DEPT ,  MORGAN  STANLEY  i  CO. 


even  after  the  economy  reaccelerates. 
"Any  way  you  look  at  it,"  contends  econ- 
omist Stephen  S.  Roach  of  Morgan  Stan- 
ley &  Co.,  "high-tech  America  is  facing 
hard  times  in  the  years  ahead."  To  bol- 
ster his  negative  prognosis,  Roach 
points  to  two  long-term  trends:  a  slow- 
down in  technology  demand  and  the 
growing  competition  from  imports. 

From  1974  to  1984,  outlays  for  infor- 
mation technology — computers,  telecom- 
munications equipment,  scientific  instru- 
ments, photocopiers,  and  the  like — 
surged  at  nearly  a  157f  annual  clip.  As  a 
result,  such  spending  became  the  largest 
single  item  in  Corporate  America's  capi- 
tal-investment buciget,  rising  from  227f 
to  34%  of  all  equipment  outlays.  But 
since  1984,  current-dollar  technology 
spending  has  risen  at  only  a  6%  annual 
rate,  and  its  share  of  total  capital-equip- 
ment expenditure  has  stoppeci  growing. 

The  slowdown  in  information-technol- 
ogy investment  is  most  striking  in  the 
manufacturing  sector,  where  such 
spending  has  barely  risen  since  competi- 
tive pressures  forced  an  18%  cutback  in 


1986.  But  it  is  also  apparent  in  service 
industries,  which  account  for  nearly  90% 
of  high-tech  outlays.  After  years  of 
heavy  investment  that  produced  scant 
improvement  in  white-collar  productivi- 
ty, the  service  sector  has  cut  spending 
growth  from  a  double-digit  clip  to  an 
average  of  just  1%  in  recent  years. 

Accompanying  the  sharp  slowdown  in 
high-tech  investment,  notes  Roach,  "has 
been  a  seemingly  unrelenting  encroach- 
ment of  foreign  producers  into  U.  S. 
technology  markets."  As  recently  as 

1987,  imports  claimed  the  same  share  of 
the  domestic  high-tech  market  as  they 
did  of  the  market  for  other  manufac- 
tured goods.  But  since  then,  while  im- 
ports' share  of  other  products  has  re- 
mained close  to  14%  ,  a  45%  jump  in  the 
dollar  value  of  technology  imports  has 
raised  their  share  of  domestic  sales  to 
more  than  18%  (chart). 

"The  dollar's  decline  helped  most  U.  S. 
manufacturers  hold  the  line  on  market 
share,"  says  Roach,  "but  it  has  utterly 
failed  to  tame  America's  voracious  appe- 
tite for  foreign-produced  technology." 

All  of  this  poses  vexing  problems  for 
U.  S.  technology  producers  in  the  years 
ahead.  The  momentum  behind  technol- 
ogy imports  implies  that  global  competi- 
tion for  high-tech  markets  is  heating  up 
at  the  very  time  that  a  slowdown  in  U.  S. 
capital  spending  is  exacerbating  a  down- 
shift in  domestic  technology  demand. 
"In  short,"  says  Roach,  "the  easy  ride 
for  high-tech  America  is  over." 


WHERE  U.S.  CEOs 
HAVE  FOREIGH  RIVALS 
BEAT:  PAYCHECKS 


American  top  executives  are  continu- 
ing to  outdistance  their  competitors 
overseas  in  at  least  one  area:  their  com- 
pensation packages.  According  to  a  re- 
cent worldwide  survey  by  Towers  Perrin 
Forster  &  Crosby,  the  typical  U.  S.  chief 
executive  officer  of  a  company  with  an- 
nual sales  of  $250  million  earns  about 
$543,000  a  year  in  salary,  bonuses,  incen- 
tives, benefits,  and  perks. 

That's  over  50%  more  than  the 
$352,000  earned  by  a  similar  Japanese 
executive,  and  90%-  more  than  the  total 
compensation  of  around  $287,000  re- 
ceived by  German  and  British  CEOs.  It's 
also  more  than  four  times  the  compensa- 
tion of  a  typical  Korean  top  executive. 

In  purchasing-power  terms,  American 
top  executives  come  out  even  further 
ahead,  tpf&c  estimates  that  the  typical 
U.  S.  CEO  in  their  survey  can  buy  three 
times  as  much  in  his  home  country  as  a 
similar  Japanese  executive  and  about 
twice  as  much  as  a  German. 


EVEH  COLLEGE  DEGREES 
MIGHT  HOT  LIFT  BLACKS 
OUT  OF  POVERTY . . . 


Il^ducation  has  long  been  touted  as  th 


Btl: 


ti-lK 


fate 


I  most  effective  path  out  of  povert 
for  the  nation's  hard-pressed  minorities 
That's  why  a  recent  study  by  Bennet 
Harrison  of  Massachusetts  Institute 
Technology  and  consultant  Lucy  Goi 
ham  is  so  disturbing.  It  indicates  that 
surprising  number  of  college-educate 
blacks  have  remained  mired  at  the  boi 
torn  of  the  economic  ladder. 

Based  on  Census  Bureau  data,  th 
two  economists  found  that  one  out 
three  black  male  college  graduate 
earned  wages  in  1987  that  fell  below  th 
poverty  line  of  about  $12,000  for  a  fan: 
ily  of  four  (compared  with  one  out  of  si  |[(|| 
white  male  college  grads).  Worse,  near! 
half  of  the  black  female  college  gradv 
ates  earned  similar  poverty-level  wages 
Harrison  and  Gorham  also  found  tha 
the  number  of  college-educated  blac 
men  earning  $36,000  or  more  (in  198 
dollars)  actually  fell  by  about  28,00 
from  1979  to  1987— a  development  tha 
seems  related  to  a  decline  in  black  mal 
college  enrollments.  And  the  number  o 
college-educated  black  women  earning  a 
least  $36,000  rose  by  only  1,500,  or  7% 
Such  findings  are  disconcerting  in 
period  when  shortages  of  educate 
workers  are  said  to  threaten  the  nation' 
economic  health.  At  the  very  least,  say 
Harrison,  they  suggest  that  "as  muc' 
effort  has  to  be  spent  integrating  edi 
cated  blacks  into  the  work  force  as  e: 
couraging  them  to  seek  an  education." 


. . .  AHD  FOR  ALL  GRADS, 
THERE  COULD  BE 
FEWER  JOBS  IH  JUHE 


lack  college  graduates  may  fac 
'special  problems,  but  most  colleg 
seniors  are  likely  to  find  it  harder  to  ge 
the  job  of  their  choice  when  they  gradt 
ate  this  spring.  Michigan  State  Univers 
ty  recently  reported  that  its  annual  fa 
survey  of  nationwide  recruiting  trend 
indicated  that  employers  plan  to  hirlaj 
13.3%  fewer  college  grads  this  sprin; 
than  they  did  last  year.  Aside  from 
slight  dip  in  1986,  that's  the  first  drop  i 
hiring  plans  since  a  16.8%  decline  recorc 
ed  at  the  trough  of  the  last  recession  i 
1982.  Industries  anticipating  reduced  hii 
ing  include  finance,  real  estate,  aerc 
space,  electronics,  and  mechanical  an^ 
electronic  equipment  makers. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


IFLATION  WON'T  COOL  OFF— 

ND  THAT'S  GOT  THE  ECONOMY  IN  A  SWEAT 


nflation  hasn't  held  center  stage  in  the  outlook  for 
some  time.  After  all,  compared  with  the  double-digit 
monster  of  the  early  1980s,  last  year's  4.6%  growth 
consumer  prices  seems  tame.  Still,  inflation  is  in  the 
tlight  now.  That's  because  it  isn't  likely  to  shrink 
ch  in  1990,  even  though  the  Federal  Reserve  Board's 
i-inflation  efforts  have  slowed  the  economy  to  a 
wl.  The  result:  Wall  Street  is  getting  nervous,  the 
ite  House  is  complaining  about  high  interest  rates, 
1  the  Fed  is  caught  in  the  middle. 

The  bond  market,  where  ex- 
pectations of  inflation  influence 
long-term  yields,  is  especially 
upset.  In  the  past  four  weeks, 
the  interest  rate  on  30-year 
Treasury  bonds,  for  example, 
has  jumped  from  7.86%  to 
8.41%,  the  highest  since  last 
June  (chart).  Investors'  luke- 
warm reception  of  the  Resolu- 
tion Funding  Corp.'s  new  bond 
issue  on  Jan.  23  made  matters 
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"se.  Rising  long-term  rates  are  fueling  concern  about 
economy.  In  particular,  they  threaten  to  halt  the 
ent  decline  in  mortgage  rates,  further  darkening 
ising's  outlook,  which  is  already  none  too  promising, 
'he  stock  market  is  displeased  with  the  prospect  of 
her  interest  rates  in  a  sluggish  economy,  especially 
V  that  corporate  earnings  are  getting  hammered 
ge  30).  The  Dow  Jones  industrial  average  plunged  77 
nts  on  Jan.  22,  on  the  heels  of  a  71-point  decline  on 
I.  12.  The  Dow  has  fallen  some  200  points  since  Jan.  2. 

HE  FED  Part  of  the  turmoil  reflects  Wall  Street's 
IN'TAPT  growing  doubt  about  the  Fed's  inflation- 
0  EASE  UP  fighting  strategy.  Even  though  the  cen- 
ERYSOON  \)2ink  tightened  credit  for  a  year 

rting  in  March,  1988,  the  markets  have  seen  little 
gross  toward  slower  price  growth.  And  the  Fed  has 
m  easing  policy  since  last  June.  With  price  indexes 
;ly  to  make  some  sharp  jumps  in  coming  weeks — as  a 
ult  of  weather-related  runups  in  food  and  energy 
ts — the  Fed  risks  a  further  loss  of  confidence  from 
financial  markets  if  it  loosens  any  more.  So  don't 
)ect  the  Fed  to  move  for  a  while, 
'hat  won't  sit  well  with  the  Bush  Administration, 
ich  is  already  griping  that  interest  rates  are  too  high. 
1-bashing  isn't  uncommon  in  an  election  year,  but  this 
e  a  weak  economy  is  cutting  into  much-needed  tax 
enues,  as  the  Treasury  struggles  with  the  budget. 


In  December,  the  federal  government  posted  a  $14.6 
billion  deficit,  up  from  an  $11.4  billion  gap  in  December, 
1988.  Slower  personal  income  growth  and  a  decline  in 
corporate  earnings  have  pared  tax  collections.  Corporate 
income-tax  receipts  in  the  fourth  quarter  of  1989,  which 
is  also  the  first  quarter  of  the  government's  1990  fiscal 
year,  were  down  a  startling  13.9%'  from  a  year  earlier. 

Federal  outlays,  however,  keep  rising.  They  were  up 
3.2%  in  the  fourth  quarter  from  year-ago  totals.  Leading 
the  climb  are  interest  payments  on  the  federal  debt.  The 
government  paid  out  $77.7  billion  in  interest  last  quarter, 
up  13.8%>  from  1988's  fourth  quarter. 

Reducing  the  cost  of  financing  the  national  debt  is 
another  reason  the  Administration  would  like  to  see 
lower  interest  rates.  But  the  Fed  is  likely  to  give  more 
attention  to  Wall  Street's  concerns.  Two  Fed  governors 
who  have  led  the  easing  of  monetary  policy  since  last 
June  have  already  publicly  questioned  the  need  for  lower 
rates. 

WAGES  ARE    The  financial  markets  will  pay  particu- 
ONE  THING     larly  close  attention  to  price  indexes  in 
BOOSTING     coming  months,  as  they  judge  the  success 
PRICES         Qj.  failure  of  the  Fed's  anti-inflation  poli- 
cy. The  December  consumer  price  index  was  not  encour- 
aging. It  rose  0.4%'  in  the  month,  bringing  inflation  for 
all  of  1989  to  4.6%.  That  was  up  slightly  from  4.4% 
during  1988,  but  it  was  still  the  fastest  pace  since  1981. 

For  1990,  initial  inflation  wor- 
ries will  focus  on  food  and  ener- 
gy, where  prices  are  up  sharply 
because  of  heavy  energy  de- 
mand and  crop  damage  during 
December's  cold  snap.  But  even 
excluding  food  and  energy,  con- 
sumer prices  still  rose  0.4%  in 
December,  and  they  accelerated 
during  the  fourth  quarter  to  an 
annual  rate  of  5.3%-  from  3.1% 
in  the  third  quarter. 
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Inflation's  stubbornness  is  rooted  in  rising  labor  costs. 
Wages  and  benefits  show  few  signs  of  slowing  from 
their  1989  pace  of  about  5%  .  Furthermore,  the  economic 
slowdown  has  brought  productivity  growth  nearly  to  a 
standstill.  Since  these  trends  aren't  likely  to  change  any- 
time soon,  unit  labor  costs  will  probably  rise  by  some 
4.5%.  That  puts  a  floor  under  the  inflation  rate,  as  com- 
panies pass  along  those  higher  costs  in  their  prices. 

The  trouble  is  in  services  (chart).  That's  where  labor 
markets  remain  tight,  where  nearly  all  new  jobs  are 
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created,  and  where  productivity  growth  is  dismal.  And 
consumer  spending  on  services  accelerated  in  1989. 

It's  not  surprising,  then,  that  service  inflation  is  un- 
abated, despite  the  declining  rate  for  goods  prices.  Ex- 
cluding food  and  energy,  prices  of  goods  rose  only  2.7% 
in  1989,  down  from  4%  in  1988.  But  service  prices  rose 
5.2%'  last  year,  up  slightly  from  5.1%'. 

The  Fed's  problem  is  that  the  service  sector  is  largely 
insulated  from  the  effects  of  its  latest  tightening  of 
policy.  Higher  interest  rates  have  hurt  manufacturing, 
but  the  factory  sector's  weakness  has  not  been  severe 
enough  to  reduce  price  pressure  in  the  service  sector. 

(INTEREST  Higher  interest  rates  have  also  hit  home- 
RATESKEEP  building,  but  December's  unusually  cold 
HOUSING  IN  weather  also  took  a  toll.  Housing  starts 
THE  CELLAR  plummeted  89^  in  the  month,  to  an  annual 
rate  of  just  1.24  million — the  lowest  since  October,  1982. 
In  the  West,  where  temperatures  were  closer  to  their 
usual  December  levels,  starts  actually  picked  up  by  3.4%. 
The  return  to  normal  weather  nationwide  in  January 
suggests  that  housing  starts  rebounded  in  that  month. 

Still,  housing  has  been  on  a  downtrend  since  1986,  and 
it  isn't  poised  for  any  big  recovery  in  1990.  In  a  survey 
by  Blue  Chip  Econoynic  Indicators,  the  consensus  of  51 
economists  is  that  housing  starts  will  edge  up  to  only 
1.43  million  this  year  from  the  1989  total  of  1.38  million, 
the  lowest  since  the  last  recession  (chart).  That  will  be  a 
drag  on  construction — and  on  the  industries  that  produce 
appliances,  carpeting,  and  furniture. 

Regionally,  the  outlook  is  mixed.  The  huge  stockpiles 
of  apartment  buildings  and  single-family  homes  held  by 
the  Resolution  Trust  Corp.  suggest  that  housing  in  the 
South — already  50%'  below  its  peak  of  1984 — will  be  slug- 
gish for  some  years  to  come.  Economic  weakness  in  the 
Northeast  and  Midwest  will  depress  starts  there.  The 
West,  which  accounts  for  27%  of  the  nation's  housing 
starts,  will  pick  up  some  of  the  slack. 


Housing's  lackluster  prospects  are  the  result  of  many 
problems,  including  past  overbuilding,  the  bailout  of  the 
savings-and-loan  associations,  and  the  general  slowdown 
in  the  economy.  But  the  most  persuasive  argument 
against  any  sharp  rebound  is  affordability. 

True,  the  National  Association  of  Realtors  (NAR)  esti- 
mates that  the  median  U.  S.  income  is  slightly  above  the 
level  needed  to  buy  a  house.  But  that's  a  bit  misleading, 
because  the  income  data  include  households  that  already 
own  their  homes. 

For  potential  first-time  homebuyers,  those  between  18 
and  44  years  old,  the  NAR  calculates  that  the  median 
income  is  only  71%  of  what  is  needed  to  buy  a  starter 
home.  In  areas  such  as  Los  Angeles,  San  Francisco,  and 
New  York,  the  median  income  for  all  households  is  less 
than  half  of  that  needed  for  a  home  purchase. 

Lower  mortgage  rates  would 
help.  Although  rates  have 
dropped  since  their  peaks  of 
last  spring,  fixed  mortgage 
rates  in  mid-January  weren't 
much  lower  than  a  year  ago.  So 
some  buyers  may  be  waiting  on 
the  sidelines,  hoping  that  rates 
will  drop  even  more  as  the  econ- 
omy continues  to  weaken.  But 
lower  rates  are  unlikely  as  long 
as  the  bond  market  feels  that 
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the  Fed  is  making  little  progress  toward  cutting  the 
growth  rate  of  prices. 

History  shows  that  a  recession  is  usually  necessary  to 
cut  inflation.  But  the  Fed  wants  to  avoid  a  downturn.  5 
Instead,  it  hopes  to  reduce  price  pressures  by  holding] 
economic  growth  below  its  long-run  potential  of  abou 
2.5%'  for  an  extended  period.  Judging  by  the  latest  evi 
dence  from  Wall  Street  and  Washington,  such  a  strategy] 
is  not  only  hard  to  pull  off — it  may  also  prove  to  be 
politically  intolerable. 


THE  WEEK  AHEAD 


PERSONAL  INCOME 

November,  the  index  rose  a  weak  0.1%. 
NEW  SINGLE-FAMILY  HOME  SALES 

Wednesday,  Jan.  31,  10  a.m. 
Extremely  cold  weather  probably  held 
home  sales  to  a  650,000  annual  rate  in 
December,  after  November's  710,000 
pace. 

CONSTRUCTION  SPENDING 

Monday,  Jan.  29,  10  a.m. 
Personal  income  probably  increased  by 
about  0.57'  in  December,  after  a  0.8% 
rise  in  November.  That's  suggested  by 
the  gains  in  jobs  and  wages.  Consumer 
spending  should  post  a  0.7%^  advance  in 
December,   led  by  higher  car  sales. 
That's  the  same  gain  as  in  November. 

LEADING  INDICATORS 

Thursday,  Feb.  1,  10  a.  m. 
That  weather  probably  also  cut  building 
spending  by  about  1.5%  in  December. 
November  spending  was  up  by  1.5%. 

NAPM  SURVEY 

Wednesday,  Jan.  31,  8:30  a.m. 
Most  economists  expect  that  the  index  of 
leading  indicators  was  little  changed  in 
December.  The  sluggish  movement  in 
the  index  through  most  of  1989  suggests 
that  the  economy's  malaise  will  continue 
through  at  least  this  year's  first  half.  In 

Thursday,  Feb.  1,  10  a.m. 

The  survey  of  business  activity  compiled 

by  the  National  Association  of  Purchas- 

ing  Management  probably  dropped  to| 
47%  in  January,  from  December's  al 
ready  low  level  of  487^. 

EMPLOYMENT 


Friday,  Feb.  2,  8:30  a.m. 
The  consensus  is  that  nonfarm  payrolls 
grew  by  about  185,000  in  January,  up 
from  the  142,000  increase  in  December 
Despite  the  healthy  job  gain,  economists 
also  expect  the  January  jobless  rate  to 
edge  up  to  5.4%,  from  December's  5.3%. 

FACTORY  INVENTORIES 


Friday,  Feb.  2,  10  a.  m. 
Factory  inventories  probably  rose  about 
0.5%  in  December,  as  manufacturers 
continued  to  keep  stockpiles  lean.  In  No- 
vember, inventories  grew  by  0.3%. 
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WHERE  WOULD  YOU 
RATHER  SIT. 
BEHIND  THE  FRONT  END 

OR  IN  IT? 
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Of  these  two  family  vehicles  only  one  is  required 
to  meet  passenger  car  safety  standards. 

Which  might  explain  why  the  front  end  of  a  Volvo 
wagon  is  equipped  with  an  impact  absorbing  "crumple 
zone"  that  helps  protect  its  passengers.  And  why  the 
front  end  of  some  minivans  include  impact  absorbing 
components  of  a  slightly  different  nature. 

Your  legs. 

The  fact  is,  minivans  are  not  required  to  have 
many  of  the  safety  features  found  on  Volve^s. 

Thats  because  the  U.S.  Department  of  Trans- 


portation does  not  classify  minivans  as 
passenger  cars. 


Which  is  frightening  when  you  think  how  many 
people  tote  their  families  around  in  them. 

Volvos,  on  the  other  hand,  are  built  with  your 
family's  safety  in  mind.  So  every  Volvo  wagon  comes 
equipped  with  three-point  seat  belts  in  the  front  and 
back,  a  drivers-side  Supplemental  Restraint  System 
and  reinforced  side-door  crash  bars. 

Just  a  few  of  the  safety  features  minivans  are  not 
required  to  have. 

All  of  which  leads  us  to  the  only  logical  conclu- 
sion. If  the  U.S.  Department  of  Transportation  doesn't 


VOUVO 

A  car  you  can  believe  in. 


consider  the  minivan  a  passenger  car, 
maybe  you  shouldn't  either. 


CALL  TOLL  FREE  FOR  YOUR  CATALOG  OF  1990  VOLVOS:  1-800-221-9136,   ©  1989  VOLVO  NORTH  AMERICA  CORPORATION 
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BOXED  IN 
AT  THE  FED 

WILL  THE  RATE  RUNUP  BRING  ON  RECESSION? 


Oh,  the  aching  economy.  Corpo- 
rate profits  are  falling,  borrow- 
ers are  struggling  to  meet  inter- 
est payments,  and  lenders  are  choking 
on  their  own  loans.  Auto  sales  remain 
stuck  in  low  gear,  real  estate  is  mori- 
bund, and  the  financial  markets  are 
swooning.  The  prescription  for  the  ail- 
ment is  a  familiar  one:  lower  interest 
rates.  The  problem  is,  that  option  just 
isn't  available. 

So  the  pain  is  going  to  continue  a 
while  longer,  perhaps  even  leading  to  a 
recession.  Nowhere  is  the  hurt  greater 
than  on  Wall  Street.  The  Dow  Jones  in- 
dustrial average  has  dropped  to  2,604,  or 
1.3'/',  since  Jan.  2  (charts).  Over  the 
same  stretch,  the  broader  Standard  & 
Poor's  oOO-stock  index  has  fallen  8.2'''J. 
And  the  bond  market  isn't  faring  much 
better.  Since  the  new  year  began,  rising 
long-term  rates  have  driven  the  price  of 
the  30-year  U.  S.  Treasury  bond  down 
nearly  $50  per  $1,000  of  face  value,  to 
yield '8.47'. 

Why  can't  America  lower  interest 
rates?  As  the  central  bank  to  the  world's 
largest  debtor  nation,  the  Federal  Re- 
serve is  boxed  in.  Interest  rates  are  ris- 
ing abroad,  so  the  Fed  has  to  support 


yields  on  U.  S.  debt  to  keep  foreign  capi- 
tal flowing  in  and  prevent  what's  here 
from  fleeing.  And  Congress  is  acting  as 
if  it  might  cut  taxes  in  the  face  of  a  $150 
billion  budget  deficit  even  as  corporate 
tax  payments  are  declining.  That  leaves 
the  Fed  no  choice  but  to  keep  money 
tight — and  rates  up.  It's  the  nation's 
only  defense  in  the  battle  against  infla- 
tion. "The  easing  of  monetary  policy  is 
over,"  says  Stefan  Abrams,  investment 
strategist  for  Kidder,  Peabody  &  Co. 
COLD  SHOULDERS.  So  wary  are  U.  S.  and 
foreign  investors  about  the  course  of  in- 
terest rates  that  they  cold-shouldered 
the  Treasury's  $5  billion  bond  auction 
for  Resolution  Funding  Corp.,  the  agen- 
cy that  will  fund  the  savings-and-loan 
bailout  (page  70).  Only  hours  before  the 
results  were  announced  on  Jan.  23,  Fed- 
eral Reserve  Board  Chairman  Alan 
Greenspan  was  telling  the  House  Bank- 
ing Committee  that  the  bond  sale  was 
going  swimmingly. 

Greenspan  wasn't  alone  in  misreading 
the  market.  So  did  the  Treasury's  debt 
managers  and  the  private  dealers  in  gov- 
ernment securities.  They  projected  that 
robust  demand  for  the  unusual  40-year 
bonds — the  first  such  issue  since  1955 — 


BOND  PRICES 
ARE  SLUMPING... 


...AND  STOCKS 
ARE  IN  A  DIVE 


3550 
3500 
3450 
3400 
3350 
3300 
3250 


3200 


SHEARSON  LEHMAN  HUHON 
T-BOND  INDEX 


DAILY  CLOSES 

1 — ; — I — I — I — I — I — I — I — I — I — I — r~ 


JAN.  2 


JAN.  24 


JAN.  24 


DATA;  SHEARSON  LEHMAN  HUTTON  INC. 


DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


SERIOUSLY  SPOOKED:  HIGHER  INTEREST  RATE  lEDWI 


nMntf 
issufrttolt 

so 


t<  te 
bu  id  I- 


would  result  in  an  interest  rate  of  8.55% 
about  0.10  percentage  points  less  thaitanai 
RefCorp's  outstanding  30-year  bonds.  I 
stead,  demand  was  soft,  and  the 
wasn't  sold  out  until  rates  climbed 
8.65%.  That  may  not  sound  like  a  lot, 
the  incremental  difference  in  yiel(|e 
spooked  Wall  Street.  Griped  a  trader 
one  of  the  primary  bond  dealers:  "It  wa|' 
a  very  bad  auction,  one  of  the  worst  ii 
the  last  several  years." 

It  doesn't  bode  well  for  the  Treasury': 
February  refunding  of  outstanding  govtireai 
ernment  debt,  never  mind  future  financjii 
ings  for  the  thrift-bailout  agen 
There's  considerable  worry  over  hov 
heavily  Japanese  institutions  will  taki 
part  in  the  next  bond  auction.  For  start 
ers,  Tokyo  fund  managers  are  anxiou 
to  bolster  returns  before  their  fisca 
year  ends  on  Mar.  31.  That  means  they' 
be  buyers  in  such  higher-yielding  mar^te: 
kets  as  Canada  and  Australia. 

More  important,  the  extra  yield  froniief 
U.  S.  Treasury  bonds  isn't  high  enougl 
to  protect  Japanese  investors  from 
risk  of  currency  fluctuations.  Take,  fo: 
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WALL  STREET— BUT  BECAUSE  THEY'RE  RISING  ABROAD,  TOO,  THE  FED  HAS  TO  KEEP  THE  SCREWS  ON 


mce,  Shunichi  Minami,  chief  fund 
ager  at  Yasuda  Fire  &  Marine  In- 
nce  Co.,  who  manages  a  $3  billion 
folio.  Since  last  fall,  as  Japanese 
5  crept  up,  Minami  has  been  scaling 

his  U.  S.  purchases.  "We  don't  feel 
should  be  taking  a  currency  risk 
1  U.  S.  interest  rates  are  just  1%  or 
ligher,"  says  Minami. 
s  not  just  rising  rates  in  the  Japa- 

bond  market  that  are  roiling  the 
,  markets.  Higher  Japanese  rates 
iten  the  Tokyo  stock  market,  and  a 
Die  in  the  world's  largest  market 
i  have  dire  effects  elsewhere, 
nee  last  summer,  10-year  Japanese 
I  yields  have  risen  to  7%  from  5.5%. 
until  lately,  the  Tokyo  stock  market 

no  heed.  Then,  in  early  January, 
^0  finally  started  falling.  Still,  prices 
10%  above  where  they  were  when 
3  were  lower  last  summer.  "Some- 
n's off-key,"  says  Barry  M.  Gillman, 
f  executive  of  Prudential  Life  Insur- 

Co.'s  global  money  management 

Gillman  argues  that  either  rates 
t  retreat  to  5.5%,  or  the  stock  mar- 


ket will  drop  an  additional  10'/  to  15%.  If 
rates  don't  give,  the  stock  market  will, 
and  that  figures  to  reverberate  on  U.  S. 
equity  investors,  too. 

That's  about  the  last  thing  Wall  Street 
needs  just  now.  The  bond  market's 
woes,  atop  poor  fourth- 
quarter  earnings  reports, 
have  made  the  stock  mar- 
ket an  even  more  treach- 
erous and  volatile  place 
than  usual.  On  Jan.  22, 
the  Dow  dropped  77 
points,  besting  the  71- 
point  plunge  10  days  ear- 
lier. On  the  day  after  the 
RefCorp  funding  flop, 
the  Dow  was  down  60  by 
10  a.m.  But  bargain  hunt- 
ers started  buying,  and 
the  Dow  closed  off  a 
modest  11  points  for  the 
day,  at  2,604.  The  market's  bounce-back 
was  impressive,  but  few  think  the  blood- 
letting is  over.  "The  real  killer  is  the 
rates,"  sighs  Bill  Harnisch,  president  of 
Forstmann-Leff  Associates.  He  fears  the 
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Dow  could  drop  below  2,400 
if  rates  climb  much  higher. 

Investors  are  searching 
for  answers  because  while 
the  soft  economy  was  ex- 
pected, the  rate  rise  wasn't. 
"It's  counterintuitive  to 
what  we  all  know,"  says 
Brian  Rogers,  portfolio 
manager  of  the  T.  Rowe 
Price  Equity-Income  Fund. 
"But  it's  happening  largely 
for  international  reasons." 

Explaining  the  interest 
rate  (lilemma  by  factors  be- 
yond U.  S.  borders  is  no 
comfort.  The  blunt  truth  is, 
the  government  has  little  le- 
verage in  the  current  envi- 
ronment. A  decade  ago,  the 
Fed  was  in  the  driver's  seat. 
Today,  it's  riding  in  the 
rear.  "If  interest  rates  are 
forced  up  in  the  States  for 
external  reasons,  that  sig- 
nificantly raises  the  risk  of 
a  recession,"  says  Andrew 
Barker  of  Foreign  &  Colo- 
nial Management  Ltd. 
THAT  WORD.  "Recession"  is 
heard  often  these  days. 
"When  you  look  at  earn- 
ings, you  have  to  think  we 
might  already  be  in  a  reces- 
sion," says  Martin  D.  Sass 
of  M.  D.  Sass  Investors  Ser- 
vices Inc.  "If  we're  not, 
we're  at  a  higher  risk  for  it 
now  than  at  any  time  in  the 
last  eight  years." 
If  the  U.  S.  is  to  avoid  a  recession, 
interest  rates  will  have  to  come  down. 
Frank  V.  Jennings,  managing  director  of 
AIG  Global  Investors  Inc.,  thinks  that's 
at  hand.  "We  are  coming  to  the  end  of 
the  global  rate  spiral,"  he  says,  citing 
recent  declines  in  Canada 
and  Australia  as  early  in- 
dicators. The  Japanese, 
he  says,  were  slow  to 
raise  rates  and  will  likely 
be  slow  to  let  them  down. 
If  they  do,  the  pressure 
will  be  on  the  U.  S.  to 
ease. 

Even  if  a  recession  is 
avoided  now,  the  turmoil 
will  have  taught  a  hum- 
bling lesson.  U.  S.  policy- 
makers who  once  called 
the  tune  for  the  world 
now  must  depend  on  the 
kindness  of  strangers. 

By  Jeffrey  M.  Laderman  in  New  York, 
with  William  Glasgall  and  David  Zigas  in 
New  York,  Mike  McNarnee  in  Washington, 
and  Ted  Holden  in  Tokyo 
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MOYNIHAN'S  PLAN  TO  CUT  SOCIAL  SECURITY  PAYROLL  TAXES  COULD  BE  A  POLITICAL  BOON  FOR  THE  DEMOCRATS 


TAXES  I 


CONGRESS  LINES  UP  AT  THE  GATE 
FOR  THE  TAX-CUT  RACE 
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An  election  year  coupled  with  an  economic  downturn  may  make  sexy  proposals  politically  irresistibk 


That  rumbling  you  hear  is  the  sound 
of  a  political  groundswell. 
After  seven  years  of  relative  fiscal 
restraint,  Washington  may  be  on  the 
verge  of  a  tax-cutting  binge.  Despite  a 
budget  deficit  that  is  stuck  in  the  neigh- 
borhood of  $150  billion,  Congress  and 
President  Bush  could  be  headed  for  a 
bidding  war  unrivaled  since  the  1981 
Reagan  tax  cuts. 

The  rich  and  the  poor,  working  people 
and  business  all  stand  to  gain  in  the 
short  run  from  the  coming  largesse.  The 
loser:  the  budget  deficit.  "I've  always 
thought  the  deficit  would  constrain  fis- 
cal policy,"  says  Emil  Sunley,  a  top 
Treasury  aide  in  the  Carter  Administra- 
tion, "But  in  an  election  year,  with  a 
downturn  in  the  economy  and  some  sexy 


tax  proposals,  it's  Katie-bar-the-door." 

At  least  five  major  tax  cuts  will  be  on 
the  agenda  in  the  months  ahead  (table). 
Most  are  holdovers  from  1989,  including 
incentives  for  savings  and  investment 
and  research  and  development.  One — a 
proposal  from  Senator  Daniel  P.  Moyni- 
han  (D-N.  Y.)  to  cut  Social  Security  pay- 
roll taxes — is  an  explosive  new  idea. 
KEY  DEBATE.  All  told,  they  could  cost  the 
Treasury  tens  of  billions  of  dollars  in 
revenue.  Some  are  of  dubious  economic 
value.  But  each  is  backed  by  a  powerful 
constituency.  And  there  is  a  growing 
sense  in  Washington  that  many  of  the 
proposals  could  rise  or  fall  together. 

The  importance  of  the  debate  can 
hardly  be  overstated.  At  its  heart  are 
fundamental  questions  of  both  national 


fiscal  policy  and  raw  politics.  For  Demc 
crats,  in  particular,  the  outcome  coul 
help  define  the  issues  for  both  thi^ 
year's  congressional  elections  and  th 
1992  Presidential  campaign. 

The  debate  is  also  crucial  for  the  stil 
unproven  Democratic  leadership  in  Cor 
gress.  Senate  Majority  Leader  George  J 
Mitchell  of  Maine  and  House  Speake 
Thomas  S.  Foley  of  Washington  mus, 
decide  whether  to  back  a  rank  and  fil 
anxious  to  take  on  Bush  over  the  issu 
of  tax  cuts  or  to  work  toward  furthe 
consensus  with  the  President. 

Bush  is  already  bashing  the  payrol 
tax  plan.  "One  of  the  reasons  I  oppos- 
Moynihan  is  that  it's  a  disguise  for  in 
creased  taxes  around  the  corner,"  hi 
told  a  Jan.  24  news  conference. 
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TAX  CUTS  HIGH  OH 
THE  1990  WISH  LIST 

CAPITAL  GAINS  The  centerpiece  of  Bush's 
domestic  economic  agenda.  He  almost  got  it 
last  year.  Democrats  may  link  it  to  Social  Se- 
curity. It  may  actually  raise  revenues  in  the 
first  year  or  two,  but  after  that  it  could  lose  as 
much  as  $5  billion  a  year 

EARNED  INCOME  TAX  CREDIT  A  rare  tax 
break  that  gets  high  marks  from  Democrats, 
Republicans,  and  economists.  Designed  to 
make  work  more  attractive  than  welfare 

INDIVIDUAL  SAVINGS  INCENTIVES  The  only 
question  here  is  structural.  Democrats  have  a 
plan.  Bush  has  a  more  generous  scheme.  Will 
either  boost  the  U.S.  savings  rate? 

PAYROLL  TAX  For  people  earning  $51,300  or 
more,  it  now  totals  $3,924 — and  their  em- 
ployers must  match  that  sum.  The  chance 
that  it  will  be  cut  seems  high:  Would  you 
want  to  vote  against  a  tax  cut  for  "every 
working  man  and  woman  in  America?" 

RESEARCH  &  DEVELOPMENT  TAX  CREDIT  It 

keeps  getting  extended  one  year  at  a  time. 
Look  for  Congress  to  make  it  permanent  in 
1990,  since  both  Bush  and  the  Democrats  be- 
lieve it  will  increase  U.S.  competitiveness 


USING  SURPLUS  TO  PAY  DOWN  DEBT 


FOLEY:  TAKING  THE  'RESPONSIBLE'  LINE? 


it  Moynihan  is  spoiling  for  a  fight, 
we  can't  get  behind  an  issue  like 
"  he  says,  "then  I'm  not  sure  who 
Is  the  Democratic  party."  Counters 
se  Budget  Committee  Chairman 
1  E.  Panetta  (D-Calif.):  "There's  a 

danger  that  in  our  anger  over 
K's  popularity,  we  see  this  as  the 

to  give  him  a  swift  kick.  Our  pur- 
!  here  should  be  to  build  a  bridge 
er  than  blow  it  up." 
metta  and  others  who  favor  budget 
pline  over  tax  cuts,  including  Ways 
eans  Committee  Chairman  Dan  Ros- 
owski  (D-IIL),  face  an  uphill  battle, 
y  Democrats  are  champing  at  the 
;ut  bit.  So  are  many  congressional 
ubiicans.  And  George  Bush  has  em- 
ed  a  slew  of  other  tax  breaks, 
le  economy  may  be  playing  into  the 
cutters'  hands.  "We  have  an  econo- 
that's  slowing  down,  a  stubborn  in- 
on  problem,  an  external  deficit,  and 
5ak  currency,"  says  American  Enter- 
3  Institute  economist  John  Makin. 
y  graduate  student  would  know  that 
tighten  money  and  keep  the  econo- 
going  with  a  tax  cut." 
nee,  Washington  had  to  worry  about 
I  Street's  reaction  to  the  effect  of  a 
cut  on  federal  borrowing  needs.  But 
e  days,  while  the  financial  markets 
plenty  skittish,  it's  not  because  of 


the  deficit  (page  22).  Says  William  V. 
Sullivan  Jr.,  an  economist  at  Dean  Wit- 
ter Reynolds  Inc:  "Markets  are  preoccu- 
pied with  other  developments." 

And  bubbling  just  beneath  the  surface 
of  the  debate  is  a  curious  political  phe- 
nomenon. It  seems  that  every  time  the 
federal  tax  take  approaches  20%  of 
gross  national  product,  voters  pressure 
lawmakers  to  cut  taxes — though  a  new 
BUSINESS  WEEK/ Harris  Poll  found  the 
public  divided  over  which  taxes  it  wants 
cut.  It  happened  most  recently  in  1981, 
when  the  tax  burden  was  slashed  from 
20.1%  to  18.1%.  But  largely  because  of 
payroll  tax  hikes,  the  government  take 
crept  back  up  to  19.2%-  in  fiscal  1989  and 
is  still  rising  (chart,  page  26).  "It's  as  if 
we're  trying  to  restore  the  tax  burden  of 
the  early  1960s,"  says  Rudolph  G.  Pen- 
ner,  former  director  of  the  Congressio- 
nal Budget  Office. 

A  FURY.  The  tax-cut  stew  may  come  to  a 
boil  this  year,  but  the  pot  began  to  sim- 
mer in  1989  when  Bush  proposed  cutting 
capital-gains  taxes.  The  heat  was  turned 
up  when  Bush  and  the  Democrats  tried 
to  outdo  one  another  with  rival  plans  for 
tax  breaks  on  personal  savings. 

It  wasn't  just  the  haggling  over  tax 
cuts  that  put  everyone  in  a  giveaway 
mood.  Growing  Democratic  frustration 
with  the  budget  played  a  big  role,  too. 


Many  Democrats  ended  1989  in  a  fury 
after  watching  Bush  make  popular 
promises  without  ever  suggesting  how 
he  might  pay  for  them.  Bush  dubbed 
himself  the  education  President  and  the 
environment  President,  declared  a  war 
on  drugs,  and  even  mused  about  an  ex- 
pedition to  Mars.  At  the  same  time,  he 
began  offering  new  tax  cuts.  And,  of 
course,  promised  "No  new  taxes." 

While  Bush  blissfully  ignored  the  defi- 
cit, Democrats  declared  themselves  the 
defenders  of  fiscal  responsibility,  harp- 
ing on  the  need  for  tax  hikes.  Now, 
many  Democrats  say  if  the  President 
doesn't  care  about  the  deficit,  they 
shouldn't  either.  Says  one  key  Senate 
Democratic  aide:  "This  irresponsible 
stuff  pays  big  political  dividends." 

The  menu  of  possible  tax  cuts  is  long 
and  seductive.  Here's  a  quick  rundown: 

■  Earned  income  tax  credit.  An  increase 
in  the  credit,  for  working-poor  families, 
has  broad  bipartisan  support.  Bush  likes 
the  idea,  which  would  cost  $4.5  billion  a 
year.  Both  the  House  and  Senate  ap- 
proved separate  versions  last  year.  It 
now  stands  a  good  chance  of  passage. 

■  Research  and  development  tax  credit. 
The  $700  million  credit  was  extended  for 
one  year  last  December,  but  there  will 
be  growing  pressure  to  make  the  write- 
off permanent.  Odds  are  that  lawmak- 
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ers'  desire  to  do  something  about  U.  S. 
industrial  competitiveness  will  keep  this 
one  on  the  books  for  years. 
■  Individual  savings  incentives.  Bush 
will  offer  his  version  on  Jan.  31.  Senate 
Finance  Chairman  Lloyd  Bentsen  (D- 
Tex.)  has  been  pushing  a  plan  of  his  own 
since  last  year.  So  has  Senator  William 
V.  Roth  Jr.  (R-Del).  Congress  will  have 
to  decide  how  to  structure  the  tax  break. 
Republicans  wouldn't  give  a  tax  deduc- 
tion when  the  money  is  socked  away  but 
would  allow  tax-free  withdrawals  of 
earnings.  That  would  hide  the  Trea- 
sury's revenue  loss  for  years.  Demo- 
crats would  simply  make  more  savers 
eligible  for  the  current  individual  retire- 
ment accounts — which  allow  contribu- 


DOES  THE  TAX  BITE 
PRESAGE  A  TAX  CUT? 
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going  to  ask,  'Why  didn't  you  vote  for 
the  payroll  tax  cut,  too?'  " 
■  Social  Security.  The  most  explosive  is- 
sue of  all.  The  strongest  support  for  a 
payroll  tax  cut  seems  to  be  coming  from 
Senate  Democrats.  Mitchell  hints  strong- 
ly that  he  may  back  the  plan.  The  par- 
ty's rank  and  file,  including  such  law- 
makers as  David  L.  Boren  of  Oklahoma 
and  Kent  Conrad  of  North  Dakota,  are 
also  tilting  toward  the  idea.  Although 
separate  legislation  is  likely  to  take  So- 
cial Security  out  of  the  official  budget 
calculation  (chart),  Bentsen  is  worried 
about  the  impact  of  such  a  huge  tax  cut 
on  the  government's  borrowing  needs. 
Senate  Republicans  are  still  standing  be- 
hind Bush  on  this  one,  though  many  are 
uncomfortable.  Says  John  Heinz  of 
Pennsylvania:  "I  never  thought  I'd  be 
opposing  a  tax  cut." 

Matters  are  more  complicated  in  the 
House.  There,  the  Democratic  leadership 
is  waffling,  and  some  GOP  members  may 
distance  themselves  from  Bush. 

Foley  may  be  under  the  greatest  pres- 
sure: He  believes  in  consensus  govern- 
ment and  wants  to  help  the  President 
make  responsible  public  policy.  Says  one 
top  House  Democratic  aide:  "I  don't 
think  anybody  argues  with  the  fact  that 
[a  payroll  tax  cut]  is  good  politics.  The 
question  is:  Is  this  good  policy?" 

But  critics  grumble  that  Foley  is  act- 
ing too  much  like  a  statesman.  "The  par- 


the  debate  away  from  the  tax  cut  an 
toward  the  overall  health  of  the  Socif 
Security  system  (chart).  Budget  Directo 
Richard  G.  Darman  has  come  up  with  a 
alternative  that  would  earmark  any  S( 
cial  Security  surplus  for  reducing  th 
national  debt.  Another  scheme,  bein 
promoted  by  a  group  of  House  GOP  cor 
servatives,  would  "privatize"  the  entir 
Social  Security  system.  The  plan  wouL 
replace  it  with  personal  retirement  plan 
partially  funded  by  payroll-tax  revenues 
'THEY  MELT.'  How  will  the  issue  cut  poli1 
ically?  Democratic  pollster  William  Hanr 
ilton  says  Democrats  can  make  it  wor 
to  their  advantage  but  only  if  they  ar 
united  behind  a  comprehensive  solutio: 
to  the  Social  Security  problem.  "The  Re 
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tions  of  pretax  wages  but  make  savers 
pay  taxes  on  the  earnings  once  they're 
withdrawn. 

■  Capital  gains.  It  almost  passed  last 
year  and  looked  like  a  sure  thing  in 
1990 — until  Moynihan  dropped  his  Social 
Security  bombshell.  Now,  Democrats 
who  oppose  the  tax  reduction  smell 
blood.  Their  strategy:  link  the  two  issues 
as  closely  as  possible  and  paint  Bush  as 
a  President  who  favors  tax  cuts  for  the 
rich  while  opposing  them  for  working 
people.  Says  Mitchell:  "We're  going  to 
decide  what's  best  for  all  Americans,  not 
just  the  most  affluent." 

That  effort  has  pro-capital  gains  lob- 
byists sweating.  "I  would  hope  they 
would  not  be  linked,"  says  Mark  Bloom- 
field,  president  of  the  American  Council 
for  Capital  Formation.  "I  would  hope  the 
political  process  won't  panic." 

The  White  House  will  try  at  every 
turn  to  decouple  the  two  issues.  But  by 
summer,  just  months  before  a  congres- 
sional election,  it  may  find  itself  faced 
with  a  painful  choice — abandon  capital 
gains  in  order  to  kill  a  payroll  tax  cut  or 
accept  both.  House  Ways  &  Means  mem- 
ber Robert  T.  Matsui  (D-Calif.)  opposes 
the  Moynihan  plan  but  sees  the  danger 
of  voting  for  one  without  the  other:  "If 
you  vote  for  capital  gains,  people  are 
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ty  needs  to  be  willing  to  shake  up  the 
status  quo,"  says  Alvin  From,  executive 
director  of  the  Democratic  Leadership 
Council.  "The  'responsibility  lobby'  is  al- 
ways the  lobby  to  not  change  anything. 
The  Democratic  Party  ought  to  be  for 
reducing  the  tax  burden  on  people  who 
work  hard  for  a  living." 

Foley  is  being  urged  by  Rostenkowski 
and  Panetta  to  back  away  from  the  Moy- 
nihan plan.  But  another  key  leadership 
figure.  House  Majority  Leader  Richard 
A.  Gephardt  (D-Mo.),  is  leaning  in  favor 
of  a  payroll  tax  cut. 

The  Administration  is  trying  to  turn 


publicans  have  it  easier,"  says  Hamilton 
"They  say.  'We  don't  want  to  mess  witi 
Social  Security.'  "  The  implication  tha 
Democrats  want  to  tinker  "will  scare  tht 
hell  out  of  older  people,"  Hamilton  adds 

Yet  GOP  political  analyst  Kevin  Phil 
lips  argues  that  the  Deinocrats  have  thf 
political  advantage.  "The  beauty  of  it  i 
that  it  joins  opportunism  with  merit  anc 
fairness."  For  the  GOP,  says  Phillips,  th( 
issue  is  a  loser:  "The  record  of  the  Re 
publicans,  when  it  comes  to  Social  Secu 
rity,  is  like  a  Hershey  bar  in  the  August 
sun.  They  can't  take  it.  They  melt." 

A  Social  Security  tax  cut  can  be  de 
railed,  but  opponents  have  to  move 
quickly.  Should  the  measure  get  to  the 
House  and  Senate  floor,  it  will  be  un 
stoppable.  That  means  the  congressional 
leadership  will  have  to  offer  lots  of  oth 
er  tax  goodies  to  satisfy  the  pro-payroll 
tax  cut  constituency.  It  probably  also 
means  something  will  have  to  be  done  to 
make  the  capital-gains  tax  cut  look  less 
like  a  giveaway  to  the  rich. 

But  in  an  election  year,  the  tempta- 
tion to  do  it  all  is  enormous.  That's  why 
1990  may  go  down  as  the  Year  of  the 
Tax  Cut. 

By  Howard  Gleckman,  mth  Paula 
Dwyer,  Douglas  Harbrecht,  and  Mike 
McNamee,  in  Waskingtoti 
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■  verybody  wants  tax  cuts,  but  1 

■  ers,  beware.  When  it  comes  tc 
■nericans'  opinions  are  much  less 
'hile  the  vast  majority  thinks  that 
iflcit  is  a  serious  problem,  68%  i 
e  Social  Security  surplus  should  I 
;lp  cut  it.  But  62%  aren't  willing 

taxes  raised  to  make  up  for  a  c 
jcurity  payroll  taxes. 


OST  PEOPLE  TAKE  THE  DEFICIT  SERIOUSLY 

Let  me  ask  you  about  the  problem  of  the  federal  deficit.  How  se- 
)us  do  you  feel  the  federal  deficit  is — very  serious,  somewhat 
rious,  not  very  serious,  or  not  serious  at  all? 


;ry  serious   69% 

jmewhot  serious  24% 

ot  very  serious   2% 

ot  serious  at  all  2% 

ot  sure   3% 


lEY  SEEM  RESIGNED  TO  TAX  INCREASES 

With  the  federal  budget  deficit  as  big  as  it  is,  do  you  think  your 
vn  taxes  will  go  up,  go  down,  or  remain  about  the  same  as  they 


e  now? 

oup   82% 

o  down   1% 

;main  about  the  same  16% 

ot  sure   1% 


KIAL  SECURITY  SHOULDN'T  BAIL  OUT  UNCLE  SAM  . . . 

Right  now,  people  pay  more  in  Social  Security  payroll  taxes 
an  is  actually  used  to  pay  Social  Security  benefits.  The  extra 
oney  is  lent  to  the  federal  government,  which  uses  it  to  help  cut 
e  budget  deficit.  Do  you  think  this  surplus  money  should  be  used 


cut  the  deficit,  or  not? 

sed  to  cut  the  deficit   30% 

ot  used  to  cut  the  deficit   68% 

ot  sure   2% 


. .  BUT  NEITHER  SHOULD  NEW  TAX  HIKES 

If  Social  Security  funds  are  no  longer  used  to  help  cut  the  deficit, 
is  would  mean  that  the  latest  increase  in  Social  Security  taxes 
5u  are  now  paying  would  not  be  necessary,  but  that  the  federal 
sflcit  would  rise  unless  other  taxes  were  increased.  Are  you  will- 
g  to  see  your  other  taxes  increased  to  make  up  the  difference,  or 


3t? 

'illing  to  see  other  taxes  increased  34% 

ot  willing  to  see  other  taxes  increased   62% 

ot  sure   4% 


BOUT  HALF  FAVOR  A  SALES  TAX  . . . 

One  way  to  moke  up  for  not  using  Social  Security  money  to  pay 
)r  the  budget  deficit  is  to  hove  a  5%  national  sales  tax  on  all 
roducts  except  food,  health  core,  and  housing.  Would  you  favor 
r  oppose  such  a  sales  tax? 

3vor  notional  sales  tax   51% 

)ppose  national  sales  tax   47% 

lot  sure   2% 


y  51  %  favor  a  national  soles  tax 
eficit.  And  62%  ore  against  a  cut 
ains  taxes.  While  52%  like  the 
expanding  tax  breaks  on  IRAs,  a 
)%  are  opposed  to  wider  bene- 
matter  how  people  think  the  tax 
be  changed,  they  seem  pretty 
ow  the  bottom  line:  82%  say 
nil  go  up. 


...  AND  A  CAPITAL-GAINS  CUT  IS  WIDELY  UNPOPULAR 

■  The  Bush  Administration  has  proposed  a  big  cut  in  capital  gains 
taxes,  arguing  that  the  cut  will  lead  to  increased  savings  and  in- 
vestment. Critics  soy  it  is  just  a  tax  cut  for  the  wealthy  and  that, 
over  the  long  term,  it  will  increase  the  federal  budget  deficit.  Do 
you  favor  or  oppose  a  big  cut  in  capital  gains  taxes? 

Favor   28% 

Oppose  62% 

Not  sure   10% 


MANY  WANT  IRA  BENEFITS  EXPANDED 

■  The  lost  tax  reform  eliminated  the  tax  benefits  from  individual 
retirement  accounts  (IRAs)  for  many  people.  Congress  is  now  con- 
sidering a  proposal  that  would  bring  back  the  tax  benefits  of 
IRAs,  even  though  that  could  increase  the  federal  deficit.  Do  you 
favor  or  oppose  this  proposal? 

Favor   53% 

Oppose  40% 

Not  sure   7% 


FEW  THINK  TAXES  HAVE  GOTTEN  FAIRER 

■  Looking  back  at  the  last  decade  of  tax  changes,  do  you  think 
the  tax  system  has  become  more  fair,  less  fair,  or  is  about  as  fair 


OS  it  was  before? 

More  fair   8% 

Less  fair  45% 

About  as  fair  as  it  was  before   45% 

Not  sure   2% 


WILL  SOCIAL  SECURITY  DELIVER?  AGE  GROUPS  ARE  SPLIT 

■  Do  you  think  that  the  level  of  Social  Security  benefits  that  you 
will  receive  at  retirement  will  be  worth  the  amount  that  ycj  have 
paid  in  Social  Security  taxes,  or  not? 


Total 

3>)-39 

Age 

65  + 

Benefits  worth  what  you  paid  in 

22 

8 

66 

Benefits  not  worth  what  you  paid  in 

74 

90 

29 

Not  sure 

4 

2 

5 

Edited  by  Mark  N.  Vr 


Survey  of  1 ,000  adults  conducted  Jo  :  'j  for  BUSINESS  week 
by  Louis  Harris  &  Associates  inc.  Re  '  jld  be  accurate  to 

within  three  percentage  points. 


HOW  AMERICANS  SEE  THE  TAX  ISSUE 


tax  tinker- 
)  specifics, 
predictable. 

the  federal 
don't  think 
De  used  to 

to  see  oth- 
ut  in  Social 


ti 


■3^ 

II 


Even  so,  full 
to  cut  the  6' 
in  capital  gc 
prospect  of 
surprising  4( 
fits.  But  no 
code  should 
sure  they  kn 
their  tnxe^  v 
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HEALTH  CARE  I 


IS  MEDICARE 

A  TERMINAL  CASE? 


If  projections  are  correct,  it  will  run  out  of  funds  by  2005 


Today's  workers  have  long  had  an 
uneasy  feeling  that  Social  Security 
would  go  bust  before  they  retired. 
The  firestorm  raging  on  Capitol  Hill 
over  the  Social  Security  trust  fund  and 
payroll  taxes  won't  make  them  feel  any 
better  (page  24).  But  lurking  in  the  shad- 
ow of  that  debate  is  another  problem: 
the  looming  bankruptcy  of  medicare. 

Like  Social  Security,  medicare  has  a 
trust  fund,  which  pays  for  hospital  and 
short  nursing-home  stays  for  the  elderly. 
(Doctors'  bills  are  paid  out  of  retirees' 
nn'miums  and  general  revenues.)  And 


jected  to  pay  out  more  than  it's  taking  in 
starting  in  1998.  By  2004,  income  is  ex- 
pected to  top  $171  billion,  while  outlays 
will  reach  $205.3  billion.  The  following 
year,  according  to  the  medicare  trustees, 
the  accumulated  surplus  will  be  exhaust- 
ed. Some  economists  believe  that  even 
these  projections  are  optimistic  by  sever- 
al years. 

GRAY  POWER.  Congress  already  has  tak- 
en steps  to  try  to  stave  off  medicare 
bankruptcy.  In  1984,  it  started  reimburs- 
ing hospitals  with  set  fees  for  various 
diagnoses,  rather  than  simply  paying 


peal  of  catastrophic  health  care  legisla- 
tion, makes  such  a  move  unlikely.  In! 
fact,  as  the  population  ages,  pressure  is 
building  to  expand  coverage,  particular 
ly  long-term  care. 

•  The  medicare  trust  fund's  woes  may' 
emerge  from  the  shadows  when  Con 
gress  starts  debating  a  proposal  by  Sen 
ator  Daniel  P.  Moynihan  (D-N.  Y.)  to  cut 
Social  Security  payroll  taxes.  One  pro- 
posal sure  to  get  attention  is  being  pro-: 
moted  by  former  Social  Security  Com-, 
missioner  Robert  M.  Ball.  Rather  than 
cutting  payroll  taxes,  as  Moynihan  advo- 
cates. Ball  would  transfer  part  of  the 
Social  Security  tax  take  to  finance  the 
faltering  medicare  fund.  That  would  pay 
for  medicare  until  2020. 

But  Ball  and  others  recognize  that  tin- 
kering with  tax  rates  is  only  part  of  the 
solution.  "If  we  come  up  with  easy  mon- 
ey, we  won't  be  making  the  difficult 
choices,"  says  Lawrence  G.  Atkins,  a 
member  of  the   13-member  Advisory 


MEDICARE'S  LOOMING 
CASH  CRUNCH 


▲  BILLIONS  OF  DOLURS 

DATA:  FEDERAL  HOSPRAL  INSURANCE  IRUST  FUND 

EVEN  AS  MONEY  RUNS  SHORT, 
PRESSURE  IS  BUILDING  TO 
EXPAND  COVERAGE  OF 
NURSING-HOME  CARE 


like  Social  Security  reserves,  medicare 
surpluses  are  lent  to  the  Treasury.  But 
unlike  Social  Security,  which  is  actuarial- 
ly sound  until  the  mid-21st  century,  the 
Hospital  Insurance  Trust  Fund  will  run 
out  of  money  by  the  year  2005,  accord- 
ing to  the  fund's  trustees  (chart).  "This 
program  is  expected  to  go  bankrupt 
even  before  the  baby  boom  retires," 
says  Roland  E.  King,  chief  actuary  for 
the  Health  Care  Financing  Administra- 
tion, the  agency  that  runs  medicare. 
"We're  promising  benefits  that  can't  be 
sustained  on  an  ongoing  basis." 

Right  now,  the  hospital  trust  fund  is 
accumulating  money  fast,  thanks  to 
baby  boom  workers,  who  share  evenly 
with  their  employers  a  2.9'/'  payroll  tax 
earmarked  for  the  fund.  The  fund's  in- 
come in  1988  totaled  $69.2  billion,  while 
expenses  were  only  $53.3  billion.  But  be- 
cause of  soaring  health  care  costs  and 
the  graying  population,  the  fund  is  pro- 


them  based  on  their  costs.  The  govern- 
ment has  been  tightening  payments  ever 
since.  "Hospitals  already  have  contribut- 
ed to  extending  the  life  of  the  trust 
fund,"  notes  Richard  J.  Pollack,  lobbyist 
for  the  American  Hospital  Assn.  "Now, 
it's  time  to  look  at  revenues  and  the  mix 
of  benefits." 

But  lawmakers  aren't  eager  to  raise 
taxes  for  current  workers  or  slash  bene- 
fits for  current  retirees,  for  obvious  po- 
litical reasons.  The  tax  boosts  would 
have  to  be  substantial:  Government  ac- 
tuaries estimate  that  the  medicare  pay- 
roll tax  would  have  to  double  to  support 
a  similar  program  of  benefits  to  carry 
boomers  through  their  retirement.  An 
increase  of  that  magnitude  would  upset 
current  workers,  who  would  be  financ- 
ing benefits  for  today's  retirees  as  well 
as  for  their  own  retirement. 

As  for  benefit  cuts,  the  power  of  the 
elderly  lobby,  proved  in  last  year's  re- 


Council  on  Social  Security.  The  govern- 
ment panel  is  expected  to  take  a  broader 
approach  when  it  issues  its  recommenda- 
tions in  July  on  ways  to  put  government 
retirement  [trograms  on  solid  footing. 
A  HARD  LOOK.  Council  head  Deborah 
Steelman,  a  former  top  Bush  campaign 
adviser,  says  the  group  is  reevaluating 
all  facets  of  medicare.  For  the  first  time 
since  medicare  was  created  in  1965,  the 
group  will  take  a  hard  look  at  the  pro- 
gram's menu  of  services,  new  ways  to 
curb  the  sharp  rises  in  health  care  costs, 
alternative  financing  schemes,  and  the 
role  employers  should  play  in  pro\  iding 
coverage  to  retirees. 

An  overhaul  of  the  medicare  program 
may  be  inevitable.  With  37  million  Amer- 
icans uninsured  and  medical  costs  con- 
tinuing to  soar,  Congress  may  decide 
that  it  can  no  longer  afford  health  care 
at  any  price  for  the  elderly. 

By  Susan  B.  Garland  in  Washington 
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ANKERS  TRUST 
MOWS  THE  VALUE 
FA24-H0UR-A-DAY 
LOBAL  NETWORK. 


A  global  data  communications  network  from  Northern 
Tfelecom  has  made  every  time  zone  in  the  world  more  accessible 
for  Bankers  Thist. 

It  provides  24-hour-a-day  transfer  throughout  the  world's 
financial  centers.  So  moving  cash,  trading  currency,  and  world- 
wide financing  are  faster,  easier  and  under  tighter  control.  And 
that  makes  them  more  profitable— a  big  advantage  in  today's 
intense  international  money  markets.  Their  network  is  also  a 
great  investment  for  the  future,  because  they  can  expand  it 
almost  anywhere,  without  replacing  equipment. 

Discover  the  benefits  of  our  DPN  family  of  packet  switches, 
the  data  network  that  can  grow  with  . 
you.  Call  1-800-543-9806.  You'll  find  it's  "e'iccom" 
like  money  in  the  bank.  I 


TECHNOLOGY    THE    WORLD    CA      .S  ON 


©  WWI  Northi-rn  H'kiom.  I  iI'N  is  a  trurlt-mark  ..f  Ncirtlu-rn  Tfclecnm. 


CORPORATE  PROFITS  I 


EARNINGS:  WHERE  THE  MARKET  OVERREACTED 
—AND  UNDERREACTED 


are! 


Gerber  and  DEC  got  slammed  for  their  quarterly  performance.  But  what  are  their  prospects? 


Iter, 

as  its  Buster  Brown  playwea  ^j'''' 
line.  But  if  that  strateg;  fff 
doesn't  pay  off  soon,  analyst 
such  as  Josephthal  &  Co.'s  Ja 
net  Mangano  suspect  Pierga: 
lini  may  feel  pressure  to  fine  i's 
a  buyer  for  the  division. 

There's  no  saying  whaf™' 
Gerber's  stock  will  do.  Bu 
even  with  Johnson  gone,  it's  i 
good  bet  Gerber's  earning: 
will  turn  back  up. 
By  David  Woodruff  in  Detroit 


Wall  Street  hates  bod  earn- 
ings surprises.  And  when 
Gerber  Products  and  Digital 
Equipment  each  posted  low- 
er profits  for  the  December 
quarter,  their  shares  took  a 
pummeling.  Now,  the  ques- 
tion is  whether  the  punish- 
ment fit  the  crime. 

GERBER;  MUSH  ADO  . . . 

When  Gerber  Products  Chair- 
man David  W.  Johnson  quit 
suddenly  on  Jan.  3  to  take  the 
helm  at  Campbell  Soup  Co., 
Gerber's  stock  headed  south. 
Investors  worried  that  John- 
son's departure  meant  trouble 
at  the  baby  food  maker.  Two 


PIERGALLINI:  KEEPING  GERBER  CAPS  AHEAD 


weeks  later,  the  company  re- 
ported that  profits  in  the  De- 
cember quarter  had  sunk  87f , 
to  $17.5  million.  The  stock  fell 
even  faster,  down  137'  since 
the  start  of  the  year,  to  $41%. 

But  the  nervousness  may 
be  exaggerated.  For  one 
thing,  most  of  the  quarterly 
earnings  skid  comes  from  a 
onetime,  $4.5  million  charge 
to  close  a  Canadian  plant. 
And  Gerber's  new  chairman, 
Alfred  A.  Piergallini,  is  confi- 


dent that  earnings  in  fiscal 
1990,  ending  in  March,  should 
hit  his  target  of  around  $100 
million,  up  from  $81.4  million 
last  year.  He  sees  sales  climb- 
ing about  107,  to  $1.2  billion. 
Not  counting  inflation,  Pier- 
gallini expects  Gerber's  prof- 
its to  compound  at  a  solid  6%- 
to-87f  annual  rate.  "We're 
very  optimistic  we  can  achieve 
that"  in  1991  and  beyond,  he 
says. 

TODDLING  BACK.  Why  the  con- 
tinued optimism?  Reason 
No.  1:  Gerber  controls  707  of 
the  $900  million  baby  food 
market,  which  should  grow 
47  to  57'  a  year  for  the  fore- 
seeable future,  says  Kurt 
Feuerman,  an  analyst 
with  Drexel  Burnham 
Lambert  Inc.  More- 
over, the  management 
team  that  Johnson  as- 
sembled is  developing 
a  slew  of  new  prod- 
ucts and  expanding 
distribution. 

Recruited  by  John- 
son from  Carnation 
last  year,  Piergallini 
says  Gerber  will  un- 
veil two  products  just 
in  the  next  few 
months.  He  won't 
give  details,  but  ana- 
lysts predict  Gerber 
will  try  to  duplicate 
its  success  with  First 
Foods,  a  line  of  finely 
pureed  fruits  and  veg- 


etables for  infants  too  young 
to  eat  conventional  baby  food. 
This  time,  the  company  will 
likely  target  toddlers  too  old 
for  its  regular  food.  Brand 
loyalty  may  give  the  new  en- 
tries a  head  start.  But  one 
competitor,  Mary  Anne  Jack- 
son, president  of  My  Own 
Meals  Inc.,  a  tiny  rival  based 
in  Deerfield,  111.,  demurs.  She 
thinks  that  the  Gerber  name 
could  turn  off  older  chil- 
dren eager  to  distance  them- 


selves from  "baby"  products. 

Gerber  is  also  looking  for 
new  outlets  for  its  products. 
Last  year,  Piergallini  ap- 
proached Toys  'R'  Us  CEO 
Charles  Lazarus  to  open  up 
some  shelf  space  for  Gerber 
foods.  That  personal  touch 
paid  off  in  January  when 
Toys  'R'  Us  Inc.  agreed  to 
break  Beech-Nut  Nutrition 
Corp.'s  monopoly. 

The  company's  biggest  wor- 
ry is  its  lackluster  apparel  op- 
eration. The  division's  47^ 
profit  margin  remains  well  be- 
low Gerber's  target  of  107. 
The  company  is  trying  to 
push  higher-price  products 
that  carry  brand  names,  such 


I'et  D 


DEC:  A  LONG  DECLINE? 


Don't  count  on  a  suddei 
about-face  at  Digital  Equip 
ment  Corp.  The  company 
447c'  earnings  plunge,  to  $15f 


sfils  i 


A  PREVIEW  OF 
FOURTH-QUARTER 
PROFITS  

The  sinking  stock  market  hurt 
the  shares  of  all  kinds  of  com- 
panies, including  those  that 
posted  smart  advances  in  sales 
and  profits.  Take  Disney,  one 
of  the  wonder  stocks  of  1989. 
Although  its  profit  climbed 
18%,  its  shares  fell  sharply  on 
that  news.  One  fundamental 
reason:  Margins  narrowed  a 
tad.  Likewise,  GE  saw  its  stock 
fall  on  a  16%  profit  gain, 
even  as  its  margins  expanded. 
Genentech  bounced  bock  nice- 
ly into  the  block  after  a  big 
loss  in  the  year-earlier  quarter. 
Yet  investors  yawned. 

Then  there  were  those  com- 
panies with  unhappy  news,  pe- 
riod. IBM's  soles  grew  but  a 
smidgen,  margins  shriveled, 
and  profits  plummeted  75%. 
Kellogg,  hurt  by  a  rush  to  ri- 
vals' cereals,  saw  its  sales 
stand  still  and  its  profits  re- 
treat 43  %  after  a  restructuring 
charge.  Kellogg's  full-year 
earnings  also  fell,  snapping  a 
37-year  string  of  higher  net. 
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on  in  the  quarter  ended 
30,  has  raised  an  alarm: 
stors  chopped  DEC  shares 
1  87  to  77  on  hearing  the 
5.  Nor  are  things  likely  to 
better  soon. 

le  $13  billion  miniconiput- 
naker  is  betting  better 

aren't  far  off.  One  rea- 
its  first  big  mainframe — 
/AX  9000,  priced  at  $1  mil- 
to  $4  million  a  copy.  Ship- 
Ls,  beginning  in  the  June 
ter,  could  add  revenues 
i  billion  in  the  fiscal  year 
;ing  July  1.  "We're  very 
sh  on  those  products," 

DEC  Vice-President  Win- 

R.  Hindle  Jr.  Important, 
is  dec's  move  into  sys- 
5  integration — installing 
running  complex  comput- 
etworks  for  clients, 
it  neither  the  9000  nor 
3ms  integration  is  likely 
end  dec's  earnings  soar- 

anewf.  The  mainframes 
expected  to  deliver  gross 
jins  of  70%  or  better,  but 

they  won't  be  enough  to 
pensate  for  shrinking 
its  in  dec's  slow-growing 
computer  business.  Al- 
gh  these  computers  tradi- 


AS  DEC'S 
MINIS  WANE. 


...ITS  PROFIT  MARGIN 
IS  SICKLY 
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tionally  have  gross  margins 
of  around  they  are  ex- 

pected to  drop  from  607^  of 
product  revenues  this  year  to 
51%  in  fiscal  1991  (charts). 
STILL  HIRING.  Moreover,  a  big- 
ger chunk  of  dec's  revenues 
will  come  from  lower-margin 
desktop  computers  and  sys- 
tems integration  jobs.  "The 
conclusion  I'm  coming  to  is 
DEC  will  be  under  margin 
pressure  for  the  long  term," 
says  Joseph  Payne,  an  analyst 
with  Alex.  Brown  &  Sons.  An- 
alysts believe  that  DEC  will 
earn  just  $624  million  on  sales 


of  $13.1  billion  in  the  fiscal 
year  ending  June  30 — its 
worst  showing  since  1986. 

It's  also  becoming  plain 
that  overseas  sales  won't 
keep  offsetting  a  continued 
slump  in  the  U.  S.  As  dec's 
U.  S.  business  began  to  fall 
last  year,  sales  abroad  rose 
more  than  20%.  But  in  the 
quarter  ended  Dec.  30,  those 
sales — mostly  in  Europe — 
were  up  just  1%,  from  137"  in 
the  September  quarter,  says 
Barry  F.  Willman,  an  analyst 
with  Sanford  C.  Bernstein  & 
Co.  Personal  computers  and 


local-area  networks  have  cut 
stateside  sales,  and  have  done 
so  overseas,  too,  says  George 
F.  Colony,  president  of  For- 
rester Research  Inc.  in  Cam- 
bridge, Mass.  He  adds:  "Over 
the  next  12  months,  it  will 
only  get  worse." 

DEC  acknowledges  that  mar- 
gins will  remain  under  pres- 
sure. Yet  it  refuses  to  cut  its 
125,900-employee  payroll.  In- 
stead, DEC  is  shifting  its  work 
force  to  jobs  in  systems  inte- 
gration. Says  Hindle:  "We'll 
do  a  lot  more  retraining  and 
moving  people." 

But  that  won't  relieve  the 
pressure  on  margins.  And  un- 
less the  company  reverses  its 
stand  on  layoffs,  dec's  pay- 
roll will  hit  record  levels  from 
systems-integration  recruits. 
That  will  only  aggravate  an 
already  bad  situation.  At 
$100,000,  dec's  revenues  per 
employee  are  substantially  be- 
hind rival  IBM's  $160,000.' 

The  upshot:  Those  who  sus- 
pect DEC  is  nearing  the  bot- 
tom of  a  trough  might  want 
to  think  again. 

By  Gary  McWilliams  hi  New 
York 
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CABLE  TV  I 


JOHN  MALONE'S  NEW  STRATEGY: 
DIVIDE  AND  PLACATE 


Tele-Communications  hopes  a  spinoff  will  keep  regulators  away 


John  C.  Malone.  chief  executive  of 
Tele-Communications  Inc.,  is  one  ca- 
gey guy.  After  17  years  of  dealmak- 
ing.  he  now  takes  a  hand  in  ser\-ing 
nearly  a  quarter  of  the  nation's  cable- 
television  subscribers  and  has  accumu- 
lated big  chunks  of  programming  ser 
vices.  And  now,  just  when  it  looks  as  ii 
legislatoi-s  might  put  a  damper  on  TCl's 
growth,  Malone  has  come  up  with  a  plan 
to  avert  the  political  heat.  Call  it  Spinoff 
Control. 

On  Jan.  18,  he  announced  that  TCI  is 
planning  to  spin  off  more  than  82  billion 
of  its  SI  1.3  billion  in  assets  into  a  new 
company  that  will  focus  on  TCl's  grow- 
ing cable  programming  interests  (tablet. 
The  details  are  purposely  sketchy:  Man- 
agement says  it  will  do  whatever  it 
takes  to  allay  concerns  over  TCl's  size 
and  clout.  For  instance,  if  there  are  to  be 
strict  limits  on  how  many  subscribers  a 
cable  company  may  sen  e,  TCI  would  re 
duce  its  number  of  cable  subscribers  by 
channeling  more  into  the  new  company. 
TCI  "will  be  sized  to  meet  the  con- 
cerns of  Washington,"  says  Ber- 
nard W.  Schotters,  TCfs  Nice- 
president  for  finance.  Male:.- 
was  unavailable  for  comment. 
PLENTY  OF  ROOM.  The  scheme  is 
typical  Malone:  Make  the  first 
move,  and  leave  yourself  plent>' 
of  bargaining  room  and  options. 
The  best-case  scenario:  congressional 
critics  buy  the  notion  that  simply  split- 
ting programming  from  most  of  TCl's 
cable  systems  lessens  its  control.  Since 
the  deal  will  be  structured  as  a  tax-free 
spinoff  to  shareholders,  TCI  wouldn't  re 
tain  any  equity  in  the  new  company. 

Trouble  is,  as  individual  shareholders. 
Malone  and  Chairman  Bob  Magness  con- 
trol a  majority  of  TCl's  voting  shares.  So 
they  could  end  up  controlling  the  pre 
gramming  spinoff  as  well.  "What  John 
does  depends  on  what  the  government 
will  say  about  ownership  and  manage 
ment,"  says  Frank  J.  Biondi.  CEO  of  \la- 
com  International  Inc.,  which  has  agreed 
to  sell  half  of  its  Showtime  Networks 
Inc.  unit  to  TCI.  "He  may  not 
even  do  [the  spinoff]  at  all." 

That's  not  the  only  trial  bal- 
loon Malone  is  floating.  Does 
Wall  Street  have  an  appetite  for 
a  "pure  play"  in  cable  program- 
ming"? The  argument  is  that  with 


CEO  MALONE:  FLOATING  TRIAL  BALLOONS 


well  over  half  of  the  U.  S.  now  wired 
with  systems,  the  big  growih  for  cable 
will  be  in  program  producing.  Thus,  the 
spinoff  would  be  an  attractive  invest- 
ment. But  TCI  merely  holds  a  portfolio  of 
minority  stakes  in  other  programming 
networks.  "You'd  be  better  off  investing 
in  the  Fidelitv  Leisure  F\;r.':,"  -;,v-  Di-n- 
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nis  McAlpine.  a  cable  analyst  at  Opper 
heimer  &  Co.,  referring  to  a  mutu; 
fund  that  focuses  on  entertainment. 

But  some  analysts  think  TCI  will  us 
the  spinoff  as  a  springboard  to  expan 
the  programming  part  of  its  busines 
even  more  aggressively.  Tj-pically,  TC 
has  bailed  out  ailing  programmers  in  r€ 
tuni  for  minority  stakes.  Wliile  it  ha 
shunned  a  managing  role  in  any  of  thes- 
services,  it  does  have  some  influence. 

The  most  dramatic  example  came  i 
1987,  w-hen  Malone  personally  organize' 
the  S568  million  bailout  of  cable's  big 
gest  programmer.  Turner  Broadcastini 
System  Inc.,  by  TCI  and  other  cable  opei 
ators.  TCI  got  three  of  the  15  board  seat 
in  return  for  taking  a  'ZV^  stake,  am 
then  used  its  votes  to  support  the  198 
launch  of  Turner's  TXT  Network.  Sim: 
larly,  "TCl's  investment  kept  us  alive, 
says  John  Hendricks,  CEO  of  Discover 
Channel.  TCL  which  holds  a  34'"<:  stake, 
pushing  for  a  big  jump  in  original  pro 
gramming  at  Discoven,-. 
A  NEW  STUDIO?  Finance  chief  Schotter 
claims  that  regulaton.^  concerns  hav( 
held  TCI  back  in  progi-amming.  And  now 
management  wants  fewer  fetters  so  i 
can  move  even  more  aggressively 
Schotters  says  the  spinoff  might  buy 
movie  studio — or  start  its  own. 

A  progi"amming  push  would  help  TC 
fuel  the  growth  of  its  core  business:  run 
ning  cable  systems.  As  it  is,  TCl's  reve 
nues  soared  for  the  firs 

three  quarters  of  1989,  comparec 
V.  ith  the  year-earlier  period. 

A  spinoff  of  TCI  assets  wouk 
have  to  clear  many  hurdles.  Fo: 
-tarters,  there's  no  name  for  the 
new  company,  much  less  anj 
clear  definition  of  what  business 
es  it  will  contain,  how  much  deb' 
it  will  have,  or  the  exact  role  Malone  wil 
play.  Schotters  says  it  could  take  as  lon^ 
as  a  year  to  negotiate  these  issues  anc 
get  the  Internal  Revenue  Ser\ice  to  ap 
prove  the  spinoff  as  a  tax-free  distribu 
tion  to  shareholders.  Initially  euphoric 
Wall  Street  boosted  TCl's  stock  twc 
points,  to  17%,  on  the  first  trading  daj 
after  the  announcement.  Later,  it  settlec 
back  to  under  16. 

The  wild  card  is  what  Washingtor 
wants  from  John  Malone.  Senator  How 
ard  M.  Metzenbaum  (D-Ohio),  who  is 
leading  proponent  of  reregulation,  won 
ders  whether  the  spinoff  is  just  window 
dressing.  "If  it's  a  separation  in  nam« 
but  not  in  fact,'"  he  says,  "then  it  doesn't 

 ;  deal  with  the  issue"  of  vertica 

1  integration.  Like  most  ever\"on€ 
else  who  is  keeping  an  eye  or 
Malone,  Metzenbaum  wants 
more  details. 

By  William  C.  Symonds  in  Den 
ver.  with  Susan  Duffy  in  Xew  York 


Why  your  fax  machine  should  be  a 

PRIORITY 


This  is  the  fax  small  business  has  been  waiting  for.  Introducing  Epson*  PriorityFax!"  One  of  the  first  lines  of 
personal  fax  machines  to  offer  office-quahty  features  at  a  truly  affordable  price. 

Features  like  auto  dial  and  redial,  as  fast  as  15-second  transmission  speed,  16-level  gray  scale,  paper  cutter,  up  to 
28-page  memory  and  more.  Plus  the  best  feature  of  all— Epson's  uncompromising  quality,  performance  and  value. 

What's  more,  if  you  buy  a  PriorityFax  and  sign  up  for  MCI  fax  by  June  30,  you'll  get  $50  j 
cash  from  Epson  and  up  to  $100  fax  service  credit  from  MCI.  See  your  dealer  for  details. 


In  fact,  you  might  want  to  make  it  a  priority. 


WHEN  YOU'VE  GOT  AN  EPSON. 
YOU'VE  GOTA  LOT  OF  COMPANY. 


©  1990  Epson  America,  Inc-  Epson  is  a  registered  trademark  of  Seiko  Epson  Corporation.  PriorityFax  is  a  trademark  of  Epson  America.  Inc.,  278(1  Lomita  Blvd.. Torrance,  CA  90505.  (800)  922-8911. 
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THE  UNIONS  TAKE 

A  FRESH  RUN  AT  UNITED 


►  The  unions  at  United  Air 
Lines  say  they  want  to  make 
another  bid  for  the  country's 
No.  2  carrier.  On  Jan.  24,  a 
day  before  Ual's  board  of  di- 
rectors was  due  to  consider  a 
recapitalization  proposal,  the 
airline's  three  labor  unions 
said  in  a  letter  to  directors 
that  they  were  prepared  to 
buy  157'  of  the  company.  The 
unions  are  supported  by  Con- 
iston  Partners,  which  owns 

11.8?;  of  UAL. 

The  letter  didn't  say  how 
the  unions  intend  to  finance 
the  proposal,  although  they 
offered  $2  billion  in  conces- 
sions over  five  years.  A  $300- 
a-share  offer  made  last  year 
by  UAL  management,  the  pi- 
lots, and  the  flight  attendants 
collapsed  after  lenders  backed 
out  at  the  last  minute. 
Buoyed  by  rumors  of  union 
action,  UAL  stock  closed  up  6, 
at  1611/2,  on  Jan.  24. 


MITSUI  GETS  SET  FOR 
MORE  U.S.  INVESTING 


►  Mitsui  Trust  Bank  is  team- 
ing up  with  the  Carlyle 
Group,  a  small  Washington 
investment  bank,  of  which 
former  Defense  Secretary 
Frank  Carlucci  is  a  principal. 
The  Federal  Reserve  gave 
Mitsui  permission  to  take  a 
stake  of  up  to  24.9'';  in  a  Car- 
lyle leveraged  buyout  fund. 
Mitsui  will  use  its  holding  to 
let  clients  take  equity  posi- 
tions in  U.  S.  companies  with- 
out stirring  up  an  outcry 
against  Japanese  takeovers, 
especially  in  politically  sensi- 
tive aerospace  and  defense. 


TUCSON  ELECTRIC 
CUTS  OFF  DIVIDENDS 

►  The  iiews  keeps  getting 
worse  for  Tucson  Electric. 
Last  summer,  its  chairman, 
Einar  Greve,  was  forced  to  re- 
sign after  selling  most  of  his 
stock  in  the  utility  company. 
Real  estate  and  hotel  invest- 


ments floundered,  and  state 
regulators  nixed  most  of  the 
$102  million  rate  increase  that 
Tucson  Electric  was  seeking. 

Now,  acknowledging  that 
the  bad  news  won't  be  over 
soon,  the  utility  has  eliminat- 
ed its  quarterly  dividend  for 
the  first  time  since  it  became 
a  public  company  in  1946. 
Negative  cash  flow  from  the 
loss  of  a  $124  million-a-year 
contract  to  provide  power  to 
San  Diego  Gas  &  Electric, 
says  utility  President  Thomas 
Weir,  means  "there  is  little 
probability  that  a  dividend  can 
be  paid  for  several  years." 


THE  SEC  BOOTS 
TWO  BROKERS 


►  After  the  abrupt  collapse 
last  year  of  Investors  Center, 
a  controversial  Long  Island 
penny-stock  brokerage,  sever- 
al founders  talked  about 
opening  their  own  firms.  But 
regulators  have  quashed 
those  plans.  On  Jan.  23,  the 
Securities  &  Exchange  Com- 
mission banished  former  IC 
Chairman  Anthony  Stoisich 
from  the  securities  industry 
for  life.  Treasurer  Anthony 
DeStefano  is  banned  for  at 
least  four  years.  The  two  for- 
mer executives  accepted  the 
sanctions  without  admitting 
or  denying  SEC  charges  that 
they  had  cooked  ic's  books. 

In  addition,  the  National 
Association  of  Securities 
Dealers  fined  Stoisich 
$4.50,000     and  DeStefano 


'FOUR  SCORE  AND  SEVEN  BILLION  AGO . . . 


Lincoln  used  to  be  sqch  a  solid, 
respectable  name.  Then,  Charlie 
Keating  bought  California's  Lin- 
coln Savings  &  Loan,  which  has 
come  to  epitom.ize  the  excesses 
that  led  to  the  thrift  crisis.  Now, 
any  financial  institution  bearing 
Honest  Abe's  last  name  risks 
having  lots  of  explaining  to  do. 

The  twice-cursed  John  J.  Keat- 
ing, president  of  Lincoln  Ban- 
corp in  Encino,  Calif.,  has  given 
up  trying  to  make  potential  customers  and  investors  undeAaia 
stand  that  he's  not  the  banker  they  think  he  is.  He  plans  U  m 
rename  his  bank.  But  New  York's  Lincoln  Savings  Bank  plan:  a 
to  tough  it  out.  A  prominent  notice  at  all  15  branches  tell; 
depositors  that  the  bank  is  "NOT  connected  in  any  way"  witlave 
that  other  Lincoln.  An  official  of  the  New  York  bank  says  thi  iiiC 
signs  will  stay  up  as  long  as  they're  needed.  That  may  work  mil 
But  John  Keating  doesn't  think  so.  Asked  to  advise  his  Fasten  io.l 
counterparts,  he  says  simply:  "Change  the  name." 


$50,000.  Former  IC  Executive 
Vice-President  Anthony  Fer- 
ruzzi  was  fined  $150,000  and 
barred  from  associating  with 
any  NASD  firm. 


CAN  TEAMWORK  MAKE 
THE  SPACE  PLAHE  FLY? 


►  In  another  sign  of  defense- 
industry-  retrenchment,  four 
companies  that  had  been  com- 
peting for  parts  of  a  $5  billion 
program  to  develop  a  space 
plane  for  the  government  are 
opting  instead  to  team  up. 
Rockwell,  McDonnell  Doug- 
las, General  Dynamics,  and 
Pratt  &  Whitney  are  forming 
the  consortium  to  share  re- 
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search  costs  on  the  Nationa|lissJ 
Aero-Space    plane,  whic 
would  fly  mto  orbit  from 
runway  and  reach  25  time; 
the  speed  of  sound. 

If  the  government  approvejriciii 
the  arrangement,  Rockwe 
could  emerge  the  big  winneLv^ 
with  409f  of  the  total  work  iiiij 
But  speculation  is  growinjiri  i 
that  the  plane  may  end  up 
casualty  of  Defense  Deptloiidi 
cutbacks.  Meanwhile,  the  cor  nfe 
tractors  and  the  governmen 
have  already  sunk  $1.6  billio:  mplo; 
into  developing  a  prototype. 
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A  LAW  STRONG  ENOUGI 
TO  CATCH  A  HACKER 


►  Now  that  a  federal  jury  i 
Syracuse,  N.  Y.,  has  foun^ 
computer  hacker  Robert  Moi 
ris  guilty  of  violating  th 
Computer  Fraud  &  Abuse  Ac 
of  1986,  Washington  lawmat 
ers  have  one  less  bill  to  worr 
about.  Morris,  a  suspende 
Cornell  University'  compute 
science  student,  was  convicte 
on  Jan.  22  of  unleashing 
software  "worm"  that  las 
November  wreaked  havo 
with  computers  linked  to  Ir 
ternet,  a  government  and  aCc 
demic  network.  Congress  ha 
been  considering  several  mei 
sures  to  strengthen  the  ac 
Morris's  conviction  remove 
the  legislative  pressure. 
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HIS  CIVIL  RIGHTS  BILL  MAY  FLY 
-IF  IT  STAYS  LIGHT  ENOUGH 


i^^^hile  state  legislatures  slug  it  out  over  abortion,  Con- 
I^^V  gress  is  getting  ready  to  tackle  another  civil  rights 
■  area  where  the  Supreme  Court  has  set  new  limits. 
:ter  fights  are  expected  this  session  over  efforts  by  liberals 
reverse  three  1989  decisions  that  weakened  laws  against  job 
crimination. 

Last  summer,  a  narrowly  divided  high  court  limited  the 
ility  of  individuals  to  bring  employment-discrimination  suits, 
:ided  that  federal  law  does  not  cover  on-the-job  racial  ha- 
>sment,  and  allowed  challenges  to  affirmative-action  plans 
it  had  been  in  effect  for  years.  "The  court  changed  the  rules 
the  game,"  says  Ralph  G.  Neas,  exec- 
ve  director  of  the  umbrella  Leader- 
,p  Conference  on  Civil  Rights.  Over- 
•ning  the  decisions,  he  says,  "is  the 
1. 1  legislative  priority  of  the  civil 
hts  community." 

Senator  Edward  M.  Kennedy  (D- 
iss.)  and  Representative  Augustus  F. 
iwkins  (D-Calif.),  chairmen  of  the  Sen- 
;  and  House  Labor  Committees,  prom- 
to  act  quickly  to  do  just  that.  But 
iy  have  to  keep  together  an  often 
ictious  civil  rights  coalition. 
RROW  FOCUS.  To  stand  any  chance  of 
ssage,  the  legislation  must  avoid  any- 


CIVIL  RIGHTS  LEADER  NEAS 


ng  that  looks  like  an  endorsement  of  racial  hiring  quotas, 
id  to  avoid  getting  the  bill  bogged  down  in  the  Senate 
iiciar\-  Committee,  where  conser^-ative  Republicans  hold 
isiderable  strength,  Kennedy  plans  to  keep  the  measure 
thin  the  jurisdiction  of  his  labor  panel. 
Both  constraints  have  led  to  a  bill  narrowly  focused  on 
iployment  rights.  The  draft  legislation  ignores  another  Su- 
3me  Court  decision  that  threw  out  a  Richmond  (Va.)  plan 
ling  aside  30%  of  city  contracts  for  minority  businesses. 
Fhe  trick  will  be  recreating  the  bipartisan  coalition  that 
errode  President  Reagan's  veto  of  the  Civil  Rights  Restora- 
n  Act  of  1988.  That  measure  undid  a  1984  ruling  limiting  the 


scope  of  a  law  barring  sex  discrimination  on  campuses.  It  took 
four  years  to  change  the  law,  largely  because  the  initial  ef- 
forts were  too  broad  for  moderates  to  support. 

Civil  rights  forces  are  trying  to  avoid  that  mistake.  House 
civil  rights  subcommittee  Chairman  Don  Edwards  (D-Calif.) 
expects  widespread  backing  for  the  measure:  "It  doesn't  cost 
any  money,  and  it's  sort  of  the  decent  thing  to  do." 

If  the  sponsors  are  careful,  they  may  get  considerable  busi- 
ness support.  Corporate  America  has  grown  comfortable  with 
affirmative  action  plans  and  wouldn't  mind  seeing  the  old 
rules  restored.  Smaller  businesses  are  more  reluctant,  but  "it's 
bad  PR  to  say  you're  against  a  civil 
rights  bill,"  says  labor  lawyer  Nancy 
Fulco  of  the  U.  S.  Chamber  of  Com- 
merce. Still,  if  the  bill  starts  picking  up 
amendments  that  expand  rights  signifi- 
cantly, business  may  jump  ship. 
BETTER  PREPARED?  Conservatives  will 
mount  determined  opposition.  They're 
still  angered  by  last  year's  Senate  rejec- 
tion of  William  Lucas  as  the  Justice 
Dept.'s  civil  rights  chief.  "We  will  put  on 
a  show,"  declares  Clint  Bolick,  director 
of  the  Landmark  Legal  Foundation  Cen- 
ter for  Civil  Rights.  "Conservatives  are 
better  prepared  than  ever  to  take  on  a 


major  civil  rights  battle. 

But  the  legislation's  fate  may  ultimately  rest  with  the  Bush 
Administration.  Although  top  officials  say  they  see  no  reason 
to  overturn  the  court  actions,  some  conservatives  want  the 
President  to  declare  his  intention  to  veto  the  Kennedy-Haw- 
kins bill  and  push  instead  for  measures  giving  minorities  new 
economic  incentives. 

Civil  rights  is  an  area  where  the  Democratic  Congress  has 
found  Republican  Administrations  to  be  vulnerable.  With  an 
election  nearing,  the  Bush  White  House  may  decide  that  an  all- 
out  fight  over  the  Kennedy  bill  is  more  trouble  than  it  needs. 

By  Tim  Smart 


kPiTAL  WRAPUPI 


HE  MAIL 


If  you're  unhappy  with  the  current 
speed  of  first-class  intercity  mail,  the 
\.  S.  Postal  Service  may  have  some 
ad  news  in  store.  To  save  money,  the 
ost  office  is  considering  sending  more 
lail  by  truck.  Currently,  shipments  of 
bout  700  miles  or  more  go  by  air.  A 
Ian  being  considered  would  extend  the 
breshold  for  surface  shipment  to 
bout  1.100  miles,  adding  a  day  to 
lany  deliveries.  So  far,  the  main  lob- 
ying  pressure  against  the  change  is 
ne  Air  Transport  Assn.,  whose  mem- 
ers  stand  to  lose  millions  in  annual 
argo  fees.  But  large  mailers  are  sure 
3  join  in  the  fray.  The  big  risk  to  the 


Postal  Service:  Any  additional  delays  in 
first-class  delivery  can  only  speed  the 
rush  to  fax  and  air-express  delivery. 

EKVIRONMENT  

Environmentalists  may  fret  that 
White  House  policies  are  short  on 
substance,  but  they  must  admit  the 
Administration  is  getting  the  symbols 
right.  The  Interior  Dept.'s  Office  of 
Surface  Mining,  which  regulates  strip 
mining,  junked  its  seal,  which  featured 
a  bulldozer  blade  in  a  forest.  The  new 
logo,  a  result  of  Director  Harry  M. 
Snyder's  request  for  a  more  environ- 
mentally sensitive  design,  shows  a  bal- 
ance with  one  pan  filled  with  coal  and 
the  other  holding  several  pine  trees. 


THE  WHITE  HOUSE 


You  can  tell  it's  an  election  year  by 
the  travel  schedule  shaping  up  at 
the  White  House.  Once  he's  delivered 
his  State  of  the  Union  address  on  Jan. 
31,  President  Bush  plans  to  begin  a 
series  of  whirlwind  tours  that  will  keep 
Air  Force  One  flying  for  most  of  the 
rest  of  winter.  Bush  will  be  taking  two, 
sometimes  three  domestic  trips  a  week 
to  plug  for  what  the  staff  calls  the 
"four  Cs" — child  care  tax  credits,  capi- 
tal gains  tax  cuts,  clean  air,  and  crime 
fighting.  Most  of  the  trips  will  be  offi- 
cially "nonpolitical."  But  watch  for  the 
President  to  focus  his  travels  on  areas 
where  he  can  help  GOP  office-seekers. 


HINGTON  OUTLOOK 
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Some  cars  are  called  "new"  more  by 
virtue  of  their  date  ol  release  than 
by  their  degree  of  innovation.  Not 
so  the  Lexus  LS  400  luxury  sedan. 


Next,  consider  that  its  armed 
a  Four-Cam.  32-valve,  250-horsep  ati* 
\  8  engine. 

For  a  luxury  sedan  to  have 


kroduciigThe  Lexus  LS  40( 
It's  Not  A&,  It's  An  Inventioi 


sper 


'its 


If  this  sounds  like  so  much  adver- 
tising hyperbole,  consider  the  fact  that  the 
automobile  you  see  before  you  has  a  long 
hst  of  patents  pending. 


itsellFor 


muc  h  muscle  is  impressive  by 

But  the  1400  engineers  fi 

Toyota  didnt  stop  to  be  impressed, 

Instead  they  insisted  on  wed(  t,},. 


oiii-. 


©  1989  Letus.  A  DiiiMon  of  Toyota  Motor  Sales  I  '.S.A..  Inc.  Lexus  reminds  you  to  near  seat  b< 


of  power  to  an  astonishing  level 
icy.  Indeed,  the  Lexus  LS  400  is 
to  be  one  of  the  only  250-horse- 
xury  sedans  able  to  avoid  the 
s  well  as  the  cost,  of  the  U.S. 
er  tax.* 

fact,  no  single  aspect  of  the 
performance  comes  at  the 
if  another. 


acceleration  if  it  becomes  unusable  in 
foul  weather? 

Their  answer  was  an  engineering 
breakthrough  called  TRAC,  otherwise 
known  as  our  new  optional  Traction 
Control  System. 

TRAC  can  actually  sense  when  the 
rear  drive  wheels  are  beginning  to  slip 
on  slick  surfaces.  Within  milhseconds. 


r  example,  while  the  LS400 
from  zero  to  60  mph  in  only 
ds,**  our  engineers  asked  them- 
hat  is  the  good  of  such  swift 


TRAC  can  limit  the  wheelspin  by  throt- 
tling back  the  engine  and  pulsing  the 
rear  brakes. 

As  for  the  four  vented  disc  brakes 


themselves,  they're  activated  by  one  of  the 
world  s  most  advanced  Anti-lock  Braking 
Systems,  capable  of  sensing  different 
levels  of  traction. 

The  same  degree  of  ingenuity  was 
reserved  for  the  cars  interior  as  well. 

Lavished  in  California  Walnut  and 
optional  leather  trim  and  seats,  the 
cabin  also  features  as  standard  equip- 
ment what  may  be  the  first  power  tilt  steer- 
ing wheel  in  America  that  combines  the 
comfort  of  an  adjustable  telescopic  col- 
umn with  the  prudence  of  an  airbag  Sup- 
plemental Restraint  System. 

And  to  the  right  of  this  same  re- 
markable column  you  11  find  something 
else  of  note. 

The  ignition  switch. 

To  acquire  the  key  for  it  and  to 
arrange  a  test  drive,  call  800-USA- 
LEXUS  for  the  dealer  nearest  you. 

You  11  find  that  when  it  comes  to 
new  and  better  ways  to  serve  you,  he's  as 
inventive  as  our  engineers. 


The  Relentless  Pursuit  Of  Perfection. 


aws.  *Est.  18  city/23  hwy.  preliminary  1990  mileage  figures  determined  by  Lexus.  See  your  dealer fi)r  details.  **  Estimated  performance  figure  based  on  manufacturers  test  of  prototype. 
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BRITAIN  I 


THIS  BATTLE  OF  BRITAIN 

IS  TAKING  ITS  TOLL  ON  THE  MEDIA  BARONS 
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BSB  and  Sky  Television  are  spending  big  bucks  to  become  the  industry  leader  in  the  1990s 


International  media  giants  are  upping 
the  stakes  in  their  muitibilHon-dollar 
contest  to  attract  British  television 
viewers  and  newspaper  readers.  In  the 
biggest  gamble  so  far,  British  Satellite 
Broadcasting  on  Jan.  23  announced  that 
it  had  lined  up  $1.5  billion  in  equity  and 
debt  financing  to  launch  its  five-channel 
service  this  spring.  Added  to  the  $700 
million  already  spent,  that  makes  BSB 
the  second  most  costly  British  startup 
after  the  Channel  Tunnel. 

Britain  is  now  one  of  the  hottest  and 
most  competitive  media  markets  in  the 
West.  Perceiving  tremendous  pent-up 
demand  for  new  TV  programming  and 
high-class  newspaper  fare,  major  players 
including  Tribune  Co.,  Rupert  Murdoch's 
News  Corp.,  Britain's  Pearson,  and  Reed 
International  are  pouring  money  into 
new  British  investments.  They  want  to 
assure  themselves  of  a  stake  in  whatev- 
er media  turn  out  to  be  the  top  revenue 
producers  of  the  1990s.  Some  companies 
also  see  Britain  as  a  jumping-off  point 
for  the  Continent,  where  prospects  are 
bright  because  of  economic  growth  and 
deregulation. 

The  biggest  bets  are  on  television, 
where  BSB  is  taking  on  Rupert  Mur- 


doch's Sky  Television.  BSB — backed  by 
British  media  groups  Pearson,  Reed  In- 
ternational, Granada,  and  French  trans- 
portation company  Chargeurs — plans  to 
spend  $330  million  in  the  next  three 
years  on  promotion  alone.  BSB  will  offer 
its  customers  movies,  sports,  and  enter- 
tainment programming  generally  re- 
garded as  classier  than  Sky's.  BSB  has 
committed  $800  million  for  films  from 
Paramount,  Universal,  and  Columbia. 
And  BSB  claims  that  its  ultramodern 
technology  will  allow  transmission  of 
business  information  and  compatibility 
with  whatever  European  standard  of 
high-definition  television  emerges. 
DAUNTING  ECONOMICS.  But  analysts  wor- 
ry that  the  two  combatiints  in  the  satel- 
lite wars  will  bleed  each  other  to  death. 
Their  jousting  for  Hollywood  movie 
rights  has  bid  up  prices  by  two  to  three 
times  the  rate  paid  by  U.  S.  cable  TV 
providers,  say  analysts.  To  lure  custom- 
ers, the  two  rivals  are  also  offering  big 
discounts  to  buy  the  $500  satellite  dishes 
needed  to  tune  in  their  broadcasts. 

A  year  after  its  launch,  Murdoch's 
four-channel  Sky  is  losing  an  estimated 
$3  million  a  week  despite  having  1.1  mil- 
lion British  and  Irish  satellite  and  cable 


subscribers.  With  advertising  just  star 
ing  to  trickle  in,  heavy  programmin  iiip( 
and  promotion  costs  are  burning  u 
cash.  Sky  now  charges  $30  per  mont 
for  a  basic  dish-rental  and  programmin  ver, 
package,  with  movies  $17  extra.  Britis  As 
cable  viewers  pay  just  $26  per  month, 

The  economics  at  BSB  appear  eve 
more  daunting  than  at  Sky,  which  can  s 
least  cross-subsidize  its  operation  wit 
programs  from  the  Fox  network  and 
film  library  in  the  U.  S.  Investors  ar  treii 
steeling  themselves  for  up  to  $1.8  billio 
in  losses  before  reaching  break-even  i  us 
four  years.  That  assumes  BSB  will  sig  it  [re 
up  3  million  out  of  Britain's  21  millio 
homes  in  that  period.  But  the  gambl  (emat 
seems  worthwhile  to  bsb's  well-heele 
backers.  "We  see  this  as  the  major  nei  stprj 
source  of  advertising  revenue  in  th 
1990s,"  says  Nigel  Stapleton,  finance  d 
rector  at  Reed  International  PLC. 

The  new  financing  for  BSB  leaves  on' 
issue  unresolved:  disposing  of  a  36.6' 
stake  owned  by  beleaguered  Australia  ilvsb 
Alan  Bond.  Sources  say  that  such  U.  i 
entertainment  giants  as  Paramount,  Di; 
ney,  and  NBC  have  expressed  some  intei 
est  in  buying  Bond's  share. 

A  key  question  is  whether  viewer; 
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ady  confused  by  the  competing  and 
mpatible  Sky  and  BSB  technologies, 
hook  up  to  one  or  the  other  quickly 
igh  to  keep  both  aloft.  An  optimistic 
1  Perriss,  worldwide  media  director 
jaatchi  &  Saatchi  Communications 
,  believes  more  than  10  million  Brit- 
bomes  will  be  wired  for  satellite  re- 
ion  within  10  years.  He  also  thinks 

advertisers,  interested  in  fostering 
mpetitive  TV  environment,  will  book 

on  both  networks.  "There  is  an 
■mous  desire  among  advertisers  to 
both  do  well,"  he  says, 
at  Murdoch,  who  is  under  pressure 
fiany  fronts,  isn't  likely  to  wait  more 
1  three  years  to  decide  whether  Sky 
turn  the  corner.  His  British  newspa- 

are  losing  circulation,  and  he  is  ap- 
ntly  the  prime  target  of  a  govern- 
t  inquiry  into  over-concentration  of 
ia  ownership.  Looking  for  help,  he 
ntly  hired  cost-conscious  Andrew 
rht  from  the  Daily  Telegraph  PLC  to 
News  Corp.'s  British  operations, 
dding  to  the  problems  of  the  new  TV 
\nels,  Britain';^  flagging  economy  is 
y  to  curb  growth  in  ad  spending.  In 
tion,  the  government  will  be  allow- 
a  fifth  free  channel  in  1993.  The 
llite  networks  also  face  increased 
petition  from  cable  TV,  although  ana- 
5  think  that  the  high  costs  of  laying 
e  will  severely  limit  its  growth. 
SNATING.  British  newspapers  face  an 
1  harsher  environment.  But  that 
I't  stopped  Tribune  Co.  from  backing 
?w  entry — The  Sunday  Correspon- 
^ — in  the  Sunday  market,  where  cir- 
tion  has  been  stagnant  for  decades, 
t  paper  will  vie  with  a  formidable 
ip  of  established  "quality"  papers, 
competition  includes  Murdoch's  The 
day  Times,  Lonrho  PLC's  The  Od- 
er, Canadian  industrialist  Conrad 
;k's  The  Sunday  Telegraph,  and  the 
f  Independeiit's  new  $17  million 
day  edition. 

le  Independent'?,  huge  success  has 
ed  a  big  role  in  encouraging  other 
stors.  The  upstart  paper — now  con- 
red  one  of  Britain's  best — earned  a 

return  on  capital  in  1989,  only  three 
•s  after  its  launch.  "You  won't  get 

[return]  investing  in  steel  or  light 
IS,"  says  one  of  its  backers,  Bruce  A. 
man.  The  Independent  has  succeed- 
n  part  by  one-upping  Murdoch,  the 
;  press  baron  to  move  from  high-cost 
'X  Street,  by  farming  out  its  printing, 
ut  the  Independent  may  have  creat- 
,n  overly  rosy  impression  of  the  mar- 
potential.  In  reality,  overall  British 
spaper  readership  is  headed  down, 
iysts  say.  And  while  there  is  little 
bt  that  the  British  appetite  for  great- 
hoice  in  TV  programming  is  growing, 
lay  not  be  enough  to  sustain  two 
snsive  broadcasting  systems. 

By  Richard  A.  Melcher  in  London 


FRANCE  I 


RHONE-POULENC  FINDS 
ITS  AMERICAN  CONNECTION 


The  deal  with  Rorer  will  probably  fly,  despite  an  insider-trading  scandal 


ost  chief  executives  who  con- 
template a  multibillion-dollar 
[acquisition  want  a  personal  role 
in  negotiating  it.  Not  so  Jean-Rene  Four- 
tou,  the  50-year-old  head  of  French  drug 
and  chemical  maker  Rhone-Poulenc. 
Fourtou  stayed  in  Paris  in  mid-January 
while  the  chief  of  his  pharmaceutical 
unit,  Igor  Landau,  flew  to  New  York  to 
make  Rhone-Poulenc's  biggest  deal  ever: 
the  takeover  of  U.  S.  drugmaker  Rorer 
Group  Inc. 

Fourtou  is  not  your  usual  French  ex- 
ecutive. When  his  political  connections 
helped  win  him  Rhone-Poulenc's  chair- 
manship in  1986,  few  in  French  business 
thought  his  23-year  career  as  a  manage- 
ment consultant  gave  him  the  right 
background  to  save  the  state-owned 


CEO  FOURTOU:  THE  SEC  CHARGES  WERE  "A  TOTAL  SURPRISE 


company,  then  profitless  and  stodgy. 
They  were  wrong.  Fourtou,  who  learned 
team  play  on  the  rugby  field  and  now 
uses  it  in  the  executive  suite,  has  rebuilt 
Rhone-Poulenc  into  a  growth  company. 
He  has  dumped  20  businesses,  including 
textiles  and  fertilizers,  and  has  made  35 
acquisitions  to  bolster  what's  left. 

But  Fourtou  saw  that  his  $12.7  billion 
company  was  still  too  small  to  continue 
to  compete  in  the  drug  business,  with  its 
high  research  budgets.  It  also  had  limit- 
ed access  to  the  lucrative  U.  S.  market. 
The  $3.2  billion  merger  of  Rhone-Pou- 
lenc's drug  business  with  Rorer,  says 
Fourtou,  "solves  our  problems."  Rorer's 
cash  cow,  the  antacid  Maalox,  will  help 
fund  joint  research,  while  its  820-person 
sales  force  will  sell  French  products  in 
the  U.  S.  Other  bidders  could  emerge  for 


Rorer,  but  Fourtou  is  already  offering  a 
fat  price — about  32  times  earnings. 

Rhone-Poulenc's  offer  was  announced 
early  because  of  pressure  from  the  Secu- 
rities &  Exchange  Commission,  which 
found  signs  of  insider  trading.  The  SEC 
was  tipped  off  by  heavy  trading  in  Rorer 
options,  and  on  Jan.  17  it  filed  suits 
against  investment  groups  in  Monaco, 
Greece,  Lebanon,  and  Switzerland.  The 
SEC  charges,  which  are  unlikely  to  derail 
the  Rorer  merger,  "were  a  total  surprise 
to  us,"  says  Fourtou.  France  has  also 
launched  a  probe.  So  far,  the  trading  has 
not  been  traced  to  anyone  in  France, 
which  just  a  year  ago  was  racked  by  an 
insider-trading  scandal  involving  Pechi- 
ney's  acquisition  of  American  National 
Can  Co.  for  $1.3  billion. 

VACCINE.  Rhone-Poulenc  has 
been  busy  making  deals  in 
the  U.  S.,  a  market  that  pro- 
duced only  Z%  of  sales  when 
Fourtou  arrived.  Now  the 
figure  is  20% — not  counting 
Rorer — thanks  partly  to 
chemical  units  purchased 
from  GAF  Corp.  and  RTZ 
Corp.  last  fall  for  $1.3  bil- 
lion. His  company's  Institut 
Merieux  unit  recently 
bought  Canada's  Connaught 
Biosciences  Inc.,  a  vaccine 
producer.  Fourtou  will  sell 
some  Connaught  assets  to 
help  pay  for  the  68%  stake 
he  will  end  up  with  in  Rorer. 

Fourtou  may  soon  gain 
strength  in  Europe.  France 
plans  to  turn  over  to  him  its 


40%  stake  in  drugmaker  Roussel  Uclaf, 
of  which  55%>  is  owned  by  West  Germa- 
ny's Hoechst.  Fourtou  expects  that  will 
lead  to  broad  collaboration  with 
Hoechst.  He  thinks  his  deals  will  help 
keep  his  company's  sales  and  earnings 
growing  10%  to  15%  a  year.  Profits  in 
1988  hit  a  record  $600  m'illion,  up  46%. 

Fourtou,  laid-back  and  gregarious,  is 
one  of  France's  top  networkers.  A  Four- 
tou-founded  club  gathers  the  ereme  of 
French  business  for  monthly  dinners  to 
gab  about  wine,  travel,  and  politics. 
"He's  a  genius  at  communicating,"  says 
Serge  Kampf,  chairman  of  computer  ser- 
vices company  Cap  Gemini  Sogeti.  And 
Fourtou  will  need  all  his  people  skills  as 
he  knits  together  his  expanding  empire. 

By  Stewart  Toy  in  Paris,  with  Joseph 
Weber  in  Philadelphia 
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Commentary/by  Peter  Galuszka  and  Rose  Brady 

AS  THE  EMPIRE  SHRINKS,  RUSSIAN  NATIOHALISTS  VIE  FOR  POWEI 


I 


li 


The  escalating  violence  in  Azerbai- 
jan and  threats  by  other  Soviet 
frontier  states  to  secede  seem 
overjJowering  problems  for  Soviet  lead- 
er Mikhail  Gorbachev.  But  a  much  larg- 
er issue  is  ahead:  the  growth  of  a  dis- 
tinctly Russian  nationalism.  Throughout 
history,  that  nationalism  has  determined 
the  direction  of  the  empire,  from  xeno- 
phobia to  ruthless  expansionism  to  ac- 
commodation with  the  West.  Today,  it  is 
on  the  rise  again,  and  the  crucial  ques- 
tion is  what  strain  will  dominate  this 
time. 

For  now,  Gorbachev  is  only  being 
forced  to  decide  who  can  leave  Mother 
Russia.  That  choice  may  be  less  difficult 
than  it  seems.  If  the  Baltic  states,  Mol- 
davia, and  even  Armenia  and  Georgia 
dropped  out,  there  would  be  only 
about  a  h%  decrease  in  the  na- 
tion's population  of  286  million 
and  a  decline  of  less  than  1%  of 
the  Soviet  landmass.  More 
over,  the  most  productive 
farmland,  oil  and  gas  re 
serves,  and  mineral  de- 
posits would  remain  un- 
der Moscow's  control,  k  LITHUANIA 
and  Soviet  status  as  a  nu 
clear  superpower  would 
main  unchanged. 
RESTIVE  SUNNIS.  So  why 
doesn't  Gorbachev  have 
done  with  it?  In  the  Baltic  \  MOLDAVIA^ 
states  of  Lithuania,  Latvia, 
and  Estonia,  he  just  might 
after  lengthy  negotiations 
The  10  million  Baltic  people 
will  probably  keep  econom- 
ic ties  with  the  Soviet 
Union,  and  the  Red  Army 
may  keep  its  Baltic  bases 
in  exchange  for  cut-rate  \  ARMENIA 
Soviet  gas  and  oil.  Rural 
Moldavia,  with  about  4  mil 
lion  people,  might  link  up  with  Ro 
mania. 

Largely  Christian  Georgia  and  Arme- 
nia, surrounded  by  Shiite  Muslims,  will 
probably  stay  Soviet  for  protection.  The 
mostly  Sunni  Muslims  in  Soviet  Central 
Asia  and  Kazakhstan  will  remain  res- 
tive. A  big  question  mark  is  the  western 
Ukraine,  where  bold  nationalists  seek 
independence.  Any  breakup  in  the 
Ukraine  would  affect  Soviet  superpow- 
er status.  Moscow  is  unlikely  to  free 
Azerbaijan,  an  important  oil  center.  In 
the  center  of  the  maelstrom  is  the  gi- 


gantic Russian  republic,  which  stretches 
from  near  the  Alaskan  border  to  points 
hundreds  of  miles  west  of  Moscow. 
Here  is  the  heartland  where  Russian 
nationalism  is  reemerging.  And  it  is 
here  where  the  future  will  be  decided. 

Several  strains  of  Russian  national- 
ism are  showing  up.  One  is  an  inward- 
looking,  preservationist  search  for  roots 
that  should  prove  nonthreatening  to  the 
West.  With  communist  political  and  eco- 
nomic ideology  widely  discredited,  some 
Russians  are  grasping  for  other  sym- 
bols of  legitimacy.  Some  embrace  the 
Russian  Orthodox  Church.  Others  ap- 
pear at  Moscow  political  rallies  waving 
the  blue-and-white  flags  of  the  Czarist 
Navy,  which  emphasize  defiance  of  com- 
munist ideology. 

"Russian  nationalism  has 
several  ways  to  go,"  says  Adri- 
ESTONIA   \  an  Karatnycky,  an  editor  at  the 
Soviet  Nationalities  Survey,  a 
British  journal.  "It  could  grow 
inward  and  say,  'We've  had 


LATVIA 


steppes,  forests,  and  streams. 

But  other  forms  of  nationalism  ha 
uglier  aspects.  They  could  mean  a  ri 
surgence  of  Russian  insecurity  and, 
turn,  a  renewed  wave  of  militarism  ai 
aggressive  foreign  action.  Its  extre 
elements  are  represented  by  Pamyat 
radical  political  group  that  blames  Je 
for  Soviet  ills  and  believes  Western  ii 
fluences  will  destroy  Russian  culture 
group  of  30  recently  broke  up  a  meetin] 
of  progressive  writers  shouting: 
are  the  owners  of  the  country,  Comra 
Jews.  Neither  the  militia,  the  KGB,  n^ 
the  party  will  help  you."  A  less  stri 
gent  form  is  espoused  by  popular  ai 
thors  Vasily  Belov  and  Valentin  Rasp 
tin,  who  hold  seats  in  the  new  Congre; 
of  People's  Deputies.  Belov,  who  h; 
written  of  a  Jewish  conspiracy  to  co: 
trol  the  Soviet  intelligentsia,  says 
"There  is  a  rise  in  Russian  patriotism. 

Russian  nationalism  will  grow  in  f( 
rums  such  as  the  republic's  new  parlic 
ment,  which  will  be  elected  on  Mar. 


BELORUSSIA. 


UKRAINE 


I  GEORGIA 
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UZBEKISTAN 

KAZAKHSTAN 
KIRGIZIA 


Estonia,  Latvia,  Lithuania,  and  Moldavia  are  the^ 
republics  most  likely  to  secede  Strife-torn 
Armenia  and  Azerbaijan  are  less  likely  to 
leave.  But  it  will  be  up  to  tfie  Russian  republic 
to  determine  whether  the  USSR  remains 
reformist  or  turns  reactionory 


AZERBAIJAN 


TURKMENIA 


HAOZHIKISTAN 


enough  of  being  in- 
volved in  other  peo- 
ple's affairs.  Let's  cre- 
ate our  own 
authentically  Russian  institutions.'  "  If 
such  attitudes  ever  spilled  into  foreign 
affairs,  it  could  mean  a  vast  military 
scale-down  and  the  curtailment  of  aid  to 
client  states  such  as  Cuba  and  Vietnam. 
UGLY  ASPECTS.  Other  versions  of  Rus- 
sian nationalism  seem  equally  benign. 
One,  espoused  by  Dmitry  Likhachov,  a 
humanist  scholar  favored  by  Raisa  Gor- 
bachev, the  wife  of  the  Soviet  leader, 
proclaims  a  tolerant,  progressive  Rus- 
sian "patriotism."  Another  model  urges 
the  protection  of  Russia's  once-pristine 


and  the  revived  Russian  Bureau,  whic 
oversees  Communist  Party  activity  i 
the  republic.  Boris  N.  Yeltsin,  the  ma\ 
erick  populist  who  is  a  leading  candidat 
for  republic  president,  calls  for  a  "ns 
tional  revival"  and  rebukes  Gorbache 
for  sending  troops  to  Azerbaijan. 

The  elections  will  give  the  first  sign 
of  which  direction  Russian  nationalisn 
may  take.  With  one  type,  the  Sovie 
Union  could  become  a  fully  defensiv 
nuclear  power.  But  history  has  a  warr 
ing.  In  1941,  Joseph  Stalin  used  Russia) 
nationalism  as  a  war  cry,  resulting  ii 
the  eventual  communist  takeover  o 
Eastern  Europe.  Four  decades  of  Col 
War  followed. 
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TERN  EUROPE  I 


HE  WEST  STARTS  TO  LIFT  ITS 
IIGH-TECH  BLOCKADE 


3COM  will  O.K.  more  sales  to  Eastern  Europe — but  not  to  Moscow 


ANSK  SWITCHBOARD:  AT&T  HAS  ALREADY  SOLD  A  $7  MILLION  EXCHANGE  TO  POLAND 


For  40  years,  the  U.  S.  and  its  allies 
have  tried  to  keep  the  Soviet  bloc  in 
technology's  basement.  Relying  on 
obscure  body  called  the  Coordinating 
mmittee  on  Multilateral  Export  Con- 
ils  (COCOM)  in  Paris,  NATO  members, 
ing  with  Japan  and  Australia,  re- 
lined  from  selling  most  computers, 
nmunications  gear,  and  machine  tools 
it  could  be  converted  to  the  produc- 
n  of  armament. 

Now,  in  the  first  signs  of  a  major 
licy  shift,  the  Bush  Administration  is 
jposing  that  COCOM  members  be  al- 
ved  to  ease  curbs  on  some  high-tech 
ports  to  Poland,  Hungary,  and  four 
ler  Eastern  European  countries  while 
lintaining  present  curbs  on  exports  to 

1  Soviet  Union.  COCOM  members  are 
pected  to  endorse  the  proposal  at  a 
!eting  in  mid-February  and  push  for 
fther  liberalization. 

The  Bushites  acted  because  most  of 
irope.  East  and  West,  wants  to  ease 
?  rules  faster  than  Washington  does, 
e  Administration's  shift  is  a  victory 
Commerce  Secretary  Robert  A.  Mos- 
cher  and  a  change  of  position  by  Sec- 
tary of  State  James  A.  Baker  III  and 
jfense  Secretary  Richard  B.  Cheney, 
10  earlier  opposed  looser  rules. 
»  BONANZAS.  After  a  dispute  over  ma- 
ine  tools  last  summer,  it  became  clear 

2  U.  S.  was  isolated  from  its  allies. 

need  to  preserve  COCOM  and  proba- 
f  need  to  redefine  what's  acceptable  in 
my  areas,"  Cheney  conceded  in  an  in- 
!-view  with  BUSINESS  WEEK. 
Although  the  lack  of  hard  currency 
ikes  the  prospect  of  any  immediate 


bonanzas  in  Eastern  Europe  unlikely, 
U.  S.  companies  are  testing  the  waters. 
American  Telephone  &  Telegraph  Co.  in 
early  January  sold  a  $7  million  digital 
telephone  switch  to  Poland.  Control 
Data  Corp.  has  sold  the  Poles  two  small 
mainframe  computers  for  use  in  seismic 
analysis  and  expects  to  sell  more  equip- 
ment to  Poland  this  year.  US  West  in 
December  said  it  hoped  to  build  a  cellu- 
lar-phone system  in  Hungary.  "We're 


confident  that  this  move  by  the  Bush 
Administration  will  speed  the  approval 
process,"  says  US  West  International 
President  Reynie  Ortiz. 

Exports  of  computers  with  Intel 
Corp.'s  80386  microprocessors  would  be 
allowed  once  the  new  controls  are 
phased  in,  perhaps  as  early  as  the  end  of 
the  year.  Hewlett-Packard  Co.  says  it 
foresees  "an  enormous  opportunity"  in 
Poland  and  Hungary.  Sales  of  machine 
tools  with  tolerances  much  closer  to 
what  most  U.  S.  toolmakers  produce 
than  today's  coarser  standard  would 
also  be  possible. 

But  the  relaxed  rules  will  not  apply  to 
the  Soviet  Union,  and  Washington  is 
sure  to  face  pressure  from  all  sides  to 
liberalize  further.  Control  Data,  for  ex- 
ample, is  seeking  permission  to  sell — for 
$32  million — six  Cyber  960  mainframes 
for  use  in  Soviet  nuclear  safety  re- 
search. The  largest  U.  S.  technology  deal 
pending  is  US  West's  $500  million  propos- 
al to  build  a  fiber-optic  telephone  link 
across  the  Soviet  Union. 

While  it  relaxes  the  rules  for  U.  S. 
companies,  the  Administration's  propos- 
al will  also  make  it  easier  for  foreign 
governments  to  be  more  aggressive  in 
granting  export  licenses  to  their  manu- 
facturers, so  defining  COCOM's  new  mis- 
sion will  be  hard.  "COCOM  has  about  as 
much  work  to  do  in  reappraising  its  role 
and  structure  in  the  next  8  to  12  months 
as  in  the  previous  40  years,"  says  an 
executive  at  a  West  European  computer 
maker.  After  all,  if  a  few  curbs  fall,  can 
others  be  far  behind? 

Bi/  Paul  Magnusson.  with  Dave  GriffitliN, 
iu  Washiugton  and  bureau  reports 


CHINA  I 


HAVE  YOU  HEARD  THE  ONE  ABOUT 
THE  COMPUTER  CHINA  BOUGHT? 


Wl 


^hile  the  U.  S.  may  be  making 
headway  on  Eastern  Europe, 
its  technology  export  policy 
toward  China  is  in  shambles.  In  one 
remarkable  snafu,  the  Commerce  Dept. 
at  first  licensed  Convex  Computer 
Corp.,  of  Richardson,  Tex.,  to  sell  a  Cl 
minisupercomputer  to  Beijing's  Atmo- 
spheric Physics  Institute  in  December, 
1987.  But"  when  the  Defense  Dept. 
learned  how  powerful  the  computer 
was,  it  began  to  challenge  the  sale. 

Ironically,  under  rules  set  by  the  Co- 
ordinating Committee  on  Multilateral 
Export  Controls  (COCOM),  China  should 
never  have  been  able  to  get  its  hands 
on  a  Convex  Cl.  The  reason  the  Com- 
merce Dept.  apparently  railroaded  the 
export  license  through  was  its  anticipa- 
tion that  COCOM  rules  toward  China 


would  be  relaxed.  But  the  Tiananmen 
massacre  last  June  greatly  strained 
China's  ties  with  the  outside  world. 

Negotiations  with  the  Chinese  to 
downgrade  the  machine  got  nowhere 
until  after  Tiananmen.  Then,  Washing- 
ton succeeded  in  forcing  Convex'  Hong 
Kong  distributors  to  go  to  Beijing  and 
strip  the  computer  of  many  capabili- 
ties—under the  noses  of  irate  Chinese 
scientists.  Both  the  Pentagon  and  Com- 
merce declined  to  provide  details. 

The  Chinese  allowed  the  computer  to 
be  altered  because  future  purchases  of 
U.  S.  technology  might  hinge  on  it. 
With  Congress  now  pondering  tougher 
sanctions  against  China,  however,  the 
vagaries  of  technology  trading  may 
get  worse  before  they  get  better. 

By  Dinah  Lee  in  Hong  Kong 
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AMe/?ICA'^  MeXT  miAGS  CRISIS  ? 


According  to  the  latest  figures, 
America  is  now  importing  al- 
most 50  percent  of  all  the  oil  we 
use.  If  our  oil  imports  continue 
to  rise,  another  energy  crisis 
could  be  triggered,  one  that 
could  hold  America's  economy 
hostage  again. 

But  the  more  we  use  nuclear 
energy,  instead  of  imported  oil, 
to  generate  electricity,  the  less 
we  have  to  depend  on  foreign 
nations. 


Our  112  nuclear  electric  plants 
already  have  cut  foreign  oil 
dependence  by  4  billion  barrels 
since  the  oil  embargo  of  1973, 
saving  us  more  than  $115  billion 
in  foreign  oil  payments. 

But  112  nuclear  plants  will  not 
be  enough  to  meet  our  growing 
electricity  demand.  More  plants 
are  needed. 

We  can  help  keep  America 
from  being  held  hostage  and 
maintain  our  energy  indepen- 


dence by  relying  more  on  our 
own  resources,  lil<e  nuclear  energy 
For  a  free  booklet  on  nuclear 
energy  write  to  the 
U.S.  Ciouncil  for 
Energy  Awareness, 
RO.  Box  66103, 
Dept.  RF26, 
Washington, 
D.C. 20035. 


us.  COUNCIL  FOR  ENERGY  AWARENESS 


Nuclear  energy  means  more  energy  independence. 
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nternational  Outloo 


EDITED  BY  JOHN  PEARSON 


tOH  PUTS  HIS  RIVALS  JUST  WHERE 
IE  WANTS  THEM:  IN  POWER 


President  Roh  Tae  Woo  has  pulled  off  a  stunning  politi- 
cal coup.  By  agreeing  to  combine  his  ruling  party  with 
two  opposition  groups,  he  has  brightened  South  Korea's 
ijspects  for  riding  out  an  epidemic  of  industrial  unrest  and 
ading  off  a  disastrous  economic  slowdown.  The  merger 
oadens  Roh's  political  support  and  gives  him  a  stronger 
nd  in  dealing  with  the  rash  of  illegal  strikes  and  steep  wage 
;reases  that  are  undercutting  South  Korea's  ability  to  com- 
te  in  world  markets.  In  the  National  Assembly,  the  new 
imocratic  Liberal  Party  to  be  created  by  the  merger  will 
ntrol  222  of  299  seats.  That  will  be 
ough  to  break  a  two-year  legislative 
^jam  and  open  the  way  for  revising 
3  constitutior,  possibly  by  shifting 
)m  the  traditional  presidential  system 
parliamentary  rule. 
The  merger,  announced  on  Jan.  22, 
11  join  the  governing  Democratic  Jus- 
e  Party  with  the  opposition  Reunifica- 
n  Democratic  Party,  led  by  Kim 
)ung  Sam,  and  the  small  National 
;mocratic  Republican  Party,  led  by 
m  Jong  Pil.  The  result  will  be  a  lopsid- 

two-party  political  structure:  the  big  Democratic  Liberal 
,rty  on  the  right  and  the  Peace  &  Democracy  Party,  led  by 
m  Dae  Jung,  on  the  left,  with  only  70  opposition  votes  in  the 
itional  Assembly.  The  pugnacious  Kim  Dae  Jung,  denounc- 
?  the  merger,  threatened  to  call  his  followers  into  the  streets 
protest  what  he  called  a  "one-party  dictatorship." 
IFINISHED  BUSINESS.  In  fact,  by  linking  up  with  moderate 
position  parties,  Roh  is  taking  an  important  step  to  complete 
3  transition  to  democracy  that  began  when  former  President 
run  Doo  Hwan,  a  military-backed  dictator,  stepped  down  in 
87  in  favor  of  Roh,  a  retired  general  who  headed  Chun's 
rty.  Although  Roh  won  the  1987  presidential  election  with  a 
.9%  plurality  of  votes,  many  Koreans  have  continued  to  see 
e  Democratic  Justice  Party  as  an  extension  of  Chun's  au- 
oritarian  regime. 


With  support  from  Kim  Young  Sam  and  Kim  Jong  Pil,  Roh 
should  be  able  to  get  action  on  stalled  legislation  ranging  from 
medical  insurance  to  expanded  local  autonomy  and  revision  of 
national  security  laws.  Up  to  now,  the  Assembly  has  been 
virtually  paralyzed  by  partisan  rivalries,  even  though  Kim 
Young  Sam  and  Kim  Jong  Pil  hold  conservative  views  similar 
to  Roh's.  Now,  Kim  Young  Sam  is  likely  to  become  the  new 
party's  candidate  for  President  when  Roh's  term  ends  in  1992, 
or  Prime  Minister  if  a  parliamentary  system  is  adopted. 
A  test  of  Roh's  enhanced  political  clout  could  come  in  Febru- 
ary, when  automotive  unions  vote  on 
whether  to  join  Chunnohyup,  a  new 
Marxist  labor  federation  that  has  trig- 
gered violent  outbursts.  "Any  govern- 
ment would  be  reluctant  to  use  much 
force,"  says  Chong  Sik  Lee,  a  University 
of  Pennsylvania  political  scientist.  "Ev- 
erybody's learning  that  excess  in  one  di- 
rection or  another  is  harmful  to  the 
^  whole  country."  Nevertheless,  Roh  has 

^^^•^ii*    f        warned  that  he  will  crack  down  on  ille- 
■       *   *     gal  actions  by  labor  unions. 

For  the  U.  S.,  the  merger  won't  affect 
the  broad  consensus  in  favor  of  keeping  American  troops  in 
Korea.  But  the  new  party  is  likely  to  make  concessions  such  as 
opening  financial  markets  and  telecommunications  to  U.  S. 
companies,  while  continuing  to  protect  Korean  farmers. 

Still  uncertain,  of  course,  is  how  long  the  political  merger 
will  last.  It  is  a  disparate  alliance,  Yonsei  University's  Ahn 
Byung  Young  points  out,  of  technocrats  and  former  generals 
from  Roh's  ruling  party  with  professional  politicians  from  the 
opposition.  Still,  some  observers  think  that  the  new  Democrat- 
ic Liberal  Party  may  rule  South  Korea  for  decades,  like  the 
Liberal  Democratic  Party  in  Japan,  by  balancing  the  ambitions 
of  rival  factions.  Such  consensus-building,  if  it  succeeds,  will 
mark  a  big  change  in  South  Korea's  turbulent  politics  from  its 
traditional  combative  style. 

By  Laxmi  Nakarmi  in  Seoul,  mth  Peter  Hong  in  Washington 


LOBAL  WRAPUPI 


OLAND 


ccustomed  to  hardship,  most  Poles 
P%are  tolerating  the  Solidarity-led 
;overnment's  economic  shock  therapy. 
Varsaw's  abrupt  switch  on  Jan.  1  to  a 
fiarket  economy  has  hiked  food  and 
nergy  prices  100%  and  triggered  a 
lurry  of  minor  strikes.  If  Prime  Minis- 
er  Tadeusz  Mazowiecki  can  keep  the 
id  on  wages,  the  price  rises  will  mean 
,n  average  20%  cut  in  real  pay. 

Economists  believe,  however,  that 
'oland's  900%-  hyperinflation  may  be 
amed  as  early  as  February  or  March 
f  Polish  patience  lasts.  Prices  for  some 
lurable  goods,  such  as  refrigerators, 
lave  leveled  off,  and  food  supplies  are 


improving  slightly,  with  meat  and  veg- 
etables reappearing  in  shops  at  sharply 
higher  prices.  Another  positive  sign: 
The  devalued  zloty  has  stabilized  at 
9,500  to  the  dollar.  In  turn,  the  cheaper 
currency  has  spurred  exports  in  the 
past  three  months. 

So  far,  no  major  privatizations  of 
state-run  companies  have  been  com- 
pleted. The  offer  by  Polish-American 
heiress  Barbara  Piasecka  Johnson  to 
invest  $100  million  in  the  Gdansk  ship- 
yard has  snagged  on  the  issue  of  valu- 
ing the  yard.  But  Norwegian  shipbuild- 
er Kvaerner  Industries  is  negotiating 
to  buy  50%  of  the  Gdynia  shipyard,  and 
ABB  Asea  Brown  Boveri  (Holding)  Ltd. 
has  agreed  to  buy  a  majority  share  in 


Zamech,  Poland's  biggest  power-plant 
equipment  maker. 

To  further  strengthen  the  free  econ- 
omy, Mazowiecki  has  asked  Parliament 
to  move  up  local  elections  from  1992  to 
April  of  this  year.  His  aim  is  to  push 
out  of  key  positions  the  entrenched 
Communist  nomenklatura,  or  party 
bureaucrats,  who  continue  to  block 
some  reforms.  Local  officials  still  have 
an  iron  grip  on  distribution  of  supplies, 
which  Mazowiecki  is  trying  to  decon- 
trol. Holding  the  first  free  elections 
since  1947  will  also  give  exhausted 
Poles  another  encouraging  taste  of 
real  democracy.  That  won't  fill  empty 
bellies,  but  it  might  make  the  tough 
months  ahead  a  little  more  bearable. 
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Now  any  business  tliat  spends  over  $50  a  month  on  loi  a 


Did  you  know  that  now  practically  every 
business  in  America  can  choose  the  best  dis- 
count plan  anywhere?  AT&T /TO  WATS. 

We've  lowered  the  price,  so  now  if  your 
business  spends  over  $50  per  month  on  long 
distance,you  can  save  money  *  And  you'll  never 
have  to  worry  whether  you're  in  the  right  plan, 
because  with  /TO  WATS  your  discounts  grow 
automatically  on  bills  from  $50  to  $5,000  a 
month  or  more. 

You  don't  need  any  special  lines  or  equip- 


ment, plus  you  can  get  additional  discounts  oi 
many  international  calls  to  47 countries,  and 
discounts  on  all  direct-dialed  interstate  AT&T 
Card  calls.  As  well  as  free  call  detail  reports. 

How  sure  are  we  that  you'll  be  satisfied 
with  AT&T/TO  WATS?  Just  call  us.  We'll  pay 
to  switch  you  over,  and  for  90  days,  if  you're 
not  completeh'  satisfied,we'll  pay  to  switch 
you  back  to  your  old  service.  And  if  you  have 
dedicated  lines,we'll  even  pay  up  to  $150 
toward  replacing  each  of  them. 


1^ 


10^ 


'Savings  on  average  over  AT&Tdirect-dialed  basic  interstate  daytime  calls  Actual  savings  may  vary  according  to  calling  patterns  ici  1990  AT&T 


nee  can  save  with  jmrPRO  "  WATS. 

Whether  your  business  spends  a  little  on 
distance  or  a  lot,why  spendxiny  more  time 
ng  more  than  you  have  to.  Switch  to  AW 
WATS. 

AT&T  P/?0  WATS. 
Another  AT&T  advantage. 

This  offer  has  been  JITciT 

extended  to  February 28, 1990.  CSlI 
C«//.  1800  222-0400. 


The  right  choice. 
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AIRLINES  I 


lORENZO  MAY  LAND 

A  LITTLE  SHORT  OF  THE  RUNWAY 


£c5 


Higher  fuel  costs,  fare  cuts,  and  Eastern's  deepening  woes  are  making  for  a  hot  cockpit  at  Texas  Air 


the  economy  and  industn,^  turn  sour' 
If  Lorenzo  is  worried,  he's  a  master  a 
conceaHng  it  (page  48).  Clearly  at  eas<  ^^''^ 
during  an  interview  in  his  spartan  Hous 
ton  office,  he  says  Continental's  operat 
ing  turnaround,  new  foreign  routes,  an( 
improved  service  will  see  it  through  ai  ^i-' 
industry  slump.  When  Eastern  come; 

up,  he  flinches  slightly— 
but    remains    upbeat  it"*' 


Texas  Air  Chairman  Frank  A.  Lor- 
enzo was  playing  Mr.  Nice  Guy  at 
Cleveland  Hopkins  International 
Airport  on  Jan.  18.  Affable  and  grinning 
at  a  press  conference  to  launch  the  ex- 
pansion of  Continental  Airlines  Inc.'s 
Cleveland  hub,  Lorenzo  extolled  Conti- 
nental's recent  return  to  profitability. 
Pressing  the  flesh  with  pilots  and  flight 
attendants  afterward,  he  said  things  like 
"I  hear  you.  You  raise  an  interesting 
point."  But  angn,^  machinists  nearby 
weren't  buying  it.  "Cleveland  doesn't 
want  you!"  some  shouted.  "Lorenzo 
sucksl"  others  bellowed. 

Lorenzo,  of  course,  is  used  to  such 
treatment.  Since  busting  the  unions  at 
both  Continental  and  Eastern  Air  Lines 
Inc.,  the  sallow,  tough-minded  executive 
has  been  a  bull's-eye  for  the  nation's 
labor  movement.  How  does  he  feel  about 
it?  "There's  been  a  little  confusion  of  the 
messenger  with  the  message,"  he 
shrugs.  To  Lorenzo,  the  need  to  cut 
costs  in  the  deregulated  airline  industry 
was  an  inexorable  fact  of  the  1980s.  If 
labor  didn't  understand  that,  he  felt 
bound  to  leave  labor  behind. 
MOMENT  OF  TRUTH.  As'  Texas  Air  limps 
into  a  new  decade,  it  is  Lorenzo's  mo- 
ment of  truth.  He  must  prove  that  his 
confrontational  approach  to  manage- 
ment and  company-building  can  work 
over  the  long  haul.  While  he  has  clearly 
won  the  fight  with  labor,  the  cost  has 
been  staggering.  Texas  Air's  troubles 
prevented  its  sharing  in  one  of  the  air- 
lines' biggest  boom  periods.  While  rivals 
such  as  American  Airlines  Inc.  and  Delta 
Airlines  Inc.  had  record  profits  over  the 
past  three  years.  Continental  and  East- 
em  together  bled  more  than  .$2  billion. 

Now,  as  lofty  fuel  prices,  sluggish  de- 
mand, and  cutthroat  pricing  conspire  to 
ravage  profits  at  even  the  strongest  car- 
riers, Lorenzo  is  at  his  most  vulnerable. 
Continental  has  indeed  returned  to  oper- 
ating profitability.  But  it  is  loaded  with 
debt  and  suffers  from  a  tarnished  image 
among  business  travelers.  Having 
whizzed  through  six  presidents  in  as 
many  years,  it  lacks  steady  leadership 
and  a  clear  strateg>\  Eastern,  which  fell 
into  Chapter  11  after  pilots  honored  a 
strike  by  machinists  last  March,  has 


tried  fare-slashing  to  attract  passengers. 
That  failed — and  Eastern's  creditors  are 
likely  to  force  either  a  merger  with  Con- 
tinental, a  liquidation,  or  a  sale. 

Investors  have  reacted  to  Texas  Air's 
deteriorating  profits  by  driving  its  stock 
down  15  points  since  August,  to  7%  on 
Jan.  24  (charts).  The  question  poses 
itself:  If  Lorenzo  can't  make  money  in 
good  times,  what  can  be  expected  as 
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?'ve  slill  got  to  overcome  resistance 
n  the  travel  agents  and  customers," 
ays.  "But  we've  done  it  before,  and 
1  do  it  again." 

niy  a  few  months  ago,  that  seemed  a 
more  lii<ely.  Ever  since  Lorenzo  hit 
cing  Eastern  unions  with  a  Chapter 
filing  last  March,  he  has  cleverly 
red  events  to  his  advantage.  His 
itest  triumph  over  the  unions  came 
ipril,  after  former  baseball  commis- 
er  Peter  V.  Ueberroth  stepped  to  the 
B  to  buy  Eastern  for  $464  million. 
?nzo  balked  at  a  union  demand  to 
gn  a  trustee  to  run  the  airline  until 
deal  was  closed.  U.  S.  Bankruptcy 
ye  Burton  R.  Lifland  backed  Lor- 
),  and  the  deal  was  doomed.  Instead, 
jnzo  replaced  many  of  the  striking 
5  and  machinists  within  months.  He 
seemed  able  to  dictate  when  to  sell 
:ts  and  to  whom. 

ow,  it  looks  as  if  Lorenzo  may  have 
1  better  off  taking  Ueberroth's  offer. 
;over  Eastern's  growing  losses  and 
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WHEREVER  LORENZO  GOES,  UNION 
PROTESTERS  ARE  SURE  TO  FOLLOW 


make  good  on  prom- 
ises to  pay  back 
creditors  in  full,  Lor- 
enzo did  sell  such  as- 
sets as  gates,  planes, 
and  the  treasured 
Eastern  shuttle,  rais- 
ing $850  million  by 
last  fall.  Moreover, 
despite  the  brutal  la- 
bor struggle,  he 
managed  to  get  up 
to  390  flights  a  day 
by  August  and  fill 
almost  757'  of  the 
seats.  As  pilots  start- 
ed crossing  the  pick- 
et lines  in  droves, 
Lorenzo  was  so  con- 
fident of  success  that  he  announced 
Eastern  didn't  need  to  shrink  as  much  as 
he  had  planned.  He  also  turned  his  back 
on  another  big  source  of  cash:  He  broke 
off  talks  with  American  Airlines  aimed 
at  unloading  Eastern's  valuable  South 
America  routes. 

Then  the  bottom  fell  out.  Starting  in 
November,  as  Eastern  began  to  rebuild 
its  flights  out  of  Miami,  traffic  dropped 
precipitously.  Suddenly,  Eastern's  planes 
were  flying  less  than  half  full,  just  as 
fuel  costs  began  to  rise.  In  a  desperate 
attempt  to  attract  business,  Eastern 
made  deeper  fare  cuts.  It  doesn't  seem 
to  be  working.  Eastern's  load  factor  will 
probably  stay  below  60%  in  January, 
more  than  10  percentage 
points  below  its  most  opti- 
mistic breakeven  level. 

The  picture  is  grim. 
Eastern,  which  piled  up 
losses  of  more  than  $800 
million  last  year,  isn't  pay- 
ing interest  expense  now 
because  of  bankruptcy  pro- 
tection. But  it  is  burning 
up  cash.  Some  creditors  es- 
timate that  the  carrier  is 
losing  up  to  $2  million  a 
day.  While  Bankruptcy 
Judge  Lifland  has  allowed 
Lorenzo  to  use  $210  million 
of  the  money  raised  from  the  asset  sales 
as  working  capital,  it  won't  be  enough. 
Under  pressure  from  creditors,  Lorenzo 
has  gone  back  to  American  to  sell  the 
South  America  routes.  But  he  won't  see 
cash  from  that  deal  for  months. 
HUB  HUBBUB.  "The  whole  thing  seems  to 
be  unraveling,"  says  one  creditor.  An 
Eastern  board  member  agrees:  "My  con- 
cern is  liquidity.  Until  the  deal  with 
American  closes,  the  question  is  whether 
Eastern's  share  will  arrive  in  time  to 
keep  it  flying."  Lorenzo  dismisses  the 
problems,  which  he  argues  are  a  combi- 
nation of  unusual  events.  "You  have 
Pan  Am  putting  a  lot  of  new  capacity  in 
Miami,  a  lot  of  fare  activity,  anci  soften- 
ing traffic  overall,"  he  says. 


Even  if  the  liquid- 
ity crisis  is  averted, 
Eastern  must  re- 
store profitability  to 
its  core  markets.  Its 
hub  at  William 
B.  Hartsfield-Atlanta 
International  Airport 
is  a  good  example: 
Since  1986,  when 
Lorenzo  bought  a 
troubled  Eastern  for 
$640  million,  the  car- 
rier's Atlanta  board- 
ings have  fallen 
from  8.3  million  to 
4.3  million  last 
year,  while  archri- 
val Delta's  boardings 
surged  from  11.5  million  to  14.3  million. 
Recently,  Eastern  had  a  modicum  of 
success  in  winning  back  Atlanta  busi- 
ness travelers  by  adding  17  morning 
flights  and  slashing  fares.  The  prices 
that  it  charged  were  so  low,  however, 
that  the  carrier  clearly  could  not 
sustain  them.  Delta's  lowest  round-trip 
fare  to  New  York  for  a  business  traveler 
who  doesn't  want  to  stay  over  Saturday 
night  is  $616.  Eastern's  was  $158  before 
jumping  to  $544. 

Some  Eastern  pilots  are  visiting  com- 
panies to  drum  up  business  among  At- 
lanta executives.  And  travel  agents  say 
Eastern  is  cutting  big  corporate  deals  to 
boost  traffic.  But  bad  luck  persists.  It 


AN  EASTERN  MECHANIC:  LORENZO  BEAT  LABOR— AT  A  PRICE 


didn't  help  when,  on  Jan.  16,  an  Eastern 
727-200  sheared  the  top  off  a  Beechcraft 
King  Air  100  in  Atlanta,  killing  one  of 
the  two  Beechcraft  pilots.  Although  the 
accident  was  attributed  to  air  controller 
error,  it  was  Eastern's  name  that  made 
the  headlines  and  the  evening  news. 

As  the  situation  deteriorates,  creditors 
are  finding  it  less  and  less  likely  that 
Lorenzo  can  make  good  on  his  April 
promise  to  pay  them  back  in  full. 
They're  focusing  on  three  options:  liqui- 
dating the  carrier,  selling  it,  or  forcing  a 
merger  with  Continental.  A  forced  merg- 
er would  be  trouble  for  Lorenzo,  since  it 
could  expose  Continental  to  the  bank- 
ruptcy process. 

Indeed,  Continental  is  Lorenzo's  only 
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bright  spot.  By  cutting  back  on  money- 
losing  flights  from  its  Denver  hub  and 
building  up  more  lucrative  routes,  such 
as  the  South  Pacific,  Continental  boosted 
operating  profits  in  1989  to  about  $170 
million,  after  losing  $69  million  in  1988. 
It  is  also  trying  to  improve  its  odds  by 
teaming  up  with  Scandinavian  Airlines 
System,  a  respected  Stockholm-based 
carrier.  SAS  now  feeds  foreign  traffic 
into  Continental's  Newark  (N.J.)  hub, 
giving  it  a  critical  international  link.  It 
even  operates  a  "charm  school"  for  Con- 
tinental employees  to  improve  service. 
Outside  Newark,  Continental  is  aggres- 
sively courting  travel  agents,  partly  by 
offering  the  services  of  its  System  One 
computer  reservation  system — which 
Texas  Air  bought  from  Eastern  in  1987. 
As  a  result,  Continental's  yields,  a  key 


measure  of  sales  generated  per  passen- 
ger, grew  127'  for  the  first  nine  months 
of  1989. 

But  Continental,  whose  $2.2  billion  in 
debt  is  94'/'  of  capital,  still  lags  behind 
the  industry  in  earnings.  Analysts  ex- 
pect it  to  show  a  small  profit  in  1989,  but 
only  after  selling  $60  million  in  assets. 
Meantime,  Continental  is  struggling  to 
repair  the  poor  image  it  earned  after  its 
own  bankruptcy  in  1983  and  disastrous 
mergers  in  1986  with  People  Express 
Airlines  Inc.  and  New  York  Air.  "It's  off 
the  critical  list,  but  it  still  has  a  way  to 
go,"  says  analyst  Philip  A.  Baggaley  of 
Standard  &  Poor's  Corp. 

Given  those  challenges,  former  execu- 
tives worry  whether  Lorenzo  has  the 
ability  to  manage  competently  an  ongo- 
ing company.  A  master  financier  and  vi- 


sionary, he  has  been  far  less  skillful 
calling  day-to-day  shots.  Even  admire 
say  Continental  suffers  from  knee-je 
planning,  inconsistent  marketing,  ai 
poor  execution.  Says  one  former  exec 
five:  "If  he  agreed  with  one  thing 
12:15,  it  would  be  different  by  tl 
afternoon." 

Lorenzo's  mercurial  ways  have  co 
Continental  in  the  past.  To  position  t! 
airline  as  a  low-cost,  low-price  carrier 
1983,  he  cut  back  funding  on  Confine 
tal's  fledgling  frequent-flier  prograi 
That  left  it  far  behind  such  giants 
United  and  American,  which  used  t 
programs  as  powerful  marketing  too 
Potential  business  customers  departe 
leaving  Lorenzo  to  cater  mostly  to  li 
sure  travelers.  Several  former  emplo 
ees  complain  that  Lorenzo's  marketii 
plan  has  always  been  erratic.  "He'd  j 
along  for  a  while  stressing  a  full-fa 
airline,"  recalls  one.  "Then  he  wou 
come  in  and  say,  'Cut  the  fares,'  and  o 
we'd  go  again." 

IGNORING  ADVICE.  That  doesn't  wash 
an  industry  increasingly  devoted  ' 
intricate,  computer-generated  fai 
schedules.  With  the  assistance  of  Sy 
tern  One,  Continental  also  uses  compu 
ers  to  ferret  out  the  most  profitable  fai 
schedules.  But  Lorenzo  regularly  ove 
rides  decisions.  On  Jan.  8,  he  launched 
fare  war  in  Texas,  ignoring  advice  fro 
top  staffers,  say  sources  close  to  tl 
company.  With  one-way  tickets  as  ches 
as  $9,  Lorenzo  says  he  is  targeting  tl 
dominance  of  Southwest  Airlines  C 
But,  says  Baggaley,  "they  have  to  I 
careful  or  they'll  undermine  wh; 
they've  already  accomplished  with  bus 
ness  travelers." 

There's  no  doubt  that  Lorenzo's  don 
neering,  erratic  style  has  driven  away 
number  of  talented  executives.  The  la 
est  was  Joseph  D.  Corr,  who  lasted  on' 
11  months  as  chief  executive.  Corr,  wl 
is  widely  credited  with  Continental 
turnaround,  bolstered  service  and  ir 
proved  employee  morale.  But  he  clashf 
bitterly  with  Lorenzo  over  marketin 
and  other  decisions.  "Frank  hit  the  ro( 
when  Joe  said  he  was  going  to  give  p 
lots  a  raise,"  says  a  source  clos 
to  the  company.  Asked  why  Corr  lef 
Lorenzo  says  tersely:  "You'll  have  1 
ask  him  that." 

There  are  plenty  of  unanswered  que 
tions  about  Texas  Air  these  days — whic 
is  why  money  manager  G.  Kennet 
Heebner  of  Loomis,  Sayles  &  C( 
dumped  his  stock  on  Jan.  24.  Heebne 
who  had  owned  as  much  as  5.3  millio 
shares,  blamed  the  industry  not  Lo 
enzo.  But  other  investors  might  not  t 
so  kind. 

By  Mark  Ivey  in  Houston  and  Gail  D 
George  in  Miami,  with  bureau  reports. 


'I  DON'T  HAVE  ANY  INTEREST  IN  SELLING 
THE  AIRLINE.  I'M  NOT  EVEN  50' 


Texas  Air  Chairman  Frank  A.  Lor- 
enzo has  never  liked  to  spend  a  lot  of 
time  with  the  press.  Despite  the  ongo- 
ing turmoil  at  Eastern  Air  Lines  Inc.. 
however,  he's  upbeat  and  open.  His 
good  mood  may  belie  what  many  ob- 
servers see  as  deeper  problems  at  Tex- 
as Air.  But  don't  tell  Lorenzo  that. 

Q  Did  you  underestimate  the  prob- 
lems you  would  have 
with  Eastern  and  how 
much  the  strike  would 
hurt  the  carrier's  image'] 


A  No,  I  knew  all  the 
problems  going  in.  I  knew 
we'd  have  a  challenge. 
. .  .  [The  unions]  viewed 
me  as  the  enemy,  rather 
than  looking  at  Eastern's 
fundamental  problems. 
They  tried  to  turn  it  into 
a  PR  battle,  with  me  as 
the  issue. . . .  It's  been  a 
huge  loss  for  everybody, 
a  terrible  waste. 


A  Discount  fares  are  the  fastest  way 
to  attract  leisure  travelers  and  over- 
come resistance.  This  way  we  show 
people  what  kind  of  great  product  we 
have.  It's  starting  to  work.  The  losses 
will  be  dropping. 

Q  Are  you  considering  merging  East- 
ern into  Continental? 


A  It's  not  a  crazy  idea. 
Continental  is  coming 
along  nicely.  The  advan- 
tage is,  you  pick  up  a 
name  that's  not  associat- 
ed with  the  Eastern 
strike.  But  we're  less  well 
known  in  the  Southeast 


LORENZO:  LOW  FARES  WILL 
BRING  PASSENGERS  BACK 


Q  Eastern 's  performance  has  dropped 
off  sharply  since  November.  Why  ? 

A  It's  part  of  building  up  again.  Re- 
member, we  were  shut  down  for 
months.  Since  September,  we'd  added  a 
lot  of  capacity.  But  we  lost  the  early 
part  of  the  booking  cycle,  so  we've  had 
to  catch  up  and  regain  confidence. 

Q  Your  solution  seems  to  be  drastic 
fare  cuts.  How  long  can  you  do  that? 


Q  What  are  you  doing 
to  change  Continental's 
low-cost,  low-fare  image? 

A  It's  perception.  People 
are  griping  about 
Trump's  $119  Washing- 
ton-to-New  York  fare,  but 
we  were  the  ones  that 
started  that. . . .  Pricing  is  still  impor- 
tant, so  we'll  come  in  with  some  snappy 
fares  sometime. . . .  But  our  focus  is 
quality,  quality,  quality. 

Q  Might  you  sell  Continental? 

A  We've  gone  through  a  difficult  time. 
Now,  things  are  looking  up.  I  don't 
have  any  interest  in  selling  the  airline 
at  this  point.  I'm  not  even  50.  I'd  like  to 
see  it  mature  through  the  '90s. 
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Astound  your^f  rieiids«Coiifouiicl 
your  enemies.  Buy  a  Saab. 


shock  the  block.  Park  a 
new  Saab  in  your  driveway. 
People  will  think  you  know 
something  they  don't. 

They'll  be  right. 

You'll  know  that,  for 
thousands  less  than  many 
so-called  European  per- 
formance sedans,  your 
money  has  purchased 
more  performance.  And, 
your  performance  is  more 
usable  throughout  the 
year,  since  every  Saab 
has  front-wheel  drive. 


You'll  know  that  your 
Saab  9000  has  more  interior 
room  than  any  imported 
sedan  on  the  block.  Unless 
someone  happens  to  have 
a  Rolls  Royce  Silver  Spur 
limousine  in  their  garage. 

You'll  know  that  your 
Saab  is  an  immensely  safe 
car,  every  time  you  get 
behind  the  airbag-equip- 
ped  wheel  and  press  your 
anti-lock  brakes. 

Both  are  standard  on 
every  1990  Saab,  as  Is  a 


new  Roadside  Assistance 
Program. 

Driving  your  Saab 
you'll  know  that,  even  with 
the  ride  and  roominess  of 
a  limousine  and  fanatic 
attention  to  safety,  it 
responds  like  a  sports  car. 

If  you're  still  undecided 
about  a  Saab,  you  should 
know  that  the  9000  CD 
pictured  here  sells  for  about 
$33,000*  and  leases  for  an 
equally  reasonable  amount, 
through  Saab-Scania  Finan- 


cial Services  Corp.  (Saabs 
are  intelligently  priced  from 
$16,995  to  $32,995.) 

Test  drive  a  Saab  soon. 
Take  it  through  your  neigh- 
borhood. 

Your  friends  will  wonder 


what  you're  up 
to.  But  youll 
know. 


The  most  intelligent 
cars  ever  built. 


*MSRP  $32,995,  excluding  taxes,  license,  treiRht  dealer  charges  and  options  Prices  sub|ect  to  change  ic)  1989  Saab-Scania  of  Amenca,  Inc 


Our  one  million-pixel  display 
enables  engineers  to  redefine 
automotive  excdlence.  >   j  f  i 


Its  screen  is  21  feet  wide.  And  with  one  million 
pixels,  resolution  and  brightness  are  at  levels  never 
before  attained. 

But  high-definition  rear-projection  displays 
represent  more  than  a  quanoim  leap  in  picture 
quality.  For  the  applications  of  this  technology  are 
vast  and  varied. 

These  projectors  are  finding  a  place  in  automo- 
tive engineering.  In  computer  training.  In  telecon- 

'I'NyO  Hir.idii  l  id  All  riRhr,  rcsLTVL-d       Pinurc  simtd.ucd 


ferencing.  In  traffic  control.  In  power  stations.  Il'c'ri 
CAD/CAM  systems.  In  medical  diagnosis  syst(  0. 

And  Hitachi  is  at  the  forefront  of  this  comrr 
cation  revolution.  Building  displays  of  every  si: 
Every  shape.  Meeting  every  need. 

This,  of  course,  should  come  as  no  surpris  ni 
Because  Hitachi  isn't  just  an  electronics  compa  lere 
Or  a  computer  company.  Or  a  household  appli; 
company. 


Our  115,200-pixel,  5"  liquid  crysta' 
color  TV  is  a  clear  standout,  too. 


Some  of  our  biggest  ideas  are  incredibly  small. 


2're  a  US$48  billion  intemarional  corpora- 
)ur  20,000  products  include  telecommunica- 
quipment.  Construction  machinery.  Rail 
Drtation.  Everything  from  vacuum  cleaners 
'cr  plants. 

:luding  consumer  electronics.  Such  as  you 
re  in  our  115,200-pixel,  5"  liquid  crystal 
elevision.  It's  super  clear.  And  it,  too,  is 
d  with  the  technological  excellence  found  in 


every  Hitachi  product.  No  matter  how  big.  Or  small. 
And  that's  the  bottom  line. 

*US$48.496  million;  net  sales  for  the  year  ending  March  31,  1Q89,  US$1  =  ¥132 


0  HITACHI 


Hitachi,  Ltd.  Tokyo,  Japan 


The  Corporation 


STRATEGIES  I 


FORMER  BMW  OWNER  MOORE:  THE  DE  VILLE  HAS  "A  LOT  MORE  PERFORMANCE  THAN  I  THOUGHT" 


THE  BOULEVARD  BARGE 
IS  CRUISING  AGAIN 


Cadillac  is  winning  converts  with  bigger  cars  and  better  quality 


Make 


MERCEDES 


BMW 


LEXUS 


CADILLAC 


LiNCOLH 


They  may  no  longer 
have  tail  fins  that 
would  make  a  tiger 
shark  jealous,  or  acres  of 
blinding  chrome.  But 
Cadillacs  are  turning 
heads  again.  With  cars 
that  have  grown  in  size 
and  power,  Cadillac  Mo- 
tor Car  Div.  is  winning 
back  buyers  alienated  by 
years  of  smaller  sedans 
and  problem-plagued  en- 
gines and  transmissions. 
And  with  new  perfor- 
mance-oriented models,  including  a  dar- 
ing experimental  car  named  Aurora,  the 
General  Motors  Corp.  unit  is  poised  to 
speed  up  its  drive  for  the  younger  buy- 
ers who  are  the  key  to  its  future. 

That's  quite  a  turnaround  for  Cadillac, 
which  appeared  to  lose  its  way  in  the 
1980s.  Once  chided  as  "The  Heartbreak 
of  America"  by  consumer  activist  Ralph 
Nader,  Cadillac  has  logged  its  third  year 
as  the  top  domestic  namejjlate  in  cus- 
tomer-satisfaction surveys  by  J.  D.  Pow- 
er &  Associates.  In  that  time,  it  has 
climbed  to  5th  from  14th  among  foreign 
and  domestic  cars. 

In  fact,  Cadillac  is  one  of  the  few 
things  that  slumping  GM  has  to  brag 
about.  The  No.  1  carmaker  saw  its  mar- 


THE  PRICE 
OF  LUXURY 


Price 


$50,000 


37,300 


34,601 


30,747 


Average  price,  including  options, 
for  1990  models  data  BW 


ket  share  sink  from 
35.9%  to  34 .7^;?  last  year. 
But  Cadillac  picked  up 
two-tenths  of  a  point  of 
market  share  even  as 
new  entrants  were  jos- 
tling their  way  into  the 
luxury  market.  "They've 
been  able  to  stop  the 
hemorrhaging,"  says 
auto  analyst  Maryann  N. 
Keller  of  Furman  Selz 
Mager  Dietz  &  Birney. 

Cadillac  halted  its  slide 
by  rediscovering  its  tradi- 
tional stronghold:  the  over-50  set  who 
love  boulevard  barges  with  plush  interi- 
ors and  imposing  length.  After  downsiz- 
ing its  Eldorado,  Seville,  De  Ville,  and 
Fleetwood  models  starting  in  1984,  Cadil- 
lac bulked  them  up  again  with  a  speedy 
restyling  for  the 


28,300 


1988  and  1989  model  years.  The  Fleet 
wood  and  De  Ville  sedans  gained  nim 
inches.  In  1988,  Cadillac  introduced  £ 
more  powerful  V-8  engine,  and  it  boost 
ed  horsepower  again  this  year  even  as  ii 
improved  gas  mileage.  Quality  has  alsc 
jumped  in  the  past  three  years.  GM  sur 
veys  show  that  defects  in  Eldorados  anc 
Sevilles  have  plunged  A47c  since  1986. 

If  Cadillac  has  retrieved  its  core  buy 
ers,  it  has  yet  to  make  real  inroads  with 
import-oriented  baby  boomers.  "They'v( 
got  to  start  getting  these  younger  buy 
ers  into  the  showroom,"  says  Johi  ! 
Faulkner,  head  of  Faulkner  Cadillac  ii 
Bethlehem,  Pa.  The  median  age  of  Cadil 
lac  buyers  is  now  back  to  about  55  afte] 
rising  to  almost  60  in  1987.  But  tha 
compares  with  a  median  of  48  at  Mer 
cedes-Benz,  40  at  BMW,  and  48  at  Toyots 
Motor's  new  Lexus  division. 
FAT  MARGINS.  Cadillac  should  be  able  t( 
maintain  its  current  267,000-car  annua 
volume  for  at  least  the  next  five  years 
But  if  it  fails  to  attract  younger  buyers 
its  North  American  share  could  fall  bj 
half  in  this  decade,  predicts  analyst  Johr 
A.  Casesa  of  Wertheim  Schroder  &  Co 
That  would  be  a  severe  blow  to  botl 
GM's  prestige  and  its  profits.  After  cov 
ering  fixed  costs,  Cadillac  boasts  mar 
gins  of  40%  to  45%,  compared  with  307< 
on  the  rest  of  GM's  lineup,  says  Casesa 

Cadillac  has  been  moving  cautiously- 
some  say  too  cautiously — to  broaden  it 
appeal.  "The  brand  image  is  a  very  pre 
cious  thing,"  warns  John  M.  Fleming 
general  director  of  marketing  and  prod 
uct  planning.  "You  have  to  make  sur( 
you  don't  do  things  that  can  downgrad( 
it  for  the  people  who  are  supporting  yoi 
now."  Cadillac  learned  that  lesson  whei 
it  introduced  the  undersized  and  under 
powered  Cimarron  in  1981.  Almost  indis 
tinguishable  from  cheaper  GM  cars,  th( 
Cimarron  repelled  yuppies  and  oldei 
drivers  alike  and  was  dropped  in  1988. 

Now,  Cadillac  is  offering  higher-per 
formance  Eldorados  and  Sevilles  witl 
stiffer  suspensions  and  less  chrome 
Cadillac  marketers  say  their  evolution 
ary  approach  is  attracting  younger  buy 
ers  without  scaring  off  its  traditiona 
customers.  And  the  two-seat,  $51,000 
plus  Allante  is  drawing  Cadillac's  youn 
gest  and  richest  buyers,  with  a  medial 
age  of  50  and  household  income  o 


REDESIGNED  FOR  1992,  THE  SEVILLE  MAT  LATER 
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/er  $100,000.  "People  who  like  to  drive 
irs  are  appreciating  Cadillac  again — 
uit  they're  kind  of  fun  to  drive,"  says 
addy  chief  engineer  Robert  L.  Dorn. 
till,  sales  of  the  Allante  and  Seville  STS 
)mbined  accounted  for  only  2'X  of  Cad- 
:ac's  1989  total. 

Even  the  division's  traditional  cars  are 
inning  young  converts,  thanks  to  more 
stinctive  styling  and  improved  han- 
ing.  Dramatic  price  increases  for  Euro- 
jan  luxury  makes,  driven  by  the  falling 
ilue  of  the  dollar,  haven't  hurt  either, 
adillac's  price  advantage  can  be  dra- 
latic  (table),  as  Dallas  attorney  Edward 
^  Moore,  38,  discovered.  When  trans- 
ission  troubles  recently  crippled  his 
)84  BMW  738i,  he  replaced  it  with  a  dark 
ue  Sedan  De  Ville.  Moore  says  he  con- 
dered  both  foreign  and  domestic  alter- 
itives,  including  Lexus.  "Cadillac  of- 
!red  me  a  good-quality  car  at  a  good 
"ice,"  he  says.  "I  found  that  it  had  a  lot 
ore  performance  than  I  thought." 
IDER  BUZZ.  A  performance  image  is  vi- 
il  to  keep  Caaillac's  momentum  going. 
Idorados  and  Sevilles,  redesigned  for 
le  1992  model  year,  may  later  be 
iwered  by  Cadillac's  first  multivalve 
-8,  a  2.50-horsepower  engine.  Cadillac's 
)cus  groups  with  potential  buyers  who 
5W  own  imports  such  as  BMW  show  that 

startling  50%  would  consider  buying 
le  cars,  which  abandon  Cadillac's  tradi- 
onal  boxy  look.  In  tests  with  past  mod- 
s,  marketers  were  elated  if  even 
'  such  prospects  put  Cadillac  on  their 
lopping  lists. 

Cadillac  is  considering  an  even  bigger 
reak  with  the  past:  a  new  line  that 
ould  resemble  the  striking  Aurora, 
hich  was  displayed  at  this  year's  major 
ato  shows.  But  Aurora  will  be  a  tough 
?11  in  gm's  executive  suite.  As  the  top 
rass  struggles  to  cut  costs  and  adjust 
)  shrinking  market  share,  it  won't  part 
isily  with  the  $350  million  or  more  that 

could  cost  to  develop  a  single  model 
•om  the  Aurora.  "Every  time  we  add 
fiother  car  line,  we're  talking  big  in- 
estment  in  engineering  resources,  pro- 
feration  in  manufacturing,  and  a  more 
ifficult  job  of  advertising.  You  don't  do 

lightly,"  says  Cadillac's  Fleming. 

But  as  more  competitors  join  the  luxu- 
/  fray,  Cadillac  can't  afford  to  stand 
:ill.  Kathryn  A.  Blasco,  the  41-year-old 
resident  of  a  Kansas  City  biomedical 
3mpany,  shows  just  how  demanding 
nd  fickle  the  baby  boom  bunch  can  be. 
his  fall,  she  traded  her  '87  Sedan  De 
ille  for  a  $40,000  Lexus  LS400.  "I  never 
lought  about  trading  in  my  Cadillac," 
lie  says — until  she  drove  the  Lexus.  "In 
very  way,  it's  superior."  Her  18-year- 
)ld  daughter  thinks  the  Lexus  is  "awe- 
3me."  You  could  say  the  same  thing 
bout  the  challenges  a  revitalized  Cadil- 
ic  still  faces  in  the  1990s. 

By  Wendy  Zellner  in  Detroit 


High  Yields. 
No  Taxes. 

Fidelity  beiim's  tiiat  a  nuinicipal  invostniciit  designed  to  help  vou  earn  high  cur- 
rent yields  should  also  help  you  keep  more  of  what  you  earn-which  is  precisely  the 
strategy  behind  Fidelity  High  Yield  Municipals. 

High  Current  Yields.  First,  the  Portfolio  is  designed  to  earn  high  y  ields 
by  investing  primarily  in  niediuni-quality,  long-term  nuinicipal  bonds.  Yield,  share 
price  and  return  will  vary  with  market  conditions. 

Tax-Free  Income.  Second,  the  income  from  this  Portfolio  is  Federally  tax-free. 
So  you  could  keeji  more  of  w  hat  you  earn  than  from  a  similar  taxable  investment. 

Call  24  Hours  for  a  Free  Fact  Kit! 


1-800-544-6666  24  hours 


71 


Fidelity  High  Yield  Municipals,  f,  )r  iiiorf  complete  inlorniuliDn  iiKiudiiig 
ni:in.ii;i'nn'iit  Iffs  and  r\|u-iis(.-s,  call  (ii  « \  \w  f(ir  a  \wv  prDspectus  Read  il  cart-fiilly  hdoR-  \<)ii  invfM 
or  send  nione\,  Fldi'lil\  DlMnhuuirs  (iorpdi  alKJii  ((It'iuTal  Distrihuliciii  Am'ril),  PO  iio\  ddOdO-i. 
Dail;b, TX "'S2(i6-()WH. 


Fidelity 


Investments  ® 

CODE:  BW/HIY/020590 


CORPORATION 


Black's  Guide,  the  nation's  leading  publisher  of  office-leasing 
directories,  places  entire  markets  at  your  fingertips.  What's  more, 
these  valuable  directories  are  free ...  if  you  qualify 

In  nine  metropolitan  areas,  the  Guide's  information-packed 
listings  and  maps  make  it  easy  to  find  the  right  office  space . . . 
in  the  right  location ...  at  the  right  price. 

You'll  know  where  the  buildings  are,  their  total  size,  the 
leasable  space  in  each,  rental  rates,  whom  to  contact. 

In  addition,  the  Guide's  Professional  Directory  sections  profile 
each  market's  prominent  real  estate  brokerage  firms,  developers 
and  service  companies. 

Black's  Guide  is  distributed  free  to  corporate  real  estate 
executives  and  other  executives  wfio  manage  company  real 
estate  assets  or  plan  office  relocations. 

Send  your  business  card  and  specify  regional  editions  or  call  to 
see  if  you  qualify  1-800-631-2223  _ ,  .  , 

•  Northern  New  Jersey  •  Connecticut/Mew  York  Suburbs  •  Long  Island/MYC  Outer  Boroughs    .  ^  ., " 
•  Philadelphia/Southern  New  Jersey/Delaware  •  Washington/Baltimore  " « 

•  Dallas/Fort  Worth  •  Denver  •  Greater  Los  Angeles  •  San  Francisco  Bay  Area  '  '  » 

m  BLACK'S  GUIDE  ll 

lirlH      rha  0//JC9'Lsafln9 /jidustiy'a  0««lrtop  Refe/«nce  b> 

■   *  '  w 

620  Shrewsbury  Avenue  •  P.O.  Box  2090  •  Red  Bank,  New  Jersey  07701       '1  <  .  .T, 
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THE  FUTURE  OF 
SILICON  VALLEY 

DOES  THE  U.S.  NEED  A  HIGH-TECH  INDUSTRIAL  POLICY  TO  BATTLE  JAPAN  INC.? 


SDK 
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The  violin  that  arrived  at  the  White 
House  for  Budget  Director  Rich- 
ard G.  Darman  was  no  token  of 
appreciation  for  the  poHcy  tune  that 
Washington  is  playing.  Inside  was  a 
note  from  Andrew  S.  Grove,  president  of 
Intel  Corp.,  suggesting  that  Darman 
might  like  to  pass  some  time  fiddling 
while  American  high  technology  burns. 
The  way  high  tech  is  getting  kicked 
around  in  Washington,  Grove  says,  "I 
feel  we  are  fighting  two  governments  at 


the  same  time — Japan's  and  our  own." 

Grove  is  not  alone.  From  California's 
Silicon  Valley  to  Route  128  in  Massachu- 
setts, a  chorus  of  U.  S.  executives  is  call- 
ing for  a  new  strategic  partnership  be- 
tween the  electronics  industry  and 
government.  Computer  makers,  soft- 
ware houses,  telecommunications  compa- 
nies, and  chip  producers  are  urging 
Washington  to  help  bolster  America's 
competitiveness.  Their  agenda  includes 
relaxing  antitrust  regulations,  recasting 


fiscal  and  tax  policies,  and  adopting  a 
more  pragmatic  stance  on  trade. 

The  mid-January  demise  of  U.  S.  Mem- 
ories Inc.  is  not  likely  to  strengthen  high 
tech's  case  in  Washington.  This  was  the 
ambitious  plan  hatched  by  IBM  and  six 
other  big  high-tech  players,  including  In- 
tel, to  recapture  some  of  the  computer 
memory-chip  business  lost  to  Japan  in 
the  1980s.  The  idea  had  been  to  collabo- 
rate on  making  dynamic  random-access 
memories  (DRAMs)  and  increase  domestic 
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EROSION  OF 
AN  AMERICAN 
INDUSTRY 

■  Two  decades  ago,  the  Japa- 
nese began  undercutting  U.S. 
rivals  in  electronic  goods.  It 
was  a  costly  strategy  but  even- 
tually bought  Japan  dominance 
in  consumer  electronics.  High- 
tech gurus  say  the  same  is 
happening  with  cliips,  and  the 
consequences  could  be  more 
dire.  If  semiconductors  go, 
they  say,  the  rest  of  the 
electronics  field  will  follow 


HIGH-DEFINITION  TV:  WILL  DEFENSE  EASE  ITSELF  OUT  OF  THE  PICTURE? 
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)plies  to  U.S.  users  (BW— Jan.  29). 
t  if  the  electronics  industry  isn't  will- 
to  back  such  self-help  schemes, 
ny  lawmakers  may  be  apt  to  wonder 
ether  the  high-tech  crowd  really 
nts  a  bailout  instead  of  a  helping 
id.  So  far,  the  Administration  has 
ned  a  deaf  ear  to  the  appeals. 
JEEBIES.  What  the  high-tech  gurus 
nt  is  for  the  U.  S.  to  forge  a  cohesive 
I  comprehensive  industrial  policy — 
1  there  the  battle  line  gets  drawn.  The 
■y  concept  of  industrial  policy  is 
ithema  to  Darman,  White  House 
ef  of  Staff  John  H.  Sununu,  and 
ef  Economic  Adviser  Michael  J.  Bos- 

(page  60).  A  good  many  economists 
I  legislators  share  their  feelings — as 
some  high-tech  executives.  For  them, 
mer  President  Reagan's  "magic  of 

market"  is  the  bedrock  of  American 
italism.  It  has  delivered  a  cornucopia 
riches  matched  by  no  other  system, 
uding  a  venture-capital  environment 
t  is  the  envy  of  the  world. 
)uring  the  Bush  Administration's 
leymoon  phase  last  spring,  Washing- 


ton seemed  a  staunch  ally  of  high  tech. 
Commerce  Secretary  Robert  A.  Mos- 
bacher  promised  that  the  Bush  team 
would  hammer  out  a  strategy  to  nurture 
high-definition  television.  HDTV  will  be 
far  more  than  just  a  consumer  product. 
The  new  technologies  needed  to  bring 
HDTV  to  market  will  catalyze  major  ad- 


The  government  has  been  so 
lousy  at  providing  the 

mechanism  for  free  trade,  we 
have  to  do  something' 


vances  across  the  entire  spectrum  of 
electronics,  from  chips  to  supercom- 
puters. That's  why  the  industry  terms 
HDTV  the  next  "technology  driver." 

But  the  HDTV  initiative  never  left  the 
starting  gate.  Such  targeted  federal 
spending  didn't  sit  well  with  the  White 
House.  So  Mosbacher  was  summoned  to 


a  chat.  "We  told  him  it  is  not  our  policy 
to  talk  up  a  single  slice  of  industry," 
recalls  Sununu,  because  that  would  im- 
pede "our  true  competitiveness  policy." 

By  late  last  year,  the  Capitol's  rumor 
mills  were  smoking  with  reports  of  other 
pullbacks:  The  Office  of  Management  & 
Budget  had  told  the  Defense  Dept.  to 
rein  in  the  modest  HDTV  effort  at  the 
Defense  Advanced  Research  Projects 
Agency  (DARPA).  The  White  House  hit 
list  also  included  DARPA's  research  on  X- 
ray  lithography,  a  leading  candidate  for 
"printing"  invisibly  thin  circuit  lines  on 
future  computer  chips.  Even  the  Penta- 
gon's $100  million  annual  contribution  to 
Sematech  was  rumored  to  be  in  doubt. 
This  industry-government  consortium  is 
working  on  new  chipmaking  techniques 
that  could  let  Silicon  Valley  leapfrog  Ja- 
pan in  the  mid-1990s. 

Long  before  winter's  chill  glazed  the 
Potomac,  Silicon  Valley's  cozy  feeling 
for  the  Administration  had  plunged  to 
arctic  extremes.  So  now  electronics  in- 
dustry associations  are  banding  togeth- 
er— call  it  "Silicon  Valley  Inc." — deter- 
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mined  to  force  the  Administration  to 
retiiinl<  its  priorities.  Something  must  be 
done,  and  quickly,  to  counter  the  govern- 
ment-industry colossus  known  as  Japan 
Inc.,  warns  Mitchell  E.  Kt  tzman,  chair- 
man of  the  American  Electronics  Assn. 
(AEA)  and  president  of  Computer  Solu- 
tions Inc.  "We're  closer  to  the  point  of 
no  return  than  most  people  think." 
This  flip-flop  is  pretty  astounding, 


how  just  as  easily  as  foreign  companies 
profit  from  American  inventions.  "It's 
not  established  that  the  people  who  de- 
velop HDTV  will  be  getting  all  the  re- 
turns," he  notes.  Devout  free-traders 
are  willing  to  blow  a  good-bye  kiss  to 
chips  or  any  other  high-tech  area,  if  that 
is  the  outcome  of  market  forces. 

This  logic  appalls  Grove  and  the  other 
wizards  of  Silicon  Valley.  Semiconduc- 


coming  from  many  of  the  freewheeling 
entrepreneurs  who  once  were  rabid  free- 
traders. Now,  they  sound  more  like  the 
steel  industry,  beseeching  Washington 
for  protection  from  foreign  competitors. 
Actually,  petitioning  Washington  galls 
even  the  activists.  "I  remain  a  free-trad- 
er and,  fundamentally,  so  do  most  elec- 
tronics executives,"  stresses  M.  Kenneth 
Oshman,  co-founder  of  Rolm  Corp.  and 
now  president  of  startup  Echelon.  "But 
the  government  has  been  so  lousy  at 
providing  the  mechanism  for  free  trade, 
we  have  to  do  something." 
SYNFUELS  REDUX?  Economists  contend 
that  interfering  with  market  mecha- 
nisms would  be  costly.  It  would  lead  to 
protectionism,  denying  low-cost  imports 
to  consumers  and  blunting  incentives  to 
improve  productivity.  And  the  thought 
of  the  government's  meddling  with  the 
process  of  innovation — and  thereby  polit- 
icizing it — worries  Paul  R.  Krugman,  a 
Nobel-laureate  economist  at  Massachu- 
setts Institute  of  Technology.  Subsidiz- 
ing a  push  in  HDTV,  he  says,  could  wind 
up  as  a  repeat  of  the  synfuels  project 
undertaken  during  the  energy  crisis  of 
the  1970s — a  multibillion-dollar  sinkhole. 

Indeed,  the  jjrospect  of  Japan's  domi- 
nating HDTV  doesn't  bother  Jagdish  N. 
Bhagwati,  an  economist  at  Columbia 
University.  He  asserts  that  the  U.  S. 
ought  to  be  able  to  exploit  foreign  know- 


tors,  they  argue,  will 
continue  to  be  the 
"enabling  technol- 
ogy" underpinning 
advances  in  every 
field  of  science  and 
technology  for  decades  to  come.  If  semi- 
conductors go,  telecommunications  and 
the  rest  of  the  electronics  field  won't  be 
far  behind — including  supercomputers, 
which  are  rapidly  becoming  indispens- 
able tools  in  engineering  and  science.  To 
risk  entering  the  21st  century  with  a 
second-rate  semiconductor  industry  is 
sheer  folly,  they  say. 

If  present  trends  remain  unchecked, 
that  is  exactly  what's  likely  to  happen — 
and  not  because  Silicon  Valley  can't  com- 
pete in  a  free  market.  As  many  U.  S. 
executives  see  it,  Japan  has  devised  a 
strategy  that  tvi^ists  free  trade  to  serve 
its  own  ends.  Japan  is  prepared  to  ab- 
sorb losses  on  export  goods  indefinitely, 
until  entire  industries  are  brought  to 
their  knees.  It  makes  up  the  deficits  by 
"taxing"  domestic  consumers.  That's 
why  Japan  shelters  the  markets  it  tar- 
gets for  domination.  With  foreign  com- 
petition blocked,  Japanese  manufactur- 
ers can  charge  much  higher  prices  at 
home — as  they  do  for  consumer  elec- 
tronics, for  example. 

What  the  high-tech  community  asks  is 
that  Washington  level  the  playing  field 


'We're  fighting  two 
governments — Japan' s 
and  our  own' 


ANDREW  GROVE 

Intel 


to  ensure  fair  trade.  As  for  Washing- 
ton's "picking  winners  and  losers"  by 
subsidizing  individual  industries,  which 
many  lawmakers  believe  is  implicit  to  1^''' 
industrial  policy,  that  is  emphatically  not 
part  of  industry's  formula.  "To  hell  wdth 
that,"  growls  Grove  of  Intel.  "Let  the 
companies  fend  for  themselves." 

Even  in  academic  circles,  there  is 
growing  agreement  that  it's  time  to  ex- 
amine how  federal  policies  affect  all  in- 
dustries' ability  to  compete.  "What  we 
need  now,"  says  Robert  B.  Reich,  a  polit- 
ical economist  at  Harvard  University,  "is 
for  government  to  take  a  broader,  wider, 
and  more  strategic  view  of  what's  good 
for  the  nation — some  sense  of  how  trade  — 
policies,  fiscal  policies,  and  monetary  pol- 
icy all  fit  together."  In  this  country,  he  — 
says,  "that  has  never  happened."  Adds  « 
Michael  G.  Borrus,  co-director  of  the 
Berkeley  Roundtable  on  the  Internation- 
al Economy:  "It's  impossible  to  have  this 
discussion  anywhere  in  Europe.  They 
just  shake  their  heads  incredulously  and 
ask,  'What  on  earth  can  the  U.  S.  gov- 
ernment be  debating?'  " 
TERMITE  STRATEGY.  U.  S.  policy,  for  ex- 
ample, played  right  into  Japan's  hands 
when  that  nation 
swept  to  dominance 
in  consumer  elec- 
tronics a  decade  ago. 
When  Japan  dumped 
TV  sets  in  the  U.  S., 
Uncle  Sam  merely 
winked.  Why?  "Clas- 
sical trade  theory 
holds  that  if  other 
nations  are  stupid 
enough  to  subsidize  their  export  indus- 
tries, American  consumers  ought  to  wel- 
come the  gift,"  states  economist  Robert 
Kuttner,  a  BUSINESS  WEEK  columnist,  in 
a  paper  written  for  the  Economic  Policy 
Institute  (EPI). 

But  TVs  were  just  the  final  stage  of  a 
"termite  strategy."  Years  before,  Japan 
had  begun  supplying  the  guts  of  a  grow- 
ing array  of  consumer  products  for  less 
than  the  cost  of  local  U.  S.  production. 
That  they  usually  lost  money  didn't  faze 
the  Japanese.  Gradually,  more  and  more 
of  the  manufacturing  pie  shifted  off- 
shore, leaving  U.  S.  consumer  electronics 
companies  increasingly  dependent  on 
their  Japanese  sources. 

Now,  the  pattern  is  repeating  in  com- 
puters. Japanese  producers — plus  Kore- 
an and  other  Asian  manufacturers  imi- 
tating Japan's  tactics — have  already  lar 
knocked  off  the  lion's  share  of  most  |n 
computer  components.  Later  this  year, 
NEC  Corp.  will  mount  the  stiffest  chal-  \h. 
lenge  yet  to  U.  S.  supremacy  in  super- 
computers. The  Tokyo  company  will  in- 
troduce its  SX-3  system,  which  it  claims 
will  substantially  outstrip  the  perfor- 
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SILICON  VALLEY'S  RECIPE  FOR  COMPETITIVENESS 

Short  tenn 

Long  term 

WER-COST 
PITAL 

►  Create  a  "patient"  venture-capital  corporation  with 
funding  from  industry,  investors,  and  government 

►  Provide  federal  aid  for  critical  but  very  risky 
technologies 

►  Make  R&D  tax  credits  permanent 

^  Shorten  Henreciatinn  <5rheHiile<5  fnr-hiph-tech  f;irtorv 
equipment 

►  Stimulate  more  savings 

►  Trim  the  federal  deficit 

►  Reduce  consumer  and  business  debt 

►  Curtail  leveraged  buyouts 

►  Index  the  capital  gains  tax,  to  zero  on  long-term 
investments 

►  End  double  taxation  on  corporate  dividends 

IR  TRADE 

►  Enforce  existing  antidumping  laws 

►  Require  reciprocity  when  foreign  nations  allow  pred- 
atory pricing 

TITRUST 
FORM 

►  Exempt  collaborative  manufacturing  under  some 
conditions 

►  Eliminate  triple  damages  in  private  suits  against 
consortiums 

►  Adjust  the  rules  to  take  into  account  offshore 
competition 

DATA;  BW 


;e  of  the  biggest  machine  from  Cray 
arch  Inc.  By  1993,  Japan  will  pass 
J.  S.  in  worldwide  computer  sales, 
cts  a  Commerce  Dept.  white  paper, 
e  challenge  to  U.  S.  leadership  in 
luters  stems  directly  from  Japan's 
nation  of  consumer  electronics.  Ja- 
has  pushed  that  technology  to  the 
,  where  it  now  drives  the  cutting 

of  electronics,  says  Ian  M.  Ross, 
dent  of  AT&T  Bell  Laboratories.  The 

in  a  common  camcorder,  for  in- 
;e,  put  out  more  processing  power 
those  in  strategic  military  systems, 
re,  advances  originated  in  military 
!ms,  then  "trickled  down"  to  com- 


future.  That's  why  jumping  back  into 
the  consumer  arena  via  HDTV  technology 
is  crucial.  Two  studies  sounded  the  clari- 
on call  just  before  Thanksgiving.  An  EPI 
analysis  predicts  that  maintaining  cur- 
rent hands-off  policies  could  lock  the 
U.  S.  into  a  technological  decline  that 
would  add  $225  billion  to  the  annual 
trade  deficit  by  the  year  2010  and  put  2 
million  Americans  out  of  work.  And  a 
blue-ribbon  National 
Advisory  Committee 
on  Semiconductors 
(NACS)  called  for  im- 
mediate action  on  in- 
dustrial policy.  "We 


T.  J.  RODGERS 

Cypress  Semiconductor 


'I  object  to  Sematech's 
swallowing  $100  million 
of  taxpayers'  money' 


:ial  and  consumer  markets,  recalls 
)ld  Brown,  former  Defense  Secre- 

and  now  chairman  of  the  Foreign 
;y  Institute  at  Johns  Hopkins  Uni- 
ity.  Today,  he  adds,  the  trickle-down 

has  reversed. 

ir  U.  S.  industry,  which  has  widely 
;ated  to  high-end  niche  markets, 
trickle-up  trend  paints  a  grim 


see  the  greatest  urgency,"  says  Bell 
Labs'  Ross,  who  also  heads  the  NACS. 
"There  is  a  great  deal  at  stake." 

An  effective  strategy,  according  to  the 
NACS,  should  begin  with  concerted  ef- 
forts to  reduce  the  cost  of  capital  by 
stimulating  more  savings,  trimming  the 
federal  deficit,  and  discouraging  con- 
sumer and  business  debt.  Next  is  block- 


ing imports  that  use  predatory  pricing. 
Then  come  such  steps  as  indexing  the 
capital-gains  tax  to  encourage  longer- 
term  investments,  and  eliminating  dou- 
ble taxation  on  dividends.  White  House 
policymakers  note  that  the  Administra- 
tion favors  some  of  these  measures, 
since  they  would  apply  across  all  indus- 
tries. Indeed,  President  Bush  has  just 
endorsed  relaxing  antitrust  barriers  to 
joint  manufacturing 
ventures. 

Where  the  two 
sides  clash  is  over 
applying  the  micro- 
economic  Band-Aids 
that  industry  be- 
lieves are  vital  until 
the  more  sweeping 
changes  can  be  im- 
plemented. "If  some- 
thing isn't  done  fast,  we'll  look  back  in 
only  four  or  five  years  and  wonder  how 
it  all  slipped  away  so  quickly,"  warns 
James  H.  Clark,  chairman  of  Silicon 
Graphics  Inc.,  a  leading  producer  of  so- 
called  graphics  workstations. 
QUICK  RELIEF.  To  provide  quick  relief, 
the  NACS  whipped  up  a  menu  of  stopgap 
measures  pegged  to  a  major  thrust  in 
HDTV.  At  the  White  House,  however, 
HDTV  technology  is  regarded  as  too  nar- 
row for  federal  consideration.  Critics  of 
the  Administration  retort  that  Bush's 
economists  have  a  distorted  view  of  his- 
tory. In  fact,  says  Don  E.  Kash,  a  politi- 
cal science  professor  at  the  University  of 
Oklahoma,  there  isn't  one  major  indus- 
try, other  than  autos,  "where  the  federal 
government  didn't  absorb  some  of  the 
risks."  More  significantly,  he  adds,  the 
biggest  successes  have  been  scored  in 
areas  "where  the  universities,  govern- 
ment, and  industry  are  in  bed  with  each 
other — and  have  been  for  decades." 

The  most  crucial  need,  according  to 
many  top  executives,  is  to  create  a  pool 
of  low-cost,  patient  capital.  Developing 
new  technology  has  gotten  so  expensive, 
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explains  Kertzman  of  the  .\Ea.  that  the 
outcome  of  competition  is  now  decided 
largely  by  spending  power.  And  thanks 
to  Japan's  lucrative  base  in  consumer 
electronics  and  DR.\Jk!s — plus  U.  S.  tax 
and  fiscal  policies  that  force  American 
business  to  focus  on  short-term  re 
turns — ^Japan  has  taken  a  huge  lead  in 
investment.  In  198S.  notes  Kertzman.  Ja- 
pan for  the  first  time  eclipsed  the  U.  S. 
in  capital  spending.  "With  an  economy 
only  6(Fr  as  big.  they  out-invested  us  by 
S46  billion.  And  that  gap  is  projected  to 
climb  to  SlOO  billion  in  i990." 

The  capital  crunch  threatens  chips  in 
particular.  IBM  President  Jack  D. 
Kuehler  says  that  Big  Blue — the  world's 
largest  chip  producer,  all  for  its  own 
consumption — has  ab-eady  spent  S400 
million  to  develop  X-ray  methods  of 
printing  chips.  By  the  time  this  esoteric 


say<  Clyde  V.  Prestowitz  Jr..  a  former 
Commerce  Dept.  official  specializing  in 
Japanese  trade.  ""The  Japanese  say  the 
government  must  subsidize  these  things 
because  they're  too  risky  for  private 
business."  In  Japan,  more  than  a  dozen 
research  programs  in  X-ray  chipmaking 
ai-e  under  way. 

WEAKEST  UNK.  Lxx)sening  the  antitrust 
yoke  so  companies  can  share  the  huge 
capital  burden  of  commercializing  new 
technolog}",  collaborating  on  manufac- 
turing as  well  as  research,  might  put  a 
damper  on  some  startups,  admits  Arthur 
Rock  of  Arthur  Rock  &  Associates,  who 
helped  seed  such 
companies  as  Intel 
and  Apple  Computer 
Inc.  But  that's  be- 
side the  point.  "It's 
not  a  maner  of  pro- 


*\Ve're  closer  to  the 
point  of  no  return  than 
most  people  think' 
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techniqutr  is  reaoy  lo  go  into  production, 
sometime  after  1995.  Kuehler  figures 
that  IBM  will  have  shelled  out  more  than 
5^1  billion  over  1-5  years. 

No  other  U.  S.  chipmaker  has  seen  fit 
to  sustain  that  kino!  of  protracted  invest- 
ment, although  Mo".<jrola  Inc.  recently 
signed  up  to  collaborate  wiih  IBM  in  X- 
ray  lithography.  Without  manufacturing 
consortiums,  only  a  handfui  of  American 
chipmakers  can  dream  of  owi^mg  a  semi- 
conductor factor}-  at  the  turn  of  the  cen- 
tur\".  "They  viiW  cost  as  much  as  a 
Stealth  bomber."  notes  G.  Wesley  Pat- 
terson, executive  \icepresident  of  start- 
up Xilinx  Inc. 

The  fact  that  few  chipmakers  are  in- 
vesting in  X-ray  technology  is.  to  the 
Wnite  House,  prima  facie  evidence  for 
denying  federal  funds:  If  it's  too  risk}- 
for  the  private  sector,  then  government 
shouldn't  go  near  it,  "The  irony  is.  that's 
just  the  opposite  of  Japan's  attitude." 


>  "  _  y  investments."  he  says.  "It's  a 
:  sa\"ing  this  nation's  future." 

Inc  v.eakest  link  in  the  technology" 
food  chain  is  the  semiconductor  equip- 
ment industry".  In  the  U.  S..  the  compa- 
nies that  generate  new  tools  and  tech- 
niques for  making  chips  are  over- 
whelmingly small  and  undercapitalized. 
Because  they  can't  bet  as  boldly  as  the 
major  Japanese  players.  America's  share 
of  the  world  market — iO^t  a  decade 
ago — has  been  chopped  almost  in  half. 
.And  the  chipmaking  equipment  opera- 
tion of  Pericin-Elmer  Corp..  long  the 
v>orld"s  No.  1  supplier,  has  been  on  the 
block  for  10  months,  stan^ed  for  capital 
to  develop  its  next-generation  system. 
But  a  buyer  may  finally  have  been 
found:  Sihcon  Valley  Group  Inc..  backed 
in  part  by  IBM. 

U.  S.  semiconductor  companies  don't 
relish  becoming  rehant  on  Japan's  equip- 
ment vendors,  because  their  Japanese  ri- 


vals routinely  get  preproducrion  mode 
of  new  machines  up  to  a  year  before  t} 
systems  go  on  the  open  market.  Th; 
gives  them  a  big  head  start.  And  in  ti 
semiconductor  business,  being  late 
market  by  just  six  months  can  spell  t} 
difference  between  decent  profits  ar 
crossing  your  fingers  for  better  resul 
the  next  time  around. 

In  addition,  if  U.  S.  chipmakers  ai 
tardy  in  delivering  the  latest  semico: 
ductors  to  U.  S.  computer  companie 
then  another  American  technolog}'  w 
be  m  trouble.  There's  already  concei 
that  Japanese  computer  designers  ha\ 
a  leg  up:  They  ai 
pri\T  to  the  detai 
of  upcoming  chip  d 
signs,  so  the  compu 
er  di\isions  of  J: 
pan's  major  chi 
producers — Toshib; 
NEC.  Hitachi,  and  Fi 
jitsu — can  begin  ei 
gineering  new  ra 
chines  earlier  tha 
Air.erican  companies. 

So  why  is  Washington  so  slow  in  ge 
ting  the  message'?  Industrj^  believe 
economists  either  don't  understand  th 
dvTiamics  of  high  tech  or  don't  apprec 
ate  its  strategic  importance.  But  sue 
attitudes  make  Silicon  Valley  its  ow 
worst  enemy,  says  Kenneth  S.  Flamm. 
Brookings  Institution  economist.  B< 
cause  the  technology"  tv"pes  "see  th 
economists  as  the  enemy,"'  most  econ( 
mists  nanirally  react  with  c\"nicis 
Worse,  the  industn"  doesn't  couch  its  a 
guments  in  econonuc  terms,  and  th 
studies  it  lays  on  the  table  don't  refle< 
soimd  economic  theor." — ^including  thp 
XACS  report.  Yet,  Flamm  adds,  there  is 
strong  economic  case  that  can  be  mad 
for  govemment-industr}"  collaboration. 

To  a  few  economists,  high  tech's  d 
lemma  suggests  that  some  basic  a.- 
sumptions  may  need  re\"ision.  Da\id 
Teece.  a  University"  of  California 
Berkeley  economist,  asks  whether  a  fre 
market  can  be  truly  efficient  at  alloca 
ing  resources  in  the  electronics  agt 
Steadily  rising  capital  intensivenes; 
ever-shorter  product  life  cycles,  and  th 
ease  with  which  new  technolog}"  can  b 
copied  make  companies  prone  to  imdei 
invest  in  the  future.  Economists  at  C< 
lumbia.  Han-ard.  MIT,  and  Stanford  hav 
joined  Teece  to  form  the  Consortium  o 
Competitiveness  &  Cooperation. 

When  Congress  tackles  industrial  pol 
cy  in  coming  months.  law"makers  will  ui 
doubtedly  find  that  Silicon  \'alley  Inc.  b 
no  means  speaks  for  everyone.  Headin. 
the  parade  of  dissenters  will  be  T.  o 
Rodgers.  the  feist>-  founder  of  sever 
year-old  C\"press  Semiconductor  Cori 
-Although  he  agrees  that  capital  cost; 
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A  TAIK  WITH  JOHN  SUNUNU:  'WE  OUGHT  TO  MAKE  CHANGES 
THAT  HEIP  THE  WHOLE  SYSTEM' 


\e  White  House  has  been  the  focal 
int  in  a  heated  debate  over  the  gov- 
nment's  role  in  aiding  America's 
gh-tech  industries.  In  an  interview 
th  Bureau  Chief  Lee  Walczak,  White 
yuse  Correspondent  Douglas  A.  Har- 
echt,  and  Science  Correspondent 
hn  Carey,  White  House  Chief  of 
aff  John  H.  Sununu  took  umbrage 
criticism  that  the  Administration 
t 't  doing  enough  to  boost  U.  S. 
m,petitiveness. 


Does  the  U.  S.  need  an  indus- 
ial  policy? 

Our  problems  won't  be  re- 
ived by  having  an  industrial 
licy  or  a  high-tech  industrial 
licy.  What  we  need  are  poll- 
's— in  the  plural — that  are  im- 
rtant  to  our  capacity  to  be 
mpetitive.  We  have  to  reduce 
s  cost  of  capital — namely,  with 
reduction  in  the  capital-gains 
>c.  We  ought  to  encourage  the 
ocation  of  funds  in  areas  like 
search  and  development.  We 
ght  to  encourage  a  longer- 
™  outlook  by  CEOs  and  their 
lancial  officers. 


the  U.  S.  will  forfeit  the  semiconductor 
industry  to  the  Japanese. 

A  Our  message  [to  Commerce  and  De- 
fense] is:  Hey,  don't  come  in  and  say, 
"You've  got  to  nurture  this  one  slice, 
and  everything  else  will  be  all  right." 
Instead,  come  back  and  talk  to  us  about 
an  industry  willing  to  be  revitalized 
across  the  board — and  not  by  federal 


SUNUNU:  THE  WHITE  HOUSE  DOESN'T  PLAY  FAVORITES 


In  addition  to  these  policies,  should 
e  government  help  Silicon  Valley  or 
her  individual  U.  S.  industries? 

If  we  give  just  a  slice  of  the  private 
ctor  preferred  treatment,  that  not 
ly  impacts  foreign  competition,  but  it 
io  impacts  the  rest  of  the  domestic 
onomy  in  a  negative  way.  Some  of 
e  things  that  we  now  perceive  as  cre- 
ing  difficulties  for  domestic  indus- 
es  have  been  very  much  the  stimulus 
r  a  thriving  world  economy  that  cer- 
inly  has  served  our  own  economy 
ry  well.  Rather  than  identify  pre- 
rred  slices  of  the  system,  we  ought  to 
ike  changes  that  help  the  whole  sys- 
m  be  responsive. 

But  haven't  some  of  our  inost  com- 
titive  industries — such  as  comput- 
s  and  aerospace — been  considerably 
osted  by  the  government,  in  the 
rm  of  Defense  Dept.  money? 

I  don't  have  any  problem  with  that 
ing  a  continuing  part  of  the  formula. 

'  There  are  people  in  Commerce  and 
efense  who  worry  that  without  help, 


grants  or  subsidies.  It's  only  when  we 
create  a  climate  for  the  system  to  flour- 
ish that  we'll  be  able  to  have  the  resur- 
gence we're  talking  about. 

Q  Administration  critics  say  there 
hasn 't  been  much  movement  toward 
stimulating  this  resurgence. 

A  Well,  there  has.  We  have  included  in 
our  policies  the  R&D  tax  credit.  We've 
included  the  capital-gains  tax  reduction. 
We'll  be  sending  up  legislation  for  tort 
reform  and  product-liability  reform. 
We've  talked  about  permitting  more  co- 
operative activities  and  maximizing  de- 
fense R&D.  We've  argued  against  pre- 
mature curbs  in  defense  spending 
because  the  easiest  place  for  short-term 
cuts  are  in  areas  like  R&D,  and  we  don't 
want  that  done.  We  want  a  deal  on  the 


Sununu  favors  capital-gains 

tax  cuts  to  restore 
competitiveness — but  the 
rest  is  mainly  up  to  industry 


deficit  so  interest  rates  can  come  down. 
These  things  are  part  and  parcel  of  the 
right  climate  for  economic  strength. 

Q  Those  policies  were  all  from  last 
year.  What  about  the  coming  year? 

A  Well,  we  had  a  Congress  that  did  not 
receive  those  first-step  ideas.  And  step 
twos  don't  make  sense  until  step  ones 
are  finished.  Congress  has  to  be 
more  aggressive  in  its  response 
to  the  recommendations  the 
President  put  forward. 

Q  How  much  blame  does  U.  S. 
industry  deserve  for  its  decline? 

A  There  are  obligations  in  the 
private  sector,  and  one  of  those 
obHgations  is  to  be  smart.  If 
those  managers  want  to  get  paid 
the  large  salaries  they  are  being 
paid,  I  expect  the  quality  of  their 
decisions  to  be  commensurate 
with  those  salaries. 

Q  //  managers  in  the  U.  S. 
semiconductor  industry  do 
make  good  decisions,  can  they 
still  remain  competitive? 


A  Intel  is  making  it.  Chips  &  Technol- 
ogies is  making  it.  There  are  enough 
examples  of  companies  that  are  making 
it  to  confirm  the  fact  that  the  funda- 
mental system  is  sound.  PC  technology 
is  still  American  technology. 

Q  Do  you  intend  to  cut  Sematech  and 
rein  in  DARPA? 

A  No.  We  are  strong  supporters  of 
DARPA.  That's  not  our  policy,  contrary 
to  a  lot  of  stuff  that  has  been  flying 
out  from  uninformed  bureaucrats. 

Q  When  will  there  be  action  on  your 
plans  to  improve  the  climate  for  U.  S. 
business? 

A  We  could  get  early  action  on  capital 
gains.  I  assure  you,  our  commitment  is 
to  try  and  create  a  competitive  climate 
without  falling  into  the  trap  of  propos- 
ing a  competitiveness  vehicle,  which 
may  be  itself  a  vehicle  for  mischievous 
legislation.  I  have  enough  faith  in  both 
the  people  and  the  system  here  in  this 
country  that  if  we  remove  some  of  the 
constraints  we've  imposed  on  ourselves, 
we  can  be  competitive. 
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tax  policies,  and  unfair  trading  practices 
demand  attention,  Rodgers  finds  little 
merit  in  many  of  the  stopgap  proposals. 

Government-industry  consortiums,  for 
example,  are  a  waste  of  money,  asserts 
Rodgers.  "I  object  to  Sematech's  swal- 
lowing $100  million  of  the  taxpayers' 
money,"  mainly  to  Vjenefit  the  14  chip- 
makers  that  can  afford  to  join,  w  hile  275 
smaller  companies  sit  on  the  sidelines. 
Such  schemes,  he  charges,  are  dreamed 
up  by  people  who  "have  lost  the  spirit  of 
Silicon  Valley." 

Louis  R.  Tomasetta,  president  of  five- 
year-old  Vitesse  Semiconductor  Corp., 
worries  most  about  what  might  follow  if 
Congress  heeds  the  advice  of  the  Heri- 
tage Foundation  and  removes  the  threat 
of  triple  damages  from  antitrust  law- 


suits against  consortiums.  "Once  you 
open  this  Pandora's  box,"  he  notes,  "it 
becomes  a  lot  less  painful  for  a  group  of 
companies  to  band  together  and  go  after 
the  startups." 

'TRADE  ANARCHY.'  Silicon  Valley's  indus- 
trial-policy converts  have  ready  rejoin- 
ders. "The  T.  J.  Rodgers  genre  of  free- 
trade  fanaticism"  lasts  only  until  a 
company  meets  the  Japanese  head-on, 
says  Regis  McKenna,  a  venture  capital- 
ist and  marketing  consultant.  "As  T.  J. 
gets  into  higher-volume  commodity 
chips,  he'll  find  out." 

And  the  priests  of  high  tech  assert 
that  it's  naive  to  suppose  that  Japan  can 
be  cajoled  into  abandoning  a  strategy 
that  has  been  so  spectacularly  success- 
ful. With  U.  S.  markets  alreadv  wide 


open,  they  have  little  incentive  to  jo 
the  free-market  club.  That's  why  Silici 
Valley  grudgingly  advocates  carrying 
bigger  trade  stick,  at  least  temporaril 

The  crux  of  the  dispute  is  not  prote 
tionism  vs.  free  trade,  insists  Michael 
Maibach,  director  of  government  affai 
for  Intel.  "It's  about  having  rules.  \^ 
don't  have  a  system  with  rules.  We  ha 
trade  anarchy."  Long-term,  Silicon  Yi 
ley  yearns  for  nothing  more  than  to  r 
turn  to  the  good  old  freewheeling  da; 
when  companies  didn't  have  to  considi 
working  together.  But  only  if  free  tra( 
stands  a  fair  chance. 

By  Richard  Brandt,  Jonathan  B.  Levi 
and  Robert  D.  Hof  in  San  Francisco,  J  oh 
Carey  in  Washington,  and  Otis  Port 
New  York,  with  bureau  reports 


HOLDING  THE  LINE  AGAINST  AN  INDUSTRIAL  POLICY 


When  rumors  started  circulat- 
ing last  fall  that  chipmaking 
consortium  Sematech  and 
government-sponsored  high-definition 
television  (HDTV)  research  were  going 
to  be  cut  from  the  1990  budget,  critics 
blamed  the  Iron  Triangle — White 
House  Chief  of  Staff  John  H.  Sununu, 
Budget  Director  Richard  G.  Darman, 
and  Council  of  Economic  Advisers 
Chief  Michael  J.  Boskin.  "We 
have  traveled  a  straight  line 
from  'voodoo  economics'  to 
'economic  Darmanism' — a 
timid  theory  that  refuses  to 
recognize  any  national  role 
in  nurturing  and  supporting 
critical  emerging  technol- 
ogies," Representative  Ed- 
ward J.  Markey  (D-Mass.) 
told  a  throng  of  reporters. 

The  reality,  however, 
doesn't  fit  quite  so  neatly 
into  a  congressman's  sound 
bite.  Sununu,  Darman,  and 
Boskin  insist  that  they  are 
strong  advocates  of  federal 
support  for  basic  research, 
and  they  even  grudgingly 
back  small  amounts  of  fund- 
ing for  early  development 
work.  If  anyone  in  Washington  is  to 
blame  for  the  high-tech  decline,  they 
say,  it's  Congress. 

But  the  White  House  troika  does  op- 
pose— almost  viscerally — caving  in  to 
individual  industries'  cries  for  federal 
dollars  and  help  with  specific  technol- 
ogies. "There  are  no  stronger  free-mar- 
ket supporters  in  Washington  than 
Boskin,  Darman,  and  me,"  says  Sun- 
unu, a  bedrock  conservative  from  New 
Hampshire.  Government  aid,  the  three 


say,  would  skew  the  market,  which 
they  think  should  operate  without  in- 
terference. "Isn't  it  more  or  less  clear 
that  market  mechanisms  are  better  at 
allocating  resources?"  asks  Darman, 
whose  father  transformed  the  family 
business  from  a  dying  New  England 
textile  mill  into  a  real  estate  empire. 

Although  they  deny  that  they  were 
out  to  ax  the  programs  altogether. 


these  White  House  officials  oppose  in- 
creasing the  government's  funding  of 
Sematech  or  HDTV  research,  believing 
that  these  projects  approach  "industri- 
al policy."  They  also  fear  any  policy 
that  could  commit  the  federal  govern- 
ment to  backing  the  wrong  horse.  Says 
Boskin:  "What  we  oppose  is  the  notion 
that  the  government  should  be  picking 
which  industries  and  technologies  are 
winners." 
Although  the  White  House  troika 


disparages  the  idea  of  industrial  policy 
officials  at  the  Commerce  and  Defense 
Depts.  are  actively  promoting  govern 
ment-industry  partnerships  and  consor 
tiums.  As  a  result,  says  Robert  Costel 
lo,  a  Defense  Under  Secretary  in  the 
Reagan  Administration,  industry 
doesn't  know  what  government  wants 
it  to  do — or  will  allow.  Last  summer 
Sununu  and  Darman  tried  to  end  the 
mixed  signals  by  halting 
Commerce  Secretary  Robert 
A.  Mosbacher's  attempt  tc 
promote  a  domestic  HDTV 
industry. 

But  rearguard  rivals  are 
hounding  the  White  House 
trio.  This  year,  "we  want  t 
try  to  drive  the  competitive 
ness  issue  very  high  on  the| 
agenda,"  vows  one  Com 
merce  official.  In  late  Janu 
ary,  the  advocates  of  a  larg 
er  government  role  won  their 
first  small  victory,  persuad 
ing  the  Administration  to 
back  antitrust  changes  that 
will  make  joint  production 
ventures  easier. 

More  pressure  on  the 
White  House  is  likely  tc 
come  from  Congress.  In  the  1990  de- 
fense authorization  bill,  legislators  al 
ready  bumped  up  the  funding  foi  HDTV 
from  $10  million  to  $30  million.  And 
lawmakers  are  pushing  bills  to  create  a 
domestic  HDTV  industry  and  set  up  a 
civilian  advanced-technology  agency 
The  Iron  Triangle  will  clearly  have  its 
hands  full  keeping  the  government  on 
the  straight  and  narrow  of  free  trade 
By  John  Carey  and  Douglas  Harbrechi 
in  Washington 


60  BUSINESS  WEEK/FEBRUARY  5,  1990 


COVER  STC 


HOTELS  8^  RESORTS 


A  hotel  is  only  as  special  as  its  people  care  to  make  it. 


Even  the  grandest  hotel  takes  on  a  human  face  at 
check  in.  Hence,  the  people  of  Westin,  worldwide, 
are  mindful  of  the  fact  that  no  stay  can  be  consid- 
ered successful  until  we've  registered  with  our  guests. 
The  key  to  which  is  attentive,  personalized  service 
throughout  each  hotel,  in  a  manner  uniquely  caring, 
comfortable,  civilized. 


Robert  Radlach 
The  Westin  Canal  Place,  New  Orleans 


ACAPULCO  .  ATLANTA  •  BOSTON  •  CALGARY  •  CANCUN  •  CHICAGO 
CHICAGO  (O'HARE)  •  CINCINNATI  •  DALLAS  •  DENVER  •  DETROIT 
EDMONTON  •  EL  PASO  •  FORT  LAUDERDALE  •  GUADALAJARA  •  GUATEMALA 
CITY  •  HIITON  HEAD  ISLAND  •  HONG  KONG  •  HOUSTON  •  INDIANAPOLIS 

IXTAPA  •  KANSAS  CTTY  •  KAUAI  •  KYOTO  •  LOS  ANGELES  •  MANILA 
MANZANILLO  •  MAUI  •  MAZAI  LAN  •  MEXICO  CITY  •  MONTERREY  •  NAPA 
NAPLE.S,  KL  •  NEW  ORLEANS  •  NEW  YORK  •  ORANGE  COUNTY  •  ORLANDO 
OITAWA  •  PHOENIX  ■  PITTSBURGH  •  PORTLAND  •  PUERTO  VALLARTA  •  PUSAN 
RANCHO  MIRAGE  (PALM  SPRINGS  AREA)  •  SALTILLO  •  SAN  FRANCISCO 
SAN  FRANCISCO  AlRPORl  •  SAN  SALVADOR  •  SEATTLE  •  SEOUL  •  SHANGHAI 
SINGAPORE  •  TOKYO  •  TORONTO  •  TUCSON  •  TULSA  •  VAIL  •  VANCOUVER 
WASHINGTON,  DC.  •  WINNIPEG 


Call  your  travel  consultant  or  800-228-3000. 

Fmyti  pnmts  toward  exciting  Westin  vacations  by  joining  Westin  Premier,  our  frequent  guest  program.  United 
Airlines  Mileage  Pins.  Air  Canada  Aeroplan,  Northwest  Airlines  WORLDPERKS,  and  USAir  Frequent 
Traveler  members  earn  miles  at  participating  Westin  Hotels  &" Resorts. 


In  a  town  where  image  is  the  only  thing, 
plain  paper  eaxes  are  the  only  choice. 


In  Hollywood,  anx'thmg  less  than  "pcriection" 
isn't  good  enough.  Which  is  why  Canon  plain 
paper  laxes  are  playing  a  leading  role  in  busi- 
nesses there. 

People  in  Hollywood  love  the  way  a  fax 
printed  on  plain  paper  kxiks,  and  that  it  won  t 
curl  or  fade,  even  after  years  of  storage. 

Not  all  plain  paper  faxes  arc  alike,  however 
With  Canon,  you  get  the  benefits  ot  plain  paper, 
plus  the  expertise  ot  a  company  who  for  over  40 
years  has  been  the  leader  in  imaging  technologies. 

Our  exclusive  UHQ  technology,  for  example, 
lets  you  lax  images  that  are  far  more  precise 
than  those  sent  on  conventional  plain  paper 


faxes.  It  ensures  that  every  pan  of  your  docu- 
ment, Irom  small  type  to  photos  and  complex 
graphics,  airives  faithful  to  the  onginal  every 
time. 

Like  on  our  FAX-  630,  the  ideal  lax  lor  mid- 
volume  users. 

Or  on  our  FAX- 850.  With  Canons  Dual 
Access  and  InstaScan  features,  it  saves  you  time 
by  sending  and  receiving  documents  that  have 
been  scanned  into  its  memoiy,  while  simulta- 
neously peifonning  other  advanced  functions. 

Call  1-800-OK  CANON.  See  how  Canons  lull 
line  of  Plain  Paper  Faxes  can  make  you  look 
better 


Canon 


FAX 


Communicating  Quality 


1989  "Manufacturer  of  the  YIear" 

Awarded  by  National  Office  Machine  Dealers  Association 
to  Canon  USA  Inc  tor  outstanding  dealer  support 
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ET  A  GRIP  ON  YOUR  FOREHAND 
ITH  THIS  NEW  RACQUET 


For  all  those  tennis 
buffs  who  feel  frus- 
trated with  their  fore- 
hands, the  solution 
might  be  a  racquet  with 
a  new  handle.  Exercise 
scientists  at  the  Univer- 
sity of  Massachusetts  at 
Amherst  have  just  com- 
pleted a  year  of  testing 
a  new  handle  that  has 
six  sides  instead  of  the 
traditional  eight. 
^0  far,  the  six-sider  looks  promising.  Using  high-speed  cam- 
s  and  a  computer  that  calculates  wrist  and  racquet  angles 
impact,  the  researchers  measured  a  14%  improvement  in 
ehand  swings  and  a  nearly  97"  improvement  in  backhand. 
;ording  to  Frank  Katch,  chairman  of  the  university's  exer- 
;  science  department,  the  grip  change  helps  position  a  play- 
>  hand  in  exact  alignment  with  the  racquet  face.  This  gives 
player  more  control  and  consistency  in  hitting  the  ball, 
'he  six-sided  handle  was  originally  developed  in  Cincinnati 
Andrew  Brown,  a  mathematician  and  avid  tennis  player.  A 
jor  tennis  racquet  manufacturer  has  produced  500  of  the 
V  models  and  has  handed  them  out  for  evaluation. 


¥0  TOP  GUNS  IN  VIDEO 
:AM  UP  FOR  HDTV 


'ngineers  at  many  of  the  world's  largest  consumer  electron- 
lics  firms  are  racing  to  develop  high-definition  TV  systems 
the  lucrative  U.  S.  market.  Now,  two  of  the  biggest  Ameri- 
-based  video  research  centers — the  David  Sarnoff  Research 
iter  in  Princeton,  N.  J.,  and  Philips  Laboratories  in  Briar- 
f  Manor,  N.  Y. — have  decided  to  join  forces,  forming  the 
vanced  Television  Research  Consortium.  The  group  includes 
lips,  Thomson  Consumer  Electronics  Inc.,  and  NBC  Inc.  and 
affiliates.  It  is  also  seeking  other  partners, 
nstead  of  pushing  immediately  for  a  full  HDTV  system,  the 
V  venture  will  continue  a  two-stage  strategy  already  set  in 
ce  by  Sarnoff,  Thomson,  and  NBC.  The  first  step,  called 
vanced  Compatible  Television,  will  be  a  wide-screen  en- 
iced  version  that  will  use  current  broadcast  signals, 
'he  group — which  will  cooperate  only  on  R&D,  not  produc- 
1— also  plans  to  develop  a  simulcast  HDTV  system.  One 
innel  would  broadcast  the  conventional  TV  signal,  while  a 
ond  would  carry  HDTV  signals.  Given  the  regulatory  and 
hnical  hurdles,  however,  simulcast  HDTV,  if  approved,  is  not 
i\y  before  the  late  1990s  at  the  earliest. 


HY  MONSANTO  KEEPS  GOING 
IVCK  TO  SCHOOL 


'he  jury's  still  out  on  the  success  of  collaborations  between 
universities  and  industry.  But  Washington  University  in 
Louis  is  a  true  believer.  On  Jan.  23,  it  extended  an  eight- 
ir-old  research  agreement  with  Monsanto  Co.  The  deal, 
ich  lasts  through  1994,  commits  the  company  to  a  total  of 
)0  million  in  funding  for  biomedical  research — the  largest 
porate-university  collaboration  ever.  First  signed  in  1982, 


the  program  now  supports  50  research  projects  involving  120 
university  scientists.  So  far  it  has  yielded  40  patented  or 
patent-pending  discoveries.  The  university  keeps  patent  rights, 
but  Monsanto  may  take  an  exclusive  license. 

Other  corporate-university  linkups  are  sometimes  criticized 
for  diverting  scientists  toward  the  profit  motive  and  away 
from  research  and  teaching.  So  far,  this  one  hasn't.  The  secret, 
says  David  M.  Kipnis,  head  of  the  university's  internal  medi- 
cine department,  is  a  rigorous,  competitive  review  of  research 
proposals  and  the  proviso  that  no  scientist  profit  personally 
from  his  Monsanto-backed  research. 


HOW  MUCH  ARE  COMPANIES 
REALLY  SPENDING  ON  RESEARCH? 


Is  U.  S.  industry  in  danger  of  losing  its  high-tech  soul?  That's 
the  worry  prompted  by  a  new  report  from  the  National 
Science  Foundation.  Extrapolating  from  a  survey  of  72  compa- 
nies, the  NSF  says  that  after  a  period  of  strong  growth  in  the 
early  1980s,  the  growth  rate  of  research  and  development 
spending  by  U.  S.  companies  has  dropped  off  sharply.  The  NSF 
reports  that  since  1985,  corporate  R&D  has  risen  at  an  annual 
rate  of  less  than  1.6%  above  inflation — and  in  1989  it  lagged  by 
0.9%'.  Total  1989  spending,  says  the  NSF,  reached  $69  billion. 

But  other  R&D  watchers  don't  believe  the  situation  is  so  dire. 
Jufes  Duga,  a  senior  R&D  policy  analyst  at  Battelle  Columbus 
Laboratories,  is  optimistic  that  changes  in  the  global  economy 
should  bring  that  R&D  number  back  up.  Meanwhile,  BUSINESS 
week's  R&D  Scoreboard,  which  surveys  nearly  900  companies, 
has  logged  higher  rates.  The  most  recent  Scoreboard  indicated 
that  1988  R&D  spending  bested  inflation  by  dVo. 

One  explanation  for  the  drop  in  the  NSF  numbers:  21  compa- 
nies in  its  sample  had  been  involved  in  major  merger  and 
acquisition  deals  and  reported  R&D  budget  cuts  averaging  0.2% 
per  year  over  the  1988-90  period.  In  contrast,  the  other  51 
firms  will  boost  spending  at  an  average  annual  rate  of  6.8%. 


PROTECTIVE  OUTDOOR  CARPETING— 
FOR  YOUR  CAR 


Your  next  car  may 
be  carpeted  on 
the  outside,  too.  Re- 
searchers at  Messer- 
schmitt-Bolkow-Blohm 
(MBB),  West  Germa- 
ny's largest  aircraft 
producer,  are  working 
on  a  new  fiber-rein- 
forced plastics  (FRF) 
sheet  that's  produced 
on  a  modified  carpet  loom — and  may  turn  tomorrow's  minor 
traffic  scrapes  into  "fender  unbenders."  The  material  promises 
FRP  body  parts  that  are  much  more  impact-resistant  than  the 
plastic  panels  now  used  on  some  cars.  And  they'll  be  cheaper 
as  well,  says  MBB. 

Engineers  at  Vorwerk  &  Co.,  a  textile  firm  in  Kulmbach, 
adapted  a  carpet-weaving  technique  to  build  a  machine  that 
weaves  strands  of  tough  plastic  and  carbon  fibers  into  a  mat 
of  intertwined  loops.  When  this  mat  is  pressed  into  shape 
between  heated  metal  dies,  the  carbon  fibers  strengthen  the 
sheet  in  all  three  dimensions.  Normally,  most  of  the  fibers  in 
FRP  panels  run  in  just  two  directions.  The  added  dimension 
adds  so  much  strength  to  the  material  that  MBB  is  now  testing 
it  as  the  skin  on  aircraft.  Germany's  Ministry  of  Research  & 
Technology  is  kicking  in  $1  million  to  help  fund  the  work. 
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Sports  Business 


BASKETBALL 


THE  NBA  IS  PAYING  OUT 
LIKE  THERE'S  NO  TOMORROW 


Teams  are  piling  up  deferred  compensation  tabs  that  presume  nonstop  double-digit  growth 


lor  even"  season  Karl  "The  Mail- 
|man"  Malone  plows  to  the  basket, 
the  Utah  Jazz  passes  him  SI. 26  mil- 
lion— and  S540.000  more  after  the  year 
2004.  San  Antonio  Spurs  star  Sean  El- 
Hott  earns  an  estimated  SI. 3  million  a 
year — plus  S460,000  after  the  rookie  re- 
tires. And  Atlanta  Hawks  for\vard  Dom- 
inique Wilkins  pulls  in  S2.3  million  for 
each  year  of  his  patented  behind-the 
back  stuffs — and  an  additional  S580,000 
sometime  in  the  next  centur\-. 

Malone.  Elliott,  and  Wilkins.  like  their 
fellow  players  in  the  National  Basketball 
Assn..  are  financial  mar\"els  in  sneakers. 
As  they  slam-dunk  and  bang  the  high- 
five  to  packed  houses,  they  draw  sala- 
ries that  give  the  basketball  stars  of  just 
10  years  ago  more  groans  than  a  case  of 
shin  splint.^. 

BETTING  THE  FRANCHISE?  Like  many  of 
their  predecessors,  these  players  are 
promised,  as  part  of  their  massive  pay 
packages,  deferred  compensation — 
seemingly  modest  sums  set  aside  for  the 
future.  But  skyrocketing  salaries  that 
have  reached  an  average  of  S7.50,000  a 
year  are  making  those  sums  bulge.  Ac- 
cording to  figures  compiled  by  the  ac- 
counting and  compensation  firm  KPMG 
Peat  Manvick  and  BUSINESS  week,  nba 


$2.3  MILUON 

DEFERRED  FOR  5  YEARS 


teams  are  running  up  a  deferred  com- 
pensation liability-  that  could  soar  nearly 
fivefold  within  the  decade,  to  S414  mil- 
lion. That  number,  arrived  at  using  a 
method  re\iewed  by  two  other  national 
consulting  firms  and  several  CPAs, 
would  pose  no  problem  if  teams  funded 
the  deferred  compen- 
sation liability'  when  it 
accrues — as  do  both 
baseball  and  football. 
But  in  most  cases, 
basketball  owners  do 
not.  And  some  team 
owners  predict  that 
players  will  defer 
more  of  their  pay  in 
the  future  as  their  sal- 
aries and  ta.\  liabiliti-r- 
climb  to  hitherto  u;  - 
dreamed-of  heights.  I: 
that  happens,  the  un- 
funded habilir\"  could 
top  S1.3  billion  in  a 
dozen  years. 

Aside  from  the 
sheer  size  of  the  de- 
feiTed  liability",  it  car- 
ries at  least  one  dark 
prospect:  Some  own- 
ers are  betting  the 
franchise    that  the 

xba's  current  good  !  

times  will  never  wane.  Only  an  uninter- 
mpted  double-digit  increase  in  revenues 
for  more  than  a  decade  will  prevent  the 
liabilit>-  from  eating  into  operating  profit 
margins.  To  Glen  Christofferson,  \ice- 
president  for  finance  of  the  Seattle  Su- 
perSonics.  that  prospect  is  sobering: 
"We're  kind  of  sacrificing  the  future." 

Most  \"ulnerable  are  teams  in  smaller 
cities  with  less  revenues  than  major 
markets — Los  Angeles.  New  York,  Bos- 
ton, and  Chicago.  Clubs  such  as  the  Indi- 
ana Pacers,  the  Spurs,  and  the  Hawks 
see  these  deferred  amounts  as  interest- 
free  loans  to  fund  supei-stars'  salaries. 
But  because  owners  are  not  setting  mon- 
tv  aside  to  pay  for  these  promises,  the 
pa\-ments  could  w-ell  swallow  their  slen- 
der operating  margins.  Some  owners 
may  have  to  cash  out  their  franchises  to 
meet  the  bill — or  watch  their  teams 
twist  into  a  nasr\-  skid.  "Somewhere,  the 


1          Dallas  Mavericks  1 

t 
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rubber  meets  the  road. "  says  Brent  Mi 
Longnecker.  executive  compensation  di-j 
rector  for  KPMG  Peat  Marwick. 

NBA  Commissioner  Da\id  J.  Stem  dis 
agrees.  He  believes  the  league  has  taker 
care  of  its  deferred  compensation  liabil 
it>"  with  a  1981  i-ule  that  limits  deferral; 

to  30^f  of  players'  con 
tracts.  "It  can't  be.' 
said  Stem  when  he 
was  shown  the  esti 
mated  sum.  Stem  anc 
his  staff  hadn't  closely 
examined  the  league'; 
deferred  liabilit}-,  anc 
they  have  no  esti 
mate  of  the  total  mon 
ey  that  will  be  owed 
Although  BUSINESS 
WEEK  supplied  th( 
league  with  a  detaflec 
.vorksheet  of  the  esti-| 
mated  liabihties,  nb.a| 
officials  declined  tc 
pro\ide  numbers  thati 
it  considers  more  pre 
cise.  Nevertheless.' 
Stem  argues  that  the 
collective-bargaining 
agreement  that  ties  r- 
salaries  to  revenues 
will  hold  the  liability 

  in  check.  And.  he  says,  ~:i 

the  declining  popularity"  of  deferrals  -y 
among  players  will  protect  the  clubs 
from  postponing  increasing  amounts  of 
salaries.  The  NBA  argues  that  as  long  as  — 
revenues  increase,  deferrals  will  remain 
a  constant  percentage  of  revenues.  "The 
premise  you  are  starting  with  is  com- 
pletely wTong,"  NBA  Senior  VicePresi- 
dent  and  General  Counsel  Gary  B.  Bett- 
man  told  BUSLVESS  WEEK. 
'A  CUSHION.'  Although  the  actual  dollar 
amount  of  deferrals  has  increased  68^f 
since  19S4  as  salaries  have  soared,  defer- 
rals have  dropped  from  13^^  of  total  sal- 
aries to  8.1^^  in  the  past  five  years.  '"This 
might  be  one  reason  for  our  seeming 
complacency."  says  Russell  T.  Granik, 
NBA  executive  \ice-president.  If  deferred 
habilities  become  a  problem,  says  Stem., 
he'll  legislate  an  end  to  them. 

The  two  other  major  professional 
sports  have  already  done  exactly  that. 
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)r  League  Baseball  requires  clubs  to 
I  deferred  compensation  liabilities 
$2  million.  And  in  1982,  when  the 
onal  Football  League  saw  salaries 
I  skyward,  it  took  action.  The  NFL 
requires  teams  to  pay  the  value  of 
rred  compensation  into  a  league  ac- 
it  if  annual  liabilities  exceed  $1  mil- 
The  result:  Deferrals  became  more 
nsive  for  the  teams  and  fell  from 
r,  says  Hugh  F.  Culverhouse,  owner 
le  Tampa  Bay  Buccaneers  and  for- 
chairman  of  the  NFL  finance  com- 
36.  Some  clubs  initially  claimed  that 
re  cash  flow  would  meet  the  obliga- 
;.  But  Culverhouse  wasn't  willing  to 
it.  He  considers  the  league's  defer- 


$1.4  MILLION 
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rust  fund  "financial  responsibility," 
ays. 

le  NBA  may  be  moving  too  late  to 
late  against  the  liabilities.  Players 
agents  say  deferred  contracts  aren't 
it  to  go  away.  Players  see  these  de- 
lls as  a  way  to  increase  their  total 
•ies  even  when  a  team  pleads  pover- 
rhe  deferrals  also  set  money  aside 
their  retirements.  "They  provide  a 
ion,"  says  Dallas  Mavericks  guard 
ndo  Blackman.  Even  if  stars  such  as 


Klliott,  Malone,  and  Wilkins  continue  to 
get  deferred  income  only  at  the  current 
league  average  of  8.1?;,  payouts  by 
teams  will  increase  more  than  fivefold 
by  the  end  of  the  decade.  And  even  if 
the  league's  good  fortunes  slack  off,  the 
deferred  liability  continues  its  relentless, 
double-digit  growth.  Says  Jim  Brown, 
controller  for  the  Philadelphia  76ers:  "It 
could  be  disastrous." 

Basketball's  owners  refuse  to  fund 
those  liabilities,  despite  a  remarkable 
turnaround  at  the  league  and  one  of  its 
best  years  financially  in  history.  Just  six 
years  ago,  many  teams  were  losing  mon- 
ey, and  there  was  talk  of  shrinking  the 
NBA  to  12  teams  from  23.  But  Stern  and 
the  owners  boldly  attacked  play- 
ers' much-publicized  drug  prob- 
lems. They  schooled  manage- 
ments in  marketing  their  teams 
more  professionally  and  boosted 
revenues  from  national  TV  con- 
tracts. Stern  also  pegged  play- 
ers' salaries  to  53%  of  the 
league's  revenues. 

Stern's  watch  has  proven  to  be 
a  financial  boon.  Attendance  in- 
creased more  than  507^  over  the 
decade.  The  league's  total  reve- 
nues shot  from  $192  million  in 
1984  to  an  estimated  $500  million 
this  year.  And  next  season,  new 
contracts  with  NBC  and  cable 
should  nearly  triple  the  nba's 
take  from  TV  contracts,  pushing 
up  revenues  still  more  until  they 
hit  $1  billion  in  1995,  says  Stern. 
And  thanks  to  the  player  con- 


tract, salaries  will  go  up  in  lockstep. 

Few  people  see  how  the  increases  can 
slow.  Next  year,  the  average  salary 
should  jump  by  one-third,  to  $1  million  a 
year,  Stern  predicts.  Utah  Jazz  Presi- 
dent Frank  Layden  expects  teams  to 
spend  an  average  of  $30  million  a  year 
on  salaries  within  10  years.  And  agent 
Bob  Woolf,  who  represents  Boston  Celt- 
ic Larry  Bird  and  hot  rookies  such  as  the 
Miami  Heat's  Glen  Rice,  says  a  top  play- 
er could  earn  $10  million  a  year  by  the 
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end  of  the  decade.  Gloats  Woolf: 
"There's  no  end  in  sight." 

The  sky  may  well  be  the  limit  for  rich 
teams  in  lucrative  markets.  The  Boston 
Celtics,  for  example,  with  one  of  the 
highest  average  ticket  prices  in  the 
league  and  a  large  TV  market,  could 
probably  afford  to  pay  a  clone  of  Larry 
Bird  $10  million  by  the  year  2000.  And 
the  Celtics  avoid  deferred  compensation, 
postponing  only  about  $200,000  of  nearly 
$10  million  in  annual  salaries. 
'A  REAL  TIGHTROPE.'  But  teams  in  small- 
er markets  are  already  crying  for  help. 
Owners  in  Indianapolis,  San  Antonio, 
and  Seattle  try  to  pay  as  little  as  the 
league  allows — 20%  below  the 
nba's  upper  limit  on  sala- 
ries. The  Atlanta 
Hawks  splurged  on 
backup  center  Jon 
Koncak's  salary  of  y 
$13.2  million  over 
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six  years,  and  club  officials 
have  said  publicly  that  the  fran- 
chise won't  make  money  this 
year — even  if  they  sell  out  ev- 
ery game.  Other  clubs  are  sym- 
pathetic. Says  the  SuperSonics' 
Christofferson:  "It's  a  real 
tightrope  you're  walking." 

To  cope,  Indiana  Pacers  Pres- 
ident Donnie  Walsh  is  pushing 
players  to  accept  more  deferred 
compensation.  Walsh  says  de- 
ferrals allow  his  club  to  keep  a 
lid  on  ticket  prices,  essential  in 
his  small  market.  Most  of  the 
Pacers  stars,  like  Detlef  Schrempf  and 
Rik  Smits,  defer  20%  to  30%  of  their 
salaries,  says  Walsh. 

The  owner  of  the  Utah  Jazz,  Larry  H. 
Miller,  also  is  using  deferred  compensa- 
tion to  give  himself  a  break  today.  The 
hulking  Karl  Malone  receives  the  league 
maximum  of  30%  of  his  10-year,  $18  mil- 
lion salary  in  deferred  compensation. 
Miller  also  pushes  his  other  players  to 
take  deferred  money,  postponing  about 
15%'  of  the  team's  yearly  salary  expense. 
Miller  worries  about  having  the  money 
to  pay  off  players  down  the  road,  but  he 
says  he  has  no  choice.  Shrugs  Miller: 
"The  cash  flow  made  us  do  it." 

San  Antonio  Spurs  officials,  in  a  city 
with  per-capita  income  below  the  nation- 
al average,  also  sees  deferred  compensa- 
tion as  a  way  to  compete  with  rich  fran- 
chises for  star  players.  When  Chairman 


'If  [deferrals]  ever 
get  to  be  an  issue, 

we  would  just 
eliminate  [them]' 

DAVID  J.  STERN 
Commissioner,  NBA 


Red  McCombs  bought  the  struggling 
Spurs  two  years  ago,  the  team  had  no 
outstanding  deferred  compensation  li- 
abilities. Now,  McCombs  is  signing  high- 
priced  talent  like  former  Annapolis  su- 
perstar David  Robinson  and  Arizona 
rookie  Sean  Elliott.  Robinson  will  pull 
down  $26  million  over  eight  years,  and 
Elliott  has  a  five-year,  $9  million  con- 
tract— $2.3  million  deferred.  Today,  the 
Spurs  defers  about  10%  of  its  total  pay- 
roll, he  says.  "We  don't  have  the  reve- 
nue stream,"  notes  McCombs.  "We  must 
defer." 

Some  owners  just  don't  want  to  tie  up 
their  money.  Houston  Rockets  Chairman 
Charlie  Thomas  says  deferrals  give  him 
interest-free  money.  Asked  if  he  had  giv- 
en thought  to  funding  the  future  liabil- 
ity, Thomas  left  little  doubt:  "None 
whatsoever." 


HOW  WE  ADDED 
THAT  COULD 


UP  THE  NUMBERS 
TRIP  THE  NBA 


To  arrive  at  the  NBA's  unfunded 
liability,  KFMG  Peat  Marwick  and 
tiUSINESS  WEEK  used  techniques 
employed  by  actuaries  and  compensa- 
tion specialists.  We  started  with  the 
liability  outstanding,  which  is  approxi- 
mately $70  million,  according  to 
sources  in  the  NBA.  Figuring  what  sal- 
aries will  cost  the  nha  in  the  future  is 
a  relatively  straightforward  matter, 
since  the  NBA's  collective  bargaining 
contract  mandates  that  53%  of  reve- 
nues be  paid  to  players.  We  took  NBA 
Commissioner  David  J.  Stern's  revenue 
projections  to  1995;  for  revenue  projec- 
tions beyond  Stern's,  we  applied  the 
NBA's  average  revenue  increase  over 
the  past  five  years.  We  calculated  sala- 
ry costs  on  the  basis  of  those  projec- 
tions and  figured  the  amount  deferred 
using  the  1989-90  percentage — 8.1%o. 

Typically,  owners  do  not  begin  pay- 
ing deferred  liabilities  until  a  contract 
ends.  To  determine  the  times  when  de- 


ferred payments  kick  in,  we  assumed  a 
three-year  lag  between  the  signing  of  a 
player  contract  and  the  first  payout. 
The  periods  over  which  the  payouts  are 
stretched  vary  widely,  but  agents  and 
team  officials  believe  that  franchises 
retire  most  such  obligations  over  a  10- 
year  period.  Because  owners  only  rare- 
ly pay  interest  on  deferred  compensa- 
tion, we  did  not  include  interest  in  the 
calculations. 

The  lag  between  the  year  in  which 
the  liability  is  incurred  and  when  teams 
pay  off  the  deferral  creates  the  mis- 
match between  expenses  and  revenues. 
Fueled  by  salary  jumps,  liabilities  in- 
curred during  the  boom  years  will 
come  due — and  yearly  payouts  will 
swell — even  if  revenues  flatten.  "It 
takes  a  prod  to  get  people  to  wake  up," 
says  E.  Webb  Bassick,  a  partner  at 
compensation  specialists  Hewitt  Asso- 
ciates. "Maybe  this  is  the  prod." 

By  Todd  Vogel  in  New  York 


Owners  don't  have  to  kk 
far  to  see  this  short-run  str£^ 
gy  backfire.  Several  teas 
have  contracts  that  last  uiil 
2020.  And  the  Utah  Jazz  is  sU 
paying  for  players  who  world  i 
for  the  franchise  before ti 
moved  from  New  Orleans  q  ' 
1979.  "It's  like  paying  for?, 
dead  horse,"  says  Jazz  owif 
Miller. 

NBA  Commissioner  Stern  s 
counting  on  the  players  thei- 
selves  to  police  the  problem  ad 
keep  it  from  getting  out  of  ca- 
trol.  If  they  develop  enough  sawy  o 
take  charge  of  their  own  finances,  tly 
should  accept  fewer  deferred  paymeri;, 
he  believes.  But  some  players  insist  tit 
deferred  income  is  their  only  surefe 
retirement  plan,  and  it's  here  to  st7. 
Says  star  Spurs  forward  Elhott  ab(t 
holding  back  $1  of  every  $4  in  sala" 
"It's  like  an  automatic  savings."  Acs 
one  agent:  "In  some  cases,  it  may  be  ll 
they  have  left." 

Time  is  not  going  to  make  the  siti- 
tion  any  better.  Once  salaries  make  thr 
near-certain  climb  during  the  next  fe 
years,  the  deferred  amounts  from  th(ei 
increases  will  continue  to  come  oe- 
through  the  turn  of  the  century.  Ad 
deferring  that  money  during  the  boia 
times  means  that  the  league's  owncs 
are  gambling  on  the  unknowable:  tit 
revenue  will  grow  for  the  coming  0 
years  at  a  faster-than  10%  clip.  Ca- 
cedes  NBA  economist  Paul  I.  Bortz:  "Yai 
can't  assume  that  strong  growth  gO 
on  forever." 

FALTERING  FORTUNES?  In  the  end,  soie 
weaker  owners  may  have  to  sell  thr 
teams  to  pay  the  bill.  Of  course,  tit 
wouldn't  be  the  end  of  Western  Civilii- 
tion.  The  Dallas  Mavericks  paid  only  30 
million  for  its  expansion  franchise  i 
1980.  Today,  the  Mavericks  would  fell 
an  estimated  $60  million.  Although  SttTi 
says  he  wants  long-term  owners,  the  t-: 
f erred  compensation  liability  problr 
may  dictate  otherwise. 

More  ominous  is  the  chance  that  teJ 
nba's  fortunes  will  falter.  Should  tes 
rate  of  growth  in  revenues  decline,  sa.-t 
ry  costs  may  level  out,  too.  But  mor.f 
promised  during  the  salad  days  will  cu-* 
tinue  to  come  due,  swallowing  more  f 
what  will  then  be  thinning  operatij 
margins.  While  no  one  expects  the  to\ 
ing  crowds  to  abandon  professional  b;i# 
ketball  anytime  soon,  owners  bearij 
promises — and  their  flashy  stars — hi 
better  hope  the  good  times  never  end.  f 
they  do,  those  owners  and  their  accou; 
tants  are  going  to  need  some  very  fai 
moves  of  their  own. 

By  Todd  Vogel  in  New  York,  with  Ke\'i 
Kelly  in  Dallas 
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Computers  and  Communications 


NEC  expands 
its  commitment  to  the  future. 

In  an  era  of  complex  communications,  real  leadership  means 
a  commitment  to  the  future  — A  commitment  of  people,  resources 
and  technology. 

As  a  major  step  in  our  expanding  commitment  to  the  future 
of  our  customers'  communications,  NEC  is  proud  to  announce  the 
establishment  of  two  new  direct  sales  subsidiaries  in  the  Eastern 
and  Central  U.S.  These  organizations  join  our  existing  direct  sales 
operation  in  the  Western  U.S. 

Headed  by  three  telecommunications  veterans,  each  with 
over  20  years  of  industry  experience,  these  three  subsidiaries 
will  enhance  NEC's  existing  mix  of  direct  sales  operations  and 
independent  distribution  channels.  This  expansion  in  resources  will 
enable  NEC  to  respond  more  effectively  to  customer  demands  for 
customized  solutions  and  better  systems  integration,  while  improving 
customer  access  to  NEC's  advanced  technology  and  applications. 

For  further  information,  please  call  1-800-626-4952. 
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NEC 

•  Communications  •  Computers  •  Electron  Devices  •  Home  Electronics 


tports  Business 


six  years,  and  club  officials 
have  said  publicly  that  the  fran- 
chise won't  make  money  this 
year — even  if  they  sell  out  ev- 
ery game.  Other  clubs  are  sym- 
pathetic. Says  the  SuperSonics' 
Christofferson:  "It's  a  real 
tightrope  you're  walking." 

To  cope,  Indiana  Pacers  Pres- 
ident Donnie  Walsh  is  pushing 
players  to  accept  more  deferred 
compensation.  Walsh  says  de- 
ferrals allow  his  club  to  keep  a 
lid  on  ticket  prices,  essfutial  in 
his  small  market.  Most  of  the 
Pacers  stars,  like  Detlef  Schrempf  and 
Rik  Smits,  defer  20%  to  30%  of  their 
salaries,  says  Walsh. 

The  owner  of  the  Utah  Jazz,  Larry  H. 
Miller,  also  is  using  deferred  compensa- 
tion to  give  himself  a  break  today.  The 
hulking  Karl  Malone  receives  the  league 
maximum  of  30%-  of  his  10-year,  $18  mil- 
lion salary  in  deferred  compensation. 
Miller  also  pushes  his  other  players  to 
take  deferred  money,  postponing  about 
157'  of  the  team's  yearly  salary  expense. 
Miller  worries  about  having  the  money 
to  pay  off  players  down  the  road,  but  he 
says  he  has  no  choice.  Shrugs  Miller: 
"The  cash  flow  made  us  do  it." 

San  Antonio  Spurs  officials,  in  a  city 
with  per-capita  income  below  the  nation- 
al average,  also  sees  deferred  compensa- 
tion as  a  way  to  compete  with  rich  fran- 
chises for  star  players.  When  Chairman 


'If  [deferrals]  ever 
get  to  be  an  issue, 

we  would  just 
eliminate  [them]' 

DAVID  J.  STERN 

Commissioner,  NBA 


Red  McCombs  bought  the  struggling 
Spurs  two  years  ago,  the  team  had  no 
outstanding  deferred  compensation  li- 
abilities. Now,  McCombs  is  signing  high- 
priced  talent  like  former  Annapolis  su- 
perstar David  Robinson  and  Arizona 
rookie  Sean  Elliott.  Robinson  will  pull 
down  $26  million  over  eight  years,  and 
Elliott  has  a  five-year,  $9  million  con- 
tract— $2.3  million  deferred.  Today,  the 
Spurs  defers  about  107"  of  its  total  pay- 
roll, he  says.  "We  don't  have  the  reve- 
nue stream,"  notes  McCombs.  "We  must 
defer." 

Some  owners  just  don't  want  to  tie  up 
their  money.  Houston  Rockets  Chairman 
Charlie  Thomas  says  deferrals  give  him 
interest-free  money.  Asked  if  he  had  giv- 
en thought  to  funding  the  future  liabil- 
ity, Thomas  left  little  doubt:  "None 
whatsoever." 


HOW  WE  ADDED 
THAT  COULD 


UP  THE  HUMBERS 
TRIP  THE  NBA 


To  arrive  at  the  nba's  unfunded 
liability,  KPMG  Peat  Marwick  and 
BUSINESS  WEEK  used  techniques 
employed  by  actuaries  and  compensa- 
tion specialists.  We  started  with  the 
liability  outstanding,  which  is  approxi- 
mately $70  million,  according  to 
sources  in  the  NBA.  Figuring  what  sal- 
aries will  cost  the  NBA  in  the  future  is 
a  relatively  straightforward  matter, 
since  the  NBa's  collective-bargaining 
contract  mandates  that  53%  of  reve- 
nues be  paid  to  players.  We  took  NBA 
Commissioner  David  J.  Stern's  revenue 
projections  to  1995;  for  revenue  projec- 
tions beyond  Stern's,  we  applied  the 
nba's  average  revenue  increase  over 
the  past  five  years.  We  calculated  sala- 
ry costs  on  the  basis  of  those  projec- 
tions and  figured  the  amount  deferred 
using  the  1989-90  percentage — 8.1%. 

Typically,  owners  do  not  begin  pay- 
ing deferred  liabilities  until  a  contract 
ends.  To  determine  the  times  when  de- 


ferred payments  kick  in,  we  assumed  a 
three-year  lag  between  the  signing  of  a 
player  contract  and  the  first  payout. 
The  periods  over  which  the  payouts  are 
stretched  vary  widely,  but  agents  and 
team  officials  believe  that  franchises 
retire  most  such  obligations  over  a  10- 
year  period.  Because  owners  only  rare- 
ly pay  interest  on  deferred  compensa- 
tion, we  did  not  include  interest  in  the 
calculations. 

The  lag  between  the  year  in  which 
the  liability  is  incurred  and  when  teams 
pay  off  the  deferral  creates  the  mis- 
match between  expenses  and  revenues. 
Fueled  by  salary  jumps,  liabilities  in- 
curred during  the  boom  years  will 
come  due — and  yearly  payouts  will 
swell — even  if  revenues  flatten.  "It 
takes  a  prod  to  get  people  to  wake  up," 
says  E.  Webb  Bassick,  a  partner  at 
compensation  specialists  Hewitt  Asso- 
ciates. "Maybe  this  is  the  prod." 

By  Todd  Vogel  in  New  York 


Owners  don't  have  to  loc 
far  to  see  this  short-run  strat 
gy  backfire.  Several  teaff 
have  contracts  that  last  unt 
2020.  And  the  Utah  Jazz  is  sti 
paying  for  players  who  worke 
for  the  franchise  before 
moved  from  New  Orleans 
1979.  "It's  like  paying  for 
dead  horse,"  says  Jazz  own( 
Miller. 

NBA  Commissioner  Stem 
counting  on  the  players  ther 
selves  to  police  the  problem  ar 
keep  it  from  getting  out  of  coi 
trol.  If  they  develop  enough  savvy 
take  charge  of  their  own  finances,  the 
should  accept  fewer  deferred  payment 
he  believes.  But  some  players  insist  th; 
deferred  income  is  their  only  surefii 
retirement  plan,  and  it's  here  to  sta; 
Says  star  Spurs  forward  Elliott  aboi 
holding  back  $1  of  every  $4  in  salar 
"It's  like  an  automatic  savings."  Add 
one  agent:  "In  some  cases,  it  may  be  a 
they  have  left." 

Time  is  not  going  to  make  the  situi 
tion  any  better.  Once  salaries  make  the 
near-certain  climb  during  the  next  fiv 
years,  the  deferred  amounts  from  thos 
increases  will  continue  to  come  du 
through  the  turn  of  the  century.  An 
deferring  that  money  during  the  booi 
times  means  that  the  league's  owner 
are  gambling  on  the  unknowable:  th 
revenue  will  grow  for  the  coming  1 
years  at  a  faster-than-10%'  clip.  Coi 
cedes  NBA  economist  Paul  I.  Bortz:  "Yo 
can't  assume  that  strong  growth  goe 
on  forever." 
FALTERING  FORTUNES?  In  the  end,  som 
weaker  owners  may  have  to  sell  the: 
teams  to  pay  the  bill.  Of  course,  thj 
wouldn't  be  the  end  of  Western  Civilizi 
tion.  The  Dallas  Mavericks  paid  only  $1 
million  for  its  expansion  franchise 
1980.  Today,  the  Mavericks  would  fete 
an  estimated  $60  million.  Although  Ster 
says  he  wants  long-term  owners,  the  d( 
ferred  compensation  liability  probler 
may  dictate  otherwise. 

More  ominous  is  the  chance  that  th 
nba's  fortunes  will  falter.  Should  th 
rate  of  growth  in  revenues  decline,  sak 
ry  costs  may  level  out,  too.  But  mone; 
promised  during  the  salad  days  will  cor 
tinue  to  come  due,  swallowing  more  o 
what  will  then  be  thinning  operatinj 
margins.  While  no  one  expects  the  roai 
ing  crowds  to  abandon  professional  bas 
ketball  anytime  soon,  owners  bearinj 
promises — and  their  flashy  stars — hai 
better  hope  the  good  times  never  end.  I 
they  do,  those  owners  and  their  accour 
tants  are  going  to  need  some  very  fane 
moves  of  their  own. 

By  Todd  Vogel  in  New  York,  with  Kevii 
Kelly  in  Dallas 
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its  commitment  to  the  future. 

In  an  era  of  complex  communications,  real  leadership  means 
a  commitment  to  the  future  —  A  commitment  of  people,  resources 
and  technology. 

As  a  major  step  in  our  expanding  commitment  to  the  future 
of  our  customers'  communications,  NEC  is  proud  to  announce  the 
establishment  of  two  new  direct  sales  subsidiaries  in  the  Eastern 
and  Central  U.S.  These  organizations  join  our  existing  direct  sales 
operation  in  the  Western  U.S. 

Headed  by  three  telecommunications  veterans,  each  with 
over  20  years  of  industry  experience,  these  three  subsidiaries 
will  enhance  NEC's  existing  mix  of  direct  sales  operations  and 
independent  distribution  channels.  This  expansion  in  resources  will 
enable  NEC  to  respond  more  effectively  to  customer  demands  for 
customized  solutions  and  better  systems  integration,  while  improving 
customer  access  to  NEC's  advanced  technology  and  applications. 

For  further  information,  please  call  1-800-626-4952. 
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MONEY  &  BANKING  I 


A  STONIACHACHE  FOR  THE  BANK 
THAT  ATI  HEW  EHGLAHD 


d 
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Walter  Connolly  wanted  a  major  regional  bank.  But  BNE  has  a  vaultful  of  bad  loans  and  a  cash  crunch 


Walter  J.  Connolly  Jr.  always 
thought  '  ize  meant  success. 
So  as  r'lif.irman  of  the  Bank  of 
New  England  Corp.,  he  aggressively 
pursued  mergers,  acquisitions,  and  loan 
growth  to  convert  the  Boston  bank  into 
a  regional  force  to  be  reckoned  with. 
Over  the  past  five  years,  assets  doubled 
to  $29  billion,  and  the  BNE  logo  is  now 
emblazoned  on  448 
branches  stretching 
across  New  England. 

But  the  emblem  no 
longer  inspires  much 
admiration.  On  Jan.  19, 
the  bank  disclosed  that 
last  year's  fourth-quar- 
ter losses  could  reach 
$1.2  billion,  vs.  a  $74 
million  profit  just  a 
year  ago.  Nonperform- 
ing  loans,  mostly  sour 
real  estate  credits,  are 
now  estimated  at  a 
staggering  $2.3  billion. 
And  other  bankers  are 
circling  to  pick  off 
pieces — or  maybe  even 
all — of  the  bank  that  Connolly  built. 

What  happened?  Sure,  the  stumbling 
New  England  economy  and  a  weak  real 
estate  market  hurt  the  bank,  as  they  did 
other  lenders.  But  BNE  is  suffering  from 
self-inflicted  wounds,  too.  Although  Con- 
nolly declined  to  be  interviewed  or  to 
respond  to  written  ciuestions  for  this  sto- 
ry, former  executives,  competitors,  and 
customers  tell  a  tale  of  confused  and 
haphazard  management.  Lending  stan- 
dards were  lax  in  many  cases.  Sloppy 
record-keeping  turned  off  customers  and 
obscured  budding  problems.  Lines  of  au- 
thority and  responsibility  were  blurred. 
And  Connolly  constantly  became  in- 
volved in  decisions  that  most  bankers 
would  delegate  to  low-level  loan  officers. 
"Walter  Connolly  could  very  successful- 
ly run  a  $6  billion  institution,"  says  the 
former  president  of  a  BNE  subsidiary. 
"When  he  tried  to  keep  his  hands  on 
everything  in  a  $30  billion  bank,  nothing 
got  done." 

Connolly's  dilemma  is  a  far  cry  from 


CONNOLLY  ACQUIRED  14  BANKS 
AND  THRIFTS  IN  TWO  YEARS 


the  situation  just  five  years  ago,  when 
he  took  control.  As  chief  executive  of 
Connecticut  Bank  &  Trust  Co.,  Connolly 
merged  his  institution  with  the  equiva- 
lent-sized Bank  of  New  England  in  1985. 
He  became  chairman  of  the  new  bank, 
which  had  $14.4  billion  in  assets.  A  for- 
mer bond  salesman,  Connolly,  now  61, 
joined  CBT  as  a  loan  officer  in  1961. 

Eventually  he  worked 
his  way  through  the 
ranks  to  become  chief 
executive  by  1977.  At 
BNE,  he  set  out  to  dupli- 
cate the  strategy  that 
turned  CBT  into  a  con- 
tender in  Connecticut: 
Acquire  small,  fast- 
growing  community 
banks  and  push  for  dou- 
ble-digit loan  growth. 

Over  the  next  two 
years,  Connolly 
snatched  up  14  banks 
and  thrifts.  The  acquisi- 
tions didn't  come  cheap. 
One  of  his  bigger  deals 
was  Conifer  Group  Inc., 
a  holding  company  with  six  community 
banks.  Connolly  paid  $656  million — a  full 
$100  million  more  than  the  next-highest 
bid,  from  Fleet/Norstar  Financial  Group 
Inc.,  of  Providence.  Connolly  wasn't 
fazed.  "This  makes  us  the  banking  lead- 
er by  almost  any  measure,"  he  crowed 
at  the  time. 


The  acquisitions  were  difficult  to  di  ^ 
gest,  however.  To  curb  the  independence 
of  his  new  banks,  Connolly  adopted  ar 
unusual  matrix-style  management.  Exec 
utives  in  outlying  banks  reported  to  th( 
presidents  of  their  subsidiaries  and  t( 
managers  in  Boston  in  charge  of  particu 
lar  lines  of  business,  such  as  mortgage 
lending.  The  result:  Too  many  people  be 
came  involved  in  loan  approvals,  whik 
few  took  overall  responsibility  for  mak 
ing  sure  borrowers  were  qualified. 
EXODUS.  Staffers,  including  many  o; 
BNE's  subsidiary  bank  presidents  anc 
loan  officers,  left  out  of  frustration  an 
joined  competing  banks.  Annoyed  at  the  '''' 
delay  in  processing  loan  applications  anc 
having  decisions  referred  to  Boston 
many  BNE  customers  joined  the  exodusP? 
"People  want  to  do  business  with  facej 
they  recognize,"  says  Lawrence  McCar 
thy,  former  president  of  BNE's 
Cape  Cod  bank.  In  Cape  Cod  and 
Worcester,  Mass.,  for  example, 
business  for  BNE  competitors  is 
up  approximately  a  third  since 
1987.  Much  of  this  is  commercial 
business  that  BNE  shunned 
while  chasing  real  estate  deals. 
As  of  last  September,  the  num- 
ber of  noninterest-bearing  ac- 
counts at  BNE,  generally  com- 
mercial deposits,  had  dropped 
19%,  to  $3.7  billion,  from  a 
year  earlier. 

Lending  policies  also  var- 


AS  REAL  ESTATE 
LENDING  ROSE.. 


BANK  OF  NEW  ENGUND'S  TOTAL 
REAL  ESTATE  LOANS  OUTSTANDING 


...SO  DID  THE 
BANK'S  PROBLEMS 


'85  86 
▲  BILLIONS  OF  DOLURS 
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widely  from  bank  to 
ik.  The  confusion  was 
;t  startling  at  ConiftT, 
;re  each  bank  had  its 
1  lending  standards  and 
iputer  systems  to  follow 
osits,  loans,  and  other 
iness.  That  made  it 
gh  for  BNE  executives  to 
litor  the  newly  acquired 
ks. 

ake  Conifer's  bank, 
ed  in  Plymouth,  Mass. 
mer  executives  at  the 
k  say  that  they  never 
w  what  commercial  loans 

Cape  Cod  bank  was 
dng.  And  in  Worcester, 
5re  BNE  merged  its 
nch  with  Conifer's  bank 

a  failed  thrift  it  had  ac- 
'ed,  different  computer 
terns  and  lending  policies 
ated  a  bookkeeping 
itmare,  according  to  Jo- 
h  J.  Butare,  the  former 
iident  of  the  Worcester 
k. 

-ttempts  to  bring  order 
the  system  sometimes 
kfired."  In  1987,  BNE  field- 
a  staff  of  50  to  convert 
its  banks'  computer  sys- 
s  to  a  single  standard — a 
lumental  task  that's  still 
ig  on.  But  information 
;  sometimes  lost  because  so  many 
versions  were  pushed  through  as 
;  as  possible,  and  customer  accounts 
scrambled  in  the  rush.  At  BNE- 
•th,  which  covered  the  Merrimack 
ley  in  northern  Massachusetts, 
?re  many  of  the  real  estate  problems 
t  surfaced,  officers  were  unable  to 
duce  a  loan-delinquency  report  for 
r  crucial  months  at  the  end  of  1988, 
;  as  the  real  estate  market  in  the 
•theast  was  turning  south. 
>M  AND  BUST.  Many  of  the  bad  real 
ite  loans  were  made  during  this  peri- 
jf  confusion  and  loose  controls.  Man- 
ment  set  its  sights  on  New  En- 
fid's  real  estate  market,  and  loan 
cers  at  BNE's  banks  were  pushed  to 
irge  their  portfolios.  Boom  conditions 
ouraged  less-than-stringent  loan 
idards,  however.  It  was  not  uncom- 
1,  former  executives  say,  for  BNE  to 
i  money  based  on  developers'  opti- 
tic  projections  of  future  rents  rather 
n  a  more  conservative  view  of  what 
jxpect  in  the  market. 
V^ellington  Hills,  an  incomplete  48-unit 
dominium  project  in  Beverly,  Mass., 
mall  suburb  north  of  Boston,  is  a 
id  example.  The  project's  builders, 
I  lawyers  and  a  small  developer,  had 
er  constructed  anything  so  big.  But 
1986,  in  the  midst  of  a  boom  that 
illed  real  estate  prices  more  than  25% 


MASSACHUSETTS'  WELLINGTON  HILLS  PROJECT:  BNE  AUCTIONED  OFF  ONLY 
TWO  OUT  OF  THE  48  LOTS  IT  REPOSSESSED 


a  year,  everything  seemed  possible,  and 
BNE  lent  the  trio  $4.8  million.  Once  the 
loan  was  made,  the  bank  paid  little  at- 
tention to  the  project,  says  Robert  Pot- 
ters, an  attorney  representing  one  of  the 
lawyers  in  a  suit  against  the  bank.  The 
suit  alleges  that  BNE,  which  repossessed 
the  property  in  1989,  continued  to  lend 
money  to  the  developers  so  they  could 
keep  making  interest  payments,  even  af- 
ter work  on  the  project  stopped  when 
the  contractor  walked  off  the  job.  In 
court  filings,  BNE  denied  the  allegation. 
And  the  bank  is  pursuing  a  separate  suit 
against  the  developers  to  recover  the 
funds  it  lent  for  the  project. 

Connolly  personally  courted  large  real 
estate  developers,  sometimes  offering 
bargain-priced  loans  without  seeking 
any  collateral  to  cinch  a  deal.  Often,  for- 
mer executives  complain,  he  made  such 
loans  without  even  consulting  his  lend- 
ing officers.  Such  was  the  case  with 
Hartford  developer  Thomas  Standish. 


BNE's  equity  capital  is  a 
meager  $500  million.  To  raise 
cash,  the  bank  put  $6  billion 
worth  of  assets  up  for  sale 


Standish  says  that  when  he 
was  financing  his  $40  million 
Hartford  Square  North  of- 
fice complex,  Connolly  of- 
fered to  lend  him  $15  million 
at  a  full  percentage  point 
less  than  the  best  offer  by 
any  competitor.  The  project 
was  recently  completed, 
with  93%  of  the  space  al- 
ready leased. 

LOTS  OF  LOTS.  Despite  the 
explosion  of  nonperforming 
loans  in  the  last  quarter,  , 
I'.ne's  immediate  headache  is 
$400  million  worth  of  repos- 
sessed property.  The  bank's 
inventory  is  riddled  with 
failed  condo  projects  and 
small  office  buildings  across 
New  England.  At  one  point, 
the  bank  turned  to  public 
auctions  to  alleviate  the  bur- 
den. But  it  has  had  little  suc- 
cess in  unloading  properties, 
given  the  moribund  real  es- 
tate market.  At  the  Welling- 
ton Hills  auction,  only  two 
of  the  48  lots  were  sold. 
Even  then,  the  properties 
went  for  just  $80,000  apiece, 
only  two-thirds  of  what  the 
lots  were  valued  at. 

BNE  may  try  to  complete 
some  unfinished  projects 
and  sell  them  later.  But  the 
bank  is  strapped  for  cash.  It  added  $1.3 
billion  to  its  loan-loss  reserves  last  year, 
and  now  BNE's  equity  capital  stands  at  a 
meager  $500  million.  At  1.7%-  of  assets, 
that's  a  far  cry  from  the  3%-  usually 
allowed  by  regulators.  And  the  bank's 
woes  have  spooked  foreign  depositors, 
whose  accounts  aren't  covered  by  depos- 
it insurance.  Foreign  deposits  totalled  $2 
billion  at  the  end  of  September,  down 
37%  from  the  start  of  the  year. 

To  raise  cash,  BNE  has  put  up  for  sale 
$6  billion  worth  of  assets,  such  as  credit- 
card  receivables,  home-equity  loans,  and 
commercial  loans.  And  BNE  has  held 
talks  with  Fleet/Norstar  and  Boston's 
Shawmut  National  Corp.  about  buying 
some  branches.  For  the  moment,  regula- 
tors, who  plan  to  obtain  consent  decrees 
that  require  the  bank  to  show  progress 
toward  tighter  management,  are  giving 
BNE  some  time  to  raise  cash. 

Connolly  agreed  at  a  tumultuous 
board  meeting  last  month  to  step  aside 
once  a  successor  is  found.  "There  was 
no  one  else  capable  of  immediately  step- 
ping in  as  chairman  and  chief  execu- 
tive," says  board  member  John  M.  Ku- 
charski,  chief  executive  of  EG&G,  Inc.,  an 
engineering  firm.  That's  hardly  a  ring- 
ing endorsement  for  a  man  who  discov- 
ered the  hard  way  that  uncontrolled 
growth  is  hazardous  to  a  bank's  health. 

By  Laura  Jereski  in  Boston 
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SAVINGS  &  LOANS  I 


THE  THRIFT  MOP-UP 
IS  ALREADY  A  MESS 


Sales  of  sick  S&Ls  are  off  to  a  slow  start — and  Congress  is  restive 


Suppose  the  government  Iseki  a  sale 
and  nobody  came?  That':;  the  trou- 
blesome prospect  at  Resolution 
Trust  Corp.,  whose  mission  is  to  peddle 
insolvent  savings  and  loans  and  dis- 
tressed real  estate. 

Six  months  after  the  passage  of  the 
great  S&L  resciv,  Congress  and  the 
Bush  Administration  are  discovering 
that  in  their  zeal  to 
avoid  abuses  of  the 
past,  they  have  saddled 
the  cleanup  effort  with 
crippling  constraints. 
As  a  result,  buyers  foi- 
busted  thrift  institu- 
tions and  their  real  es- 
tate holdings  are 
scarce — and  the  govern- 
ment could  be  left  hold- 
ing more  than  $300  bil- 
lion in  troubled  loans 
and  properties.  Inves- 
tors even  showed  dis- 
turbingly mild  interest 
in  the  Jan.  23  offering 
of  $5  billion  in  govern- 
ment bonds  to  finance 
the  $167  billion  bailout, 
prompting  a  big  retreat 
in  the  bond  market 
(page  22). 

Some  members  of 
Congress  fear  contin- 
ued paralysis.  Sure,  it 
may  be  too  soon  to 
write  off  the  thrift  mop- 
up;  any  new  program 
will  have  problems,  es- 
pecially such  a  mam- 
moth one.  But  hearings 
held  on  Jan.  23-25  by 
the  House  Committee 
on  Banking,  Finance  & 
Urban  Affairs  suggest 
that  the  thrift  rescue's 
woes  are  more  than  just 
growing  pains.  "To  the  outside  observer, 
it  would  seem  that  the  RTC's  watch- 
word is:  'Don't  just  stand  there,  do  noth- 
ing,' "  says  Representative  Charles  E. 
Schumer  (D-N.  Y  ).  So  far.  Resolution 
Trust  has  disposer'  of  40  defunct  S&Ls 
out  of  an  estimated  600  that  will  have  to 
be  unloaded. 

Rising  from  the  ashes  of  the  insolvent 


Federal  Savings  &  Loan  Insurance 
Corp.,  RTC  is  intent  on  avoiding  the  dis- 
credited policies  that  brought  FSLIC 
down.  "It's  important  to  do  it  right," 
explains  Daniel  P.  Kearney,  president  of 
the  interagency  panel  that  oversees  RTC. 
"In  the  past,  the  government  has  been 
criticized  for  moving  too  fast."  That  was 
at  the  end  of  1988,  when  FSLIC  sold  205 


OBSTACLES  FACIKG  RESOIUTIOK  TRUST  CORP. 

INADEQUATE  MONEY  AND  STAFFING  RTC  has  only  $50  billion  to  dispose  of 
failed  thrifts  and  may  need  $100  billion  more  to  finance  asset  sales.  Even 
RTC's  authorized  total  employment  of  10,000 — 1,400  are  on  board  now — 
may  not  be  enough  to  dispose  of  $300  billion  in  property  and  loans 

BUYER  WARINESS  In  a  slumping  real  estate  market,  bidders  are  holding  back 
until  RTC  drops  prices  lower,  which  would  eat  up  the  agency's  capital  even 
faster 

OHEROUS  RULES  Potential  buyers  of  failed  thrifts  are  turned  off  because  the 
S&Ls  must  keep  70%  of  their  loans  in  housing,  which  doesn't  bring  high  re- 
turns. Also,  they're  balking  at  requirements  to  put  up  more  of  their  money, 
about  double  the  previous  amount 


S&Ls  in  a  flurry  of  deals  that  offered 
buyers  guaranteed  returns  on  thrift  as- 
sets and  deposits.  Those  hurried  transac- 
tions were  roundly  lambasted  on  Capitol 
Hill. 

To  avoid  similar  political  uproars,  RTC 
vows  not  to  offer  such  sweeteners.  But 
that  has  made  S&Ls  unpalatable  to  most 
potential  buyers.  It  didn't  help  that  Con- 


gress reduced  potential  returns  by  im- 
posing stiff  capital  requirements,  or 
that,  to  discourage  risky  investments,  it 
required  70%  of  thrift  portfolios  to  be  in 
home  mortgages. 

Investors  are  even  more  wary  because 
RTC  is  considering  renegotiating  the 
terms  of  some  of  the  more  generous 
1988  deals.  "The  lunatics  have  taken 
over  the  asylum,"  says  Sam  Pierce, 
chairman  of  Houston-based  BancPro 
Group,  a  bank-  and  thrift-industry  con- 
sulting firm.  "They  have  told  all  poten- 
tial investors  that  you  can't  trust  Uncle 
Sam  in  a  deal.  The  government  will 
screw  you  later." 

BUYER'S  MARKET.  The  predictable  result 
is  that  buyers  are  staying  away  in 
droves.  "Bidding  has  not  been  brisk," 
admits  William  M.  Dudley,  director  of 
RTC's  Atlanta  office.  Salomon  Brothers 
has  been  able  to  raise 
only  $275  million  for  a 
$600  million  thrift- 
buyout  fund  it  started 
last  year  with  Black- 
stone  Group  and  Provi- 
dence-based Old  Stone 
Corp. 

Aggravating  the  situ- 
ation is  RTC's  suspicion 
of  the  private  investor 
groups — PIGS  in  the 
agency  parlance — that 
have  bought  S&Ls  in  the 
past.  Douglas  Faucette, 
a  Washington  thrift  at- 
torney, says  the  system 
is  biased  in  favor  of 
banks  that  have  ongo- 
ing relations  with  the 
Federal  Deposit  Insur- 
ance Corp.  (FDIC),  which 
is  directing  RTC's  opera- 
tions. But  banks  and 
healthy  S&Ls,  which 
normally  might  have  an 
interest  in  buying  thrift 
deposits,  are  now  facing 
too  many  problems  of 
their  own  to  be  able  to 
move.  "It's  totally  a 
buyer's  market,"  says 
banking  attorney  H. 
Rodgin  Cohen.  "And 
there  are  very  few  buy- 
ers out  there." 

The  same  problem 
may  dog  RTC's  real  es- 
tate sales,  which  have  barely  begun.  The 
agency  has  put  30,000  properties  on  the 
block — from  homes  to  office  buildings  to 
raw  land.  But  only  a  quarter  of  those 
properties  are  saleable  at  RTC's  ap- 
praised prices,  according  to  Stacey  M. 
Berger,  senior  vice-president  of  Oak 
Tree  Capital  Inc.,  a  real  estate  firm  in 
Washington,  D.  C.  "The  real  issue  is 
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how  to  move  the  stuff  no  one  wants,"  he 
says.  And  soft  real  estate  markets  that 
are  besetting  many  regions  of  the  coun- 
try won't  help. 

If  that's  not  daunting  enough,  throw 
in  a  few  of  the  snafus  that  are  part  of 
any  new  agency's  lot  in  life.  A  ware- 
house near  New  Orleans  is  still  in  gov- 
ernment hands  after  RTC  rejected  a 
$420,000  bid  because  the  agency  couldn't 
settle  on  an  appraised  value— two  previ- 
ous appraisals  were  40%  aixin.  The  bid- 
der, Michael  Taylor  of  Decaton  Corp., 
found  his  plans  up  in  ihe  air.  RTC  was 
willing  to  reconsider  ;ifter  still  another 

appraisal,  but  Taylor  had  a  prospective 
tenant  who  wouldn't  wait  that  long,  so 
the  deal  collapsed.  And  Mark  Gibson,  a 
real  estate  investment  adviser  at  Hous- 
ton-based Holliday,  Fenoglio  &  Co.,  says 
a  client's  bid  for  a  shopping  center  has 
been  pending  for  nearly  seven  months. 
"It's  hard  to  keep  the  window  for  financ- 
ing open  that  long,"  he  notes. 

RTC  officials  acknowledge  internal 
problems,  but  insist  it's  too  early  to  ad- 
mit defeat.  At  the  recent  congressional 
hearing,  FDIC  Chairman  L.  William  Seid- 
man  suggested  that  RTC  spur  thrift-prop- 
erty sales  by  offering  financing  to  pro- 

spective  buyers.   Trouble   is,   its  $5( 
billion  kitty  is  too  small  to  complete  th( 
tasks  it  already  has,  let  alone  carry  buy 
ers'  loans. 

Whatever  it  does,  the  agency  faces 
huge  hurdles.  "This  is  a  very  complex 
difficult  job — one  never  tried  before  ii 
the  history  of  man,"  says  Seidman.  Tru( 
enough.  But  it's  not  too  comforting  tha' 
Congress  is  already  asking  if  it  needs  £ 
new,  improved  RTC  when  its  first  versioi 
has  barely  begun  to  set  up  shop. 

By  Catherine  Yang  in  Washington,  with 
John  Meehan  in  New  York,  Antonio  N 
Fins  in  Miami,  and  bureau  reports 

WHERE,  OH  WHERE  HAS 
MERRILL'S  BULL  GONE? 

shutting  down  less  profitable  operating 
units  in  the  coming  months. 

Beneath  all  the  numbers,  the  restruc 
turing  is  clearly  an  admission  of  Mer 
rill's  failure  to  cut  costs  to  the  bone 
during  a  miserable  time  in  the  securities 
industry.  Some  300  of  the  layoffs  sterr 
from  Merrill's  recent  sale  of  the  retai 
portion  of  its  Broadcort  Capital  Corp 
trade  settlement  and  clearance  unit  tc 
the  Pershing  Div.  of  Donaldson,  Lufkir 
&  Jenrette  Securities  Corp.  That  is  8 
low-margin,  labor-intensive  part  of  the 
business,  and  Patrick  concedes  that  Mer 
rill  simply  does  not  operate  efficiently 
enough  to  profit  from  clearing  retai 
trades  for  other  firms.  "There's  no  queS' 
tion  that  Pershing  has  a  different  cosi 
structure  than  we  do,"  he  says. 
NOT  BITING.  By  shedding  its  Broadcorl 
unit  and,  more  recently,  its  Canadian  re- 
tail operations,  Merrill  has  the  opportu- 
nity to  concentrate  on  businesses  with 
higher  margins.  That's  the  theory.  Bui 
management  continues  to  underwhelrr 
institutional  investors,  who  remain  chary 
of  buying  the  company's  stock,  even  at 
five  bucks  beneath  its  book  value  ol 
$28.45  a  share.  "I  think  Merrill  does 
have  a  terrific  distribution  network 
which  is  a  wonderful  asset,"  says  one 
money  manager  who  keeps  an  eye  oper 
for  stocks  that  are  undervalued.  "Bui 
the  company  has  had  difficulty  manag 
ing  that  asset." 

If  Wall  Street's  tidings  remain  lacklus- 
ter or  worsen,  Merrill  can  be  expected  tc 
suffer  further.  CFO  Patrick  concedes 
that  more  cutbacks  may  be  in  the  cards 
depending  upon  "how  the  environment 
progresses  as  we  go  through  the  year.' 
Merrill,  he  notes,  recognizes  that  "there 
is  significant  overcapacity  in  the  indus- 
try and  that  some  of  these  operations 
can  make  money  if  they're  scaled  righl 
but  can't  make  money  if  they're  scalec 
assuming  that  there's  twice  as  mucl 
business  out  there  than  really  exists.' 
Which  can  be  summed  up  in  two  words. 
Stay  tuned. 

By  Gary  Weiss,  with  Jon  Friedmayi,  ir, 
New  York 

The  firm's  $470  million  write-down  may  only  be  the  beginning 

■■or  shareholders  of  Merrill  Lynch  & 
^■Co.,  the  past  six  months  have  been 
agonizing.  The  company's  shares 
have  plummeted  more  than  30%  since 
July  31,  as  Merrill  struggled  to  eke  out 
profits  in  a  depressed  securities  indus- 
try. But  even  though  Merrill  stock  has 
slipped  below  book  value,  it  still  reeks 
more  of  peril  than  promise.  On  Jan.  21, 
the  company  announced  that  a  series  of 
cutbacks  would  result  in  a  $470  million 
charge  against  1989  earnings,  with  an 
additional  $160  million  in  junk-bond 
write-downs  hammering  the  bottom  line. 
And  the  suffering  may  be  far  from  over 
at  Wall  Street's  largest  firm. 

Merrill  tried  to  put  a  positive  face  on 
the  financial  bloodletting — after  all,  such 
events  are  fairly  commonplace  these 
days.  Merrill  Chairman  William  A. 
Schreyer  and  President  Daniel  P.  Tully 
announced  that  the  charge  shows  Merrill 
is  "squarely  facing  the  problems  affect- 
ing our  entire  industry,"  and  the  compa- 
ny expects  that  the  cutbacks  will  result 
in  cost  savings  of  $100  million  a  year. 
But  the  write-downs  were  unexpectedly 
high — the  junk-bond  write-down,  for  ex- 
ample, cut  by  one-quarter  the  stated  val- 
ue of  Merrill's  junk  holdings.  Some  ob- 
servers were  shaken  by  the  severity  of 
the  earnings  penalty.  "They've  taken  a 
charge  of  over  10%  of  their  equity,  to 
save  just  a  small  fraction  of  their  costs," 
muses  Lawrence  Eckenfelder,  an  ana- 
lyst at  Prudential-Bache  Securities  Inc. 
"It  makes  you  scratch  your  head." 

To  be  sure,  the  charges  were  not  com- 
pletely unanticipated.  About  $125  million 
of  the  $470  million  stems  from  the  cost 

of  laying  off  some  3,000  employees 
around  the  country.  One  thousand  of  the 
firings  have  already  taken  place,  and 
2,000  more  are  expected  this  year.  An- 
other $220  million  of  the  charge  is  the 
estimated  cost  of  getting  rid  of  pricey 
Manhattan  office  space  that  the  compa- 
ny had  leased  in  happier  days  and  no 
longer  needs.  The  rest  of  the  $470  mil- 
lion charge,  $125  million,  is  the  expected 

THE  STEADY  SLIDE  IN 
MERRILL  LYNCH'S  STOCK 
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OATt  BRIDGE  INFORMATION  SYSTEMS  INC. 

loss  from  dismantling  other  assets, 
largely  an  array  of  computer  systems 
and  software — including  some  that  had 
only  recently  been  installed,  according  to 
CFO  Thomas  H.  Patrick.  In  an  interview 
with  BUSINESS  WEEK,  Patrick  would  not 
elaborate  on  the  significance  of  the  com- 
puter cutbacks.  But  the  computer  un- 
pluggings  and  the  anticipated  layoffs 
might  well  mean  that  Merrill  will  be 
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An  imposing  majority  of  today's  magazines 
and  newspapers  are  designed  and  written  on 
the  screens  of  Kodak  Atex  computer  systems. 

Kodak  Atex  systems  have  been  the  favorite  of 
magazine  and  newspaper  journalists  around  the 
world  for  over  15  years.  Publications  large 
and  small  are  designed  and  written  on  computers 
driven  by  Atex  software.  The  latest  evolution: 
a  totally  integrated  PC-based  system  for  magazine 
art,  editorial  and  production/makeup  departments. 
Other  kinds  of  publications— instruction  and 
training  manuals  which  need  frequent  updating, 
for  example— are  created  on  the  screens  of  Kodak 
electronic  publishing  systems. 

We  are  more  than  photographs.  We  are  the 
worlds  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960E. 


The  new  vision  of  Kodak 
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Commentary/by  Chris  Welles 


IS  IT  TIME  T©  iMAKE  THE  BIG  BOARD  A  BLACK  BOX? 


Like  it  or  not,  the  black  box  is  on 
its  way. 
For  many  years,  academics,  econ- 
omists, and  other  non-Wa!l  Streeters 
have  proposed  that  the  New  York 
Stock  Exchange,  as  wf  !l  as  other  ex- 
changes, be  replaced  '  y  electronic  mar- 
ketplaces, which  would  be  vastly  more 
efficient  and  equitable.  For  just  as 
many  years.  Wail  Streeters  have  vehe- 
mently, and  successfully,  opposed  what 
they  derisively  call  black  boxes.  They 
claim  black  boxes,  which  could  do  vio- 
lence to  their  vested  interests,  would 
be  inefficient  and  unworkable. 

The  pressures  on  the  Big  Board, 
though,  are  now  escalating 
swiftly.  It  may  have  only 
two  choices:  Become  a 
black  box  or  be  slowly  but 
inexorably  swept  away  by 
other  black  boxes. 

The  most  recent  pressure 
was  a  new  draft  report 
from  the  respected  Con- 
gressional Office  of  Tech- 
nology Assessment,  which 
was  sharply  critical  of  the 
Big  Board's  trading  sys- 
tems, especially  its  political- 
ly powerful  specialists,  who 
are  most  threatened  by 
black-box  markets.  The  oTA 
suggested  that,  because  of 
deficiencies  in  exchange 
markets,  electronic  systems 
"could  be  the  securities 
markets  of  the  future." 

NEVER  SLEEPS.   The  NYSE 

and  others  excoriated  the 
OTA  report,  which  is  likely 
to  be  toned  down.  But 
there  is  no  denying  that 
computer  screens  are  rapidly  replacing 
trading  floors  in  markets  throughout 
the  world.  Trading  on  London's  Inter- 
national Stock  Exchange  has  been  vir- 
tually all  electronic  since  1986.  Ex- 
changes in  Toronto  and  Tokyo  use 
automated  trading  for  less  active 
stocks.  The  Vancouver  Stock  Exchange 
will  replace  its  floor  with  computers  on 
Jan.  29.  The  Paris  Bourse  will  follow 
suit,  as  will  exchanges  in  Spain,  Swe- 
den, Brazil,  and  Belgium. 

While  the  NASDAQ  electronic  quota- 
tion system  serving  the  over-the- 
counter  market  has  been  operating 
since  1971,  the  U.  S.  has  been  slow  to 
embrace  new  technologies.  But  that  is 


changing.  In  a  few  months,  the  Chica- 
go Mercantile  Exchange  will  switch  on 
Globex,  a  fully  automated  international 
futures  and  options  trading  system  de- 
signed by  Reuters  Holdings  PLC,  the 
biggest  market-information  vendor. 
Linked  to  overseas  exchanges,  it  will 
operate  after  the  Merc's  regular  pit 
hours.  Reuters  and  Instinct,  a  small 
black-box  facility  owned  by  Reuters, 
are  planning  an  electronic  market  that 
would  trade  stocks  and  options  around 
the  clock. 

The  growing  internationalization  of 
trading,  in  fact,  is  behind  much  of  this 
activity.  While  labor-intensive  floor 


markets  need  to  go  to  bed  at  night, 
electronic  markets  never  sleep  and  are 
increasingly  linking  up  with  markets  in 
other  time  zones.  Traders,  further,  like 
the  screen.  Bombarded  with  an  instan- 
taneous information  flow,  they  want  to 
trade  instantaneously  also.  Floor  mar- 
kets are  too  slow.  And  electronic  m.ar- 
kets  provide  equal  access  to  all  play- 
ers. Floor  markets  give  an  edge  to  the 
people  on  the  floor,  which  is  why  they 
are  fighting  screens. 

NYSE  Chairman  John  J.  Phelan  Jr. 
has  adroitly  preserved  his  exchange's 
once-antediluvian  floor  by  spiffing  it 
up  with  a  slew  of  black-box  technol- 
ogies. It  electronically  routes  80%  of  its 


trades,  a  quarter  of  its  volume,  fro: 
member  firms  directly  to  the  floor  anj 
executes  the  orders  semi-automaticall 
Specialists  manually  handle  only  10' 
of  the  order  flow. 

Yet  the  exchange  still  embodies  sij 
nificant  inefficiencies  and  costs,  and 
is  a  far  cry  from  a  fully  electronic  ma: 
ket  with  automatic  executions.  "If 
like  using  the  power  of  the  compute: 
to  move  a  slide  rule,"  says  consultanj 
Junius  W.  Peake,  a  longtime  advocai 
of  computerized  markets. 
PERNICIOUS  EVIL.  Program  trading  an^ 
other  new  institutional  portfolio  strate 
gies  show  how  serious  those  ineffi 
ciences  are.  Large  burst: 
of  buying  and  selling  asso 
ciated  with  program  trad 
ing  sometimes  overwheln 
the  exchange's  trading  sys 
terns.  Not  surprisingly 
Phelan  is  loudly  attacking 
program  trading  as  a  perni 
cious  evil. 

But  program  trading 
clearly  here  to  stay  and  will 
continue  to  expand.  Often 
frustrated  by  the  NYSE 
professional  investors  are 
sending  more  of  their  busi 
ness  to  other  markets.  The 
Big  Board  still  handles  85% 
of  the  reported  volume  in 
NYSE-listed  stocks.  But  this 
does  not  include  a  big 
chunk  of  unreported  trad 
ing— from  15%  to  30%  of 
the  total  volume — that  cus 
tomers  are  booking  on  the 
London  exchange. 

Black  boxes  are  no  pana- 
cea. They  pose  serious  reg- 
ulatory questions.  Improperly  de- 
signed, they  can  reduce  liquidity 
instead  of  enhance  it.  Unless  they  are 
linked  to  permit  maximum  interaction 
of  buyers  and  sellers,  they  could  cause 
deleterious  market  fragmentation. 

But  they  are  coming.  William  C. 
Freund,  the  NYSE's  former  chief  econo 
mist,  says  if  the  Big  Board  starts  los 
ing  major  order  flow,  "it  will  move 
very  fast"  to  upgrade  itself  into  a  vir- 
tual black  box.  The  NYSE,  indeed,  has 
been  remarkably  effective  in  the  past 
200  years  at  repulsing  interlopers  and 
preserving  its  monopoly.  But  it  soon 
may  face  its  biggest  threat  ever.  Inves- 
tors, one  hopes,  will  be  the  winners. 
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When  a  page  is  captured,  the  film,  camera, 
scanner,  chemicals  and  processor  are  likely  to 
be  from  Kodak.  As  are  the  experts  who 
stand  behind  them. 

Kodak  has  been  a  leader  in  film, 
chemical  and  processor  technology 
almost  since  there  was  a  graphic  art. 
Now  we  are  leaders  in  electronics, 
easing  the  evolution  from  one  technology 
to  another  Whatever  the  product,  there  are 
always  Kodak  people  backing  it  up,  helping 
customers  "get  it  right  the  first  time" 
sharing  knowledge.  And  there 
always  will  be. 

We  are  more  than  photographs.  We  are 
the  world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960G. 


The  new  vision  of  Kodak 


BY  GENE  G.  MARCIAL 

A  BULL'S  TIPS  ON 

WINNING  IN 

A  TRICKY  MARKE1 


With  the  Dow  Jones  industrial 
average  tumbliji(>  to  2604 
from  an  all-tin,,  'iigh  of  2810 
in  just  three  weeks,  m;,  :  money  man- 
agers have  cooled  •  '  siocks.  But  not 
George  Keane,  prcsment  of  the  Com- 
mon Fund,  whie'i  oversees  some  $10 
billion  in  asset*^  for  more  than  1,000 
colleges  and  universities. 

"Opportii 'lilies  usually  abound  when 
the  stock  .'iiarket  gives  investors  the 
scare,"  says  Keane.  He's  telling  his 
money  managers  to  stay  aggressive 
and  fully  invested  in  stocks.  Keane 
thinks  the  runup  in  interest  rates 
that's  currently  spooking  the  market  is 
temporary  and  that  when  investors  re- 
alize this,  stocks  will  surge.  Over  the 
long  run,  he  thinks  equities  will  pro- 
vide the  best  returns.  For  the  past  10 
years,  the  Common  Fund  has  an  18.4% 
return  on  stocks,  ranking  it  among  the 
top  15%  of  all  money  managers. 

Keane  concedes  that  the  Dow  is  apt 
to  fall  to  2400  in  the  short  term.  The 
hardest  hit  are  likely  to  be  the  big- 
capitalization  and  growth  stocks  that 
performed  so  well  in  1989.  To  avoid 
some  of  the  downdrafts,  he's  betting 
on  small-cap  stocks  with  low  price- 
earnings  ratios.  They  didn't  join  last 
year's  rally,  says  Keane,  so  the  down- 
side risk  is  minimal. 

He  notes  that  noncyclical  businesses 
with  steady  earnings  growth  should  do 
particularly  well  because  the  economy 
is  probably  already  suffering  from  a 
mild  recession. 

SAFETY  FIRST.  Keane  is  a  strategist 
and  an  asset  allocator.  He  hires  the 
money  managers  who  pick  stocks  for 
various  pockets  of  '  he  Fund's  portfolio. 
One  of  them  is  Art  Nicholas,  who  runs 
Nicholas-Applegate  Capital  Manage- 
ment in  San  Diego.  He  scouts  for 
small-growth  outfits  such  as  Laidlaw, 
a  major  Toronto-based  waste-services 
company  and  school-bus  operator,  and 
Flightsafety  International,  a  high-tech 
trainer  of  pilots  and  other  aircraft  per- 
sonnel. Its  shares  went  from  13  to  24 
recently  before  easing  to  20.  And 
Flightsafety,  which  flew  to  51  from  27 
last  year,  is  now  at  44.  For  the  year 
ending  Aug.  31,  Nicholas  sees  Laid- 
law's  net  hitting  $1.20  a  share,  vs.  94$ 
for  1989.  Flightsafety,  which  runs  29 
U.  S.  centers,  is  seen  earning  $2.30  in 


KEANE:  EQUITIES  ARE  STILL  THE  BEST  BET 


1990,  up  from  1989's  estimated  $1.95. 

Keane  thinks  Nicholas-Applegate 
Equity  Growth  Fund,  a  closed-end  eq- 
uity fund,  is  a  bargain,  too.  It  trades 
on  the  Big  Board  at  9,  a  10%  discount 
from  its  net  asset  value.  The  fund  in- 
vests in  midsize  growth  companies  that 
should  do  well  in  a  slowing  economy. 


...AND  A  BEAR'S  TAKE 
ON  THE  TRAIL  AHEAD 


Investment  adviser  Mike  Murphy 
typifies  the  big  bear  of  the  mar- 
ket's current  slide.  His  portfolio — 
95%  short — is  a  heavy  bet  on  a  long 
downward  spiral.  "Investors  have  been 
awfully  complacent,"  says  Murphy, 
chief  investment  officer  at  Negative 
Beta  Associates,  a  San  Francisco  mon- 
ey manager.  He  believes  the  economy 
is  tipping  into  a  recession  and  notes 
that  stocks  bottom  out  only  after  a 
recession  starts.  Murphy  sees  the  Dow 
dropping  to  the  2100-2200  range. 

His  two  favorite  short  sales  are 
Manufacturers  Hanover  and  McDon- 
nell Douglas.  Manny  Hanny  is  trading 
at  32,  down  from  its  52-week  high  of 
44.  Murphy  is  betting  that  it  will  go  as 
low  as  10  in  the  next  18  months.  And 
he  sees  McDonnell,  now  at  59,  drop- 
ping to  45  in  the  next  12  months. 

What's  scary  about  Manny  Hanny, 
says  Murjjhy,  is  its  huge  portfolio  of 
Third  World  and  leveraged-buyout 
loans.  He  thinks  the  bank  hasn't  taken 


enough  reserves  on  them.  It  has  put  in 
reserve  $2.2  billion,  or  35%,  of  its  $6.5 
billion  in  Third  World  loans.  But,  says 
Murphy,  if  the  bank  raises  those  re- 
serves and  the  reserves  for  its  other 
highly  leveraged  loans  to  the  levels 
that  other  banks  have,  it  will  wipe  out 
its  shareholder  equity  of  $3  billion. 
Manny  Hanny's  leveraged-buyout  ex- 
posure is  $3.1  billion.  Murphy  says  the| 
bank's  dividend  of  over  $3,  for  a  10% 
yield,  may  be  cut  soon.  Says  Manny 
Hanny  Senior  Vice-President  Gene 
McQuade:  "The  dividend  is  unquestion- 
ably safe  and  the  reserves  are  ade- 
quate." But  even  if  the  reserves  were 
to  be  raised,  he  says,  the  bank  would 
still  have  sufficient  equity. 

Murphy  says  McDonnell's  defense 
and  commercial-aircraft  businesses  are 
bound  to  drop  sharply.  Its  debt  has 
zoomed  from  $40  million  in  1984  to  $2.3 
billion,  and  the  company  faces  a  tax 
bill  that  may  total  $1  billion  because  of 
taxes  deferred  in  previous  years.  Mur- 
phy foresees  a  dividend  cut  here,  too. 
A  spokesman  denies  any  such  plan. 


ALLERGAN:  SEEING 
PAST  THE  MYOPIA 


Allergan  is  now  in  its  second  life 
as  a  public  company.  From  1973 
to  1980,  this  producer  of  eye- 
care  products  built  up  a  following  on 
Wall  Street  as  it  reached  $100  million 
in  sales.  Then,  in  1980,  it  was  acquired 
by  pharmaceutical  giant  SmithKline. 
But  last  July,  when  SmithKline 
merged  with  Beecham,  Allergan  was 
spun  off  to  shareholders.  It  now  boasts 
a  formidable  $1  billion  in  sales. 

But  the  stock  fell  to  $15  a  share 
from  the  spin-off  price  of  $25  a  share. 
Why?  In  November,  management  ad- 
justed its  sales  estimate  for  1989  down- 
ward. But  Allergan's  fans  say  that  the 
sales  dip  was  temporary  and  that  to- 
day's low  price  is  a  buying  opportunity. 
Allergan's  "strong  financial  condition, 
positive  cash  flow,  and  attractive  new- 
product  outlook  should  rebuild  investor 
confidence,"  says  Adele  Haley,  an  ana- 
lyst at  Alex.  Brown  &  Sons. 

But  some  investment  pros  see  anoth- 
er reason  to  buy.  They  whisper  that  a 
large  European  pharmaceutical  compa- 
ny is  eyeing  Allergan.  One  possible  ac- 
quirer, they  say,  is  competitor  Alcon 
Laboratories,  a  subsidiary  of  Nestle. 
Alcon  commands  about  11%-  of  the  eye- 
care  market,  vs.  Allergan's  12%.  A 
New  York  takeover  investor  puts  Al- 
lergan's buyout  value  at  $30  a  share.  A 
spokesman  declined  comment. 
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Because  they  combine  high  quality  and 
ease  of  use,  Kodak  printing  plates  satisfy  the 
most  demanding  printers  and  customers. 

Whedier  the  printing  press  is  a  small  sheet-fed 
model  or  a  web-fed  monster,  there  is  a  Kodak 
printing  plate  to  fit.  Kodak  plates  offer  wide 
exposure  and  processing  latitude  and  consistent 
performance  on  press.  That  means  less  downtime, 
fewer  makeovers,  longer  runs . . .  all  the  things 
that  increase  productivity  and  make  printers'  lives 
easier  and  more  profitable. 

We  are  more  than  photographs.  We  are  the 
world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960H. 


The  new  vision  of  Kodak 
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DIPOLOMACY I 


MAKING 

HIS  tpm 


But  is  his  vision  too  narrow  for 
the  post-d  '  :cnte  era? 


W!  '11  George  Bush  named  his 
lungtime  friend  James  A.  Bak- 
er III  to  run  the  State  Dept., 
Washington's  wags  figured  that  the  for- 
mer Treasury  Secretary  and  White 
House  chief  of  staffs  real  assignment 
would  be  as  unofficial  Prime  Minister. 
But  for  much  of  his  first  year  in  office, 
it  was  often  unclear  that  Baker  was 
even  running  foreign  policy.  While  Bush 
handled  Panama  and  China,  Baker  re- 
sponded to  historic  East-West  changes 
only  at  the  prodding  of  congressional 
critics.  Even  his  engineering  of  Bush's 
first  summit  with  Soviet  leader  Mikhail 
Gorbachev  in  Malta  merely  enabled  the 
U.  S.  to  catch  up  with  allies  that  long 
ago  had  embraced  perestroika. 

Now,  an  emergent  Baker  may  be 
ready  to  make  his  move.  When  he  visits 
Moscow  on  Feb.  6  to  prepare  for  a  U.  S. 
summit  in  June,  Baker  will  step  into  the 
spotlight  to  negotiate  a  strategic  nuclear 
arms  pact  and  conventional  arms  cuts  in 
Europe  that  may  stand  as  the  high  point 
of  Bush's  Presidency.  And  Baker  isn't 
stopping  there.  He's  also  hatching  a  bold 
plan  to  raise  Japan's  standing  to  that  of 
a  superpower,  and  then  get  Tokyo  to 
pay  for  much  of  the  rebuilding  the  U.  S. 
wants  to  see  in  Eastern  Europe. 
TUNNEL  VISION?  The  (juestion  is,  will  he, 
even  with  such  moves,  still  find  himself 
behind  the  foreign  policy  curve'?  Baker, 
who  managed  three  Presidential  cam- 
paigns, often  views  the  world  through 
the  filter  of  domestic  politics — which 
makes  some  critics  wonder  whether  he 
is  prepared  to  grapple  with  the  enor- 
mous implications  of  the  changes  in 
world  politics.  "Baker's  in  a  job  that 
right  now  requires  a  real  statesman," 
says  John  D.  Steinbruner,  director  of 
foreign  policy  studies  at  the  Brookings 
Institution.  "Frequently,  a  real  states- 
man has  to  get  beyond  the  immediate 
concerns  of  domestic  policy." 

Washington's  top  challenge  at  the  mo- 
ment is  finding  a  way  to  support  the 


BAKER  WANTS  TO  RAISE  JAPAN'S  GEOPOLITICAL  STATURE— AND  ITS  FUNDING  OF  EASTERN  EUROPI 


fledgling  democracies  in  Eastern  Europe 
as  the  euphoria  of  dancing  on  the  Berlin 
Wall  yields  to  harsh  realities.  The  great- 
est threat  to  Democratic  reform  in  Eu- 
rope is  economic  collapse.  But  the  Bush 
Administration,  saddled  with  a  budget 
deficit  and  a  Congress  that  hates  to 
spend  money  on  foreign  aid,  has  been 
able  to  offer  only  a  pittance. 

Meanwhile,  Tokyo  has  more  money 
than  it  knows  how  to  spend.  So  Baker's 
goal  is  to  entice  Japan,  and  its  money, 
into  playing  a  much  bigger  role  in  Eu- 
rope. The  payoff  for  Tokyo  would  be 
tacit  recognition  as  the  world's  third  su- 
perpower, with  meetings  between  the 
President  and  Japan's  Prime  Minister 


(eieff 


put  on  a  par  with  Bush-Gorbachev  sum 
mits.  "This  is  more  than  foreign  policy 
or  economic  policy,  it's  national  policy 
says  one  State  Dept.  planner.  "This  rela 
tionship  is  too  important  to  be  left  to  th- 
Treasury  Dept.  or  the  economists." 

The  domestic  politics  of  the  move  an 
dicey.  This  year  is  sure  to  see  a  nev  fei 
round  of  Japan-bashing  on  Capitol  Hill 
With  polls  consistently  showing  tha 
Americans  regard  Tokyo  as  a  greate 
threat  to  national  security  than  Moscow 
members  of  Congress  will  likely  lool 
askance  on  a  plan  to  foster  a  "specia 
relationship"  with  Tokyo. 

But  in  a  wide-ranging  interview  witl 
BUSINESS  WEEK  on  Jan.  19,  Baker  main 
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Only  nature  can  build  better  instruments 
to  protect  our  water  resources. 


th  a  pH  meter  you  can 
termine  to  within  two 
cimal  places  whether 
<  water  of  a  lake  is  neu- 
I,  alkaline  or  acidic. 


The  mormyrid  emits  about  400- 
800  pulses  per  minute  at  regular 
intervals.  Bad  water  quality 
literally  turns  him  off  -  he  re- 
duces the  number  of  pulses.  No 
wonder  this  sensitive  guy  has 
long  been  used  as  a  living  sen- 
sor for  monitoring  the  quality  of 
drinking  water. 

 Although  pH  instruments 

available  from  Great  Lakes  In- 
struments don't  have  quite  so 
many  sensing  capabilities  as  the 
mormyrid,  they  do  a  more  accur- 
ate job.  Our  instruments  use  a 
special  glass  sensor  that  gener- 
ates a  measurable  voltage  when 


placed  in  water  or  a  water  based 
solution.  The  intensity  of  this 
voltage  is  directly  proportional 
to  the  pH  of  the  water.  So  you  can 
readily  determine  whether  a 
water  supply  is  acidic  and  by 
how  much.  Plus  you  can  do 
something  about  it! 

 Glass    electrodes  and 

electronic  instruments  are  just 
one  example  of  Schott's  pace- 
setting  R&D  achievements. 
Today's  emerging  technologies 
depend  on  special  glass  from 
Schott. 

 Schott  worldwide:  50,000 

products,  42  production  facili-     Nobody  knows  more  about  glass. 


ties,  represented  in  more  than 
100  countries,  with  over  $1  bil- 
lion in  sales 

 Schott  in  North  America: 

11  companies  employing  more 
than  1,800  people. 

 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B3,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


O  SCHOTT 
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tained  that  the  Japanese  have  earned  an 
expanded  role  as  a  world  power.  "There 
are  a  lot  of  things  we  do  with  the  Japa- 
nese that  don't  get  a  lot  of  attention,"  he 
said,  citing  steadfast  Japanese  support 
for  American  positions  in  international 
institutions.  And  while  Japan's  e.xu'^i't- 
oriented  trade  policies  make  it  a  differ- 
ent kind  of  country  economically  he  as- 
serts that  "there  are  few,  few  instances 
where  the  U.  S.  and  Japavi  ■!  i  on  differ- 
ent wavelengths." 

UPHILL  FIGHT.  Baker  i  ■  eeping  an  eye 
on  geopolitics  as  W(  '  With  Gorbachev 
scheduled  to  visit  '  :  an  next  year,  Mos- 
cow and  Tokyo  s n  near  resolving  a  45- 
year-old  disput  ver  several  islands  that 
has  long  sti:  ■  :  in  the  way  of 
closer  RussM  Japanese  relations. 

Baker's  j)lan  to  cozy  up  with 
Japan,  however,  won't  fly  in  the 
U.  S.  without  trade  concessions 
from  Japan.  If  Tokyo  doesn't 
loosen  its  distribution  system 
and  make  access  to  imports  eas- 
ier, an  angry  Congress  could 
persuade  the  politically  sensi- 
tive Baker  to  back  off.  "They've 
got  to  show  us  substantial  prog- 
ress with  these  problems,"  says 
a  senior  Administration  official. 
"Time  has  run  out." 

The  Japanese,  too,  have  their 
doubts.  "We've  been  constantly 
discussing  with  the  U.  S.  the 
possibility  of  high-level  discus- 
sions of  global  issues,"  says  a 
senior  official  in  the  office  of 
Prime  Minister  Toshiki  Kaifu. 
"But  we  don't  exactly  have  in 
mind  a  coordinated  approach  to 
economic  aid  and  security." 

Skeptics  scoff  at  what  they 
believe  is  Baker's  naivete  in 
thinking  that  the  U.  S.  can  still 
direct  its  allies'  foreign  policies. 
"The  Administration  seems  to 
think  that  Washington  will  pro- 
vide the  wisdoii.,  the  Europeans 
will  do  the  commitlce  work,  and 
Japan  will  write  \h"  checks," 
says  Ed  A.  Hewett,  a  socialist  economies 
specialist  at  Brookings.  "It's  no  secret 
that  whoever  writes  the  (  '.ccks  invari- 
ably ends  up  with  the  influence." 

But  if  anyone  can  balance  Bush  s  am- 
bitious policy  goals  with  his  modest  re- 
sources, it's  Baker.  Bush  himself  plays  a 
larger  role  in  foreign  policy  than  any 
President  since  Richard  Nixon.  But  next 
to  the  President,  Baker  is  clearly  in 
charge  of  all  aspects  of  international  re- 
lations. National  security  adviser  Brent 
Scowcroft  seems  content  to  operate  in 
the  background.  And  Defense  Secretary 
Richard  B.  Cheney,  preoccupied  with 
budget  woes,  hasn't  taken  a  high-profile 
role  in  policy  formulation. 


It  was  Baker  who  overrode  skeptics 
such  as  Cheney  to  resolve  Bush's  doubts 
about  engaging  with  Gorbachev.  And 
Baker's  "no  risk"  approach  toward  Gor- 
bachev has  made  the  best  of  the  Soviet 
leader's  unpredictable  future.  "The 
question  shouldn't  be  whether  he  suc- 
ceeds or  not,"  says  Baker,  "but  whether 
we  can  take  advantage  of  the  fact  he's 
there  now  reforming  the  system  to  lock 
in  agreements  that  would  be  very  diffi- 
cult for  any  successor  to  reverse." 

Baker  has  always  prided  himself  on 
being  the  consummate  dealmaker.  Twice 
last  year  he  defused  NATO  crises.  First 
he  figured  out  a  way  to  settle  an  argu- 
ment between  Germany  and  its  NATO 


SI 
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WALL  OR  NO,  BAKER  SEES  EUROPE  WITH  AN  EAST-WEST  FAULT  LINE 


BAKER'S  AGENDA  FOR  1990 


SOVIIT  UNION 


►  Long-range  strategic  missile  accord 

►  Trade  and  investment  accord 


►  NATO- Warsaw  Pact  accord  to  cut  conventional  weapons 

►  Assistance  to  fledgling  democracies 


►  Get  Japan  to  support  U.S.  goals  in  Eastern  Europe,  Mexico 

►  Pacific  Rim  economic  cooperation  talks 

DATA:  BW 


allies  over  modernizing  nuclear  missiles 
in  Germany.  Then,  as  part  of  a  "new 
architecture"  for  Europe  that  he  un- 
veiled in  December,  Baker  quieted  an 
alliance  dispute  over  German  reunifica- 
tion. By  acknowledging  the  Germans' 
right  to  self-determination  and  guaran- 
teeing nervous  allies  in  London  and  Par- 
is a  voice  in  Germany's  future,  he  pulled 
the  allies  back  from  the  brink  of  a  dev- 
astating split.  Yet  if  East  and  West  Ger- 
many were  to  join  and  become  one  West- 
ern nation,  the  U.  S.  would  not  object, 
says  a  senior  Administration  official. 

Europeans  fear  that  the  institutions 
that  have  held  the  Continent  together 
through  the  postwar  era  are  flying 


apart.  And  critics,  concerned  about  Bii 
er's  continuing  emphasis  on  arms  cc^ 
trol,  wonder  if  he  is  changing  quicl-f 
enough  with  the  times.  "So  far,  Bakea 
policies  have  been  suited  to  a  period 
detente,"  says  Michael  Mandelbaum, 
East-West  expert  at  the  Council  on  Fi 
eign  Relations.  "But  this  is  no  Ion, 
just  detente.  This  is  a  revolution  in  t| 
international  order." 

The  Warsaw  Pact  and  Comecon, 
economic  counterj^art,  are  under  inte 
strain.  The  European  Community's  pla| 
for  1992  are  being  tossed  in  a  sea 
change.  And  NATO  increasingly  loo] 
like  a  defense  organization  in  search  o 
threat.  Meanwhile,  elections  in  both  G( 
manys  this  year  could  prof 
unification   much   faster  th 
anyone  but  the  Germans  wan  |j" 
to  go.  "German  time  is  movi 
faster  than  Brussels  time 
London  time  or  Paris  time 
says  Jochen  Thies  of  the  G( 
man  Foreign  Policy  Society, 
West  German  think  tank. 

De  facto  economic  reunific 
tion  of  Germany  may  be  inevit 
ble,  but  Baker's  "new  architt  j' 
ture"  proposal  assumes  that  ti 
Continent  will  remain  indefinit 
ly  divided  by  a  political  fai 
line.  He  wants  NATO  to  assun 
an  expanded  political  role  in 
building  Eastern  Europe  ai 
for  the  European  Community 
coordinate  aid. 

OUT  OF  TUNE?  To  some  U.  S.  ; 
lies,  the  lack  of  a  vision  for 
transformed  Europe  will  spe( 
the  loss  of  American  leadershi 
"The  U.  S.  will  lose  as  mu< 
control  over  Western  Europe 
the  Soviet  Union  has  [lost]  ovi 
Eastern  Europe,"  says  a  hig 
ranking  French  official 

Even  the  Soviets  are  sayir 
they  have  doubts  about  whetb 
Washington  is  really  attuned 
the  revolution  in  Europe.  ¥> 
example,  the  White  House 
continuing  to  insist  that  convention 
force  reduction  talks  in  Vienna  shou 
be  limited  to  the  relatively  modest  wit. 
drawals  discussed  in  Malta.  But,  sa; 
Soviet  Foreign  Ministry  spokesman  Ge: 
nady  I.  Gerasimov,  "in  my  view,  the  n 
gotiations  we  had  in  Vienna  were  ove 
taken  by  events." 

Baker's  critics  may  be  right  that 
lacks  a  grand  strategic  sense.  But  eve 
the  doubters  concede  that  the  Secretar 
of  State  is  a  good  tactician.  And  in 
world  where  each  week  brings  stunnin 
changes,  that  skill  will  be  invaluabi 
The  question  is:  Is  it  enough? 

By  Bill  Javetski  in  Washington,  with 
reau  reports 
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UN  MAURIZIO  GUCCI 
RING  THE  GLAMOUR  BACK? 


's  in  control,  and  things  are  looking  up  for  the  first  time  in  years 


¥hen  Maurizio  Gucci  abruptly 
left  Milan  in  the  summer  of 
1987  to  go  to  Switzerland,  it 
hardly  a  pleasure  trip.  Gucci,  presi- 
i  of  the  elite  Italian  retailer  that 
•s  his  family  name,  was  fleeing  ar- 
on  charges  of  fraud  and  violation  of 
ign  exchange  regulations.  "The  ex- 
ence  was  terrible,  unbelievable,"  he 

But  the  fugitive  life  did 
i  one  advantage:  "I  had 
'  to  plot  my  strategy,"  re- 
;  Maurizio.  Years  of  fam- 
ntrigue  and  internecine  le- 
battles  had  dragged  the 
ily  business  down.  While 
ling  things  over  in  Swit- 
and,  Gucci  decided  that 
ng  the  company  could  no 
;er  be  a  question  of  com- 
nise.  Says  Maurizio:  "I  re- 
;d  that  Gucci  could  sur- 
only  with  one,  single 
tegy" — and  he  was  deter- 
ed  that  it  be  his  own. 
ow,  his  chance  has  come, 
legal  troubles  settled, 
arizio  was  restored  as 
>ident  of  Guccio  Gucci  last 
^  And  he  has  bold  plans 
.  he  hopes  will  put  the  glit- 
-and  profits — back  into  It- 
5  fabled  purveyor  of  luxu- 
^oods.  His  goal:  to  make 
ci  once  again  the  world's 
iing  trademark  in  leather 
ds  and  fashion  accesso- 
.  "Gucci  is  still  one  of  the 
jical  names,"  Maurizio 
5.  He's  confident  that  in  a 
years,  a  renovated  Gucci 
be  a  $1  billion  company. 
IILY  FEUDS.  The  articulate, 
'ear-old  lawyer  may  be 
it.  For  the  first  time  in  a 
ide,  things  are  looking  up 
Gucci.  Until  recently,  it  appeared 
ded  for  fashion  oblivion.  The  closely 
1  company  was  torn  by  some  of  the 
;t  bitter  and  highly  publicized  family 
lutes  in  Italy  since  the  16th  century 
ts  of  the  Borgias.  Maurizio  says  it 
■  his  relatives  who  framed  him  for 
gedly  forging  his  dead  father's  sig- 
are  to  avoid  inheritance  taxes — which 


got  him  a  suspended  sentence  in  1988. 
Not  until  December,  1989,  did  a  Milan 
appeals  court  clear  him. 

Amid  the  squabbling,  warring  factions 
carved  out  virtually  independent  fief- 
doms  in  the  company,  with  almost  no 
coordination  among  them.  Rival  compa- 
nies such  as  France's  Hermes  and  Ita- 
ly's Giorgio  Armani  and  Fendi  moved 


MAURIZIO  IN  MILAN:  PLANNING  A  SMALLER  LINE  OF  BETTER  PRODUCTS 


quickly  to  take  Gucci's  place.  Meanwhile, 
Gucci's  trademark  was  licensed  indis- 
criminately— for  products  such  as  sheets 
and  towels — and  the  Gucci  name  became 
almost  commonplace.  Says  New  York 
marketing  consultant  Faith  Popcorn: 
"When  you  see  that  stripe,"  referring  to 
Gucci's  trademark  red  and  green  band, 
"you  want  to  throw  up." 


Suddenly,  there  were  more  than 
14,000  different  Gucci  products — not  to 
mention  dozens  of  knockoff  watches  and 
T-shirts,  which  further  cheapened  the 
name.  Gucci,  which  once  sported  a  hand- 
ful of  elegant  shops,  mushroomed  by  the 
1980s  into  an  unruly  assemblage  of  2,500 
outlets  worldwide.  That  led  to  falling 
standards:  New  York  magazine  called 
the  personnel  at  Gucci's  shop  on  Fifth 
Avenue  "the  rudest  in  the  city."  Con- 
cedes Maurizio:  "We  kind  of  lost  focus." 
CHAIR  MAN.  But  he  remembered  better 
times.  The  grandson  of  founder  Guccio 
Gucci,  Maurizio  began  his  career  with 
the  company  as  a  teenager,  wrapping 
packages  during  Christmas  break  at  a 
Gucci  shop  in  Milan.  He  studied  law  at 
Milan's  Catholic  University,  and  after 
getting  a  degree  in  1972,  he  joined  Gucci, 
where  he  worked  his  way  up  to  presi- 
dent by  1987.  These  days, 
Maurizio  usually  manages  to 
put  in  12-  to  16-hour  days  at 
his  luxurious  Milan  office. 
Most  leisure  time  is  devoted 
to  tennis  and  collecting  19th 
century  French  furniture, 
which  Gucci  calls  "elegant, 
but  not  pompous." 

Now  uncontested  at  the 
helm,  Maurizio  is  charging 
forward — thanks  in  large  part 
to  the  backing  of  Investcorp, 
a  Bahrain-based  investment 
bank  best  known  for  its  high- 
ly profitable  buyout  of  Tiffa- 
ny &  Co.  in  1984.  In  mid-1988, 
Investcorp  announced  it  had 
bought  a  50%  stake  in  Gucci 
by  buying  out  all  the  sparring 
minority  shareholders  in  the 
family — an  investment,  say 
family  sources,  of  $200  million 
to  $300  million. 

Maurizio's  biggest  coup 
since  regaining  control  was 
his  move  last  November  to 
hire  star  retailer  Dawn  Mello 
to  oversee  product  develop- 
ment. As  president  of  Berg- 
dorf  Goodman,  Mello  trans- 
formed a  rather  stuffy  store 
into  one  of  the  Big  Apple's 
top  high-fcishion  emporiums. 

Gucci  and  Mello  want  to  re- 
store Gucci's  image  to  that  of 
its  golden  days  in  the  1950s 


and  1960s,  when  Grace  Kelly  and  Jac- 
queline Kennedy  were  regular  clients. 
Seeking  to  create  a  uniform  identity  for 
the  Gucci  trademark,  Maurizio  bought 
back  all  26  franchises  in  the  U.  S.  And 
he's  tightening  control  over  the  fast- 
growing  Asian  operations.  Most  impor- 
tant, he  is  slashing  the  several  thousand 
shops  and  store  counters  that  carry 
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/  don 't  know  doctor,  ever 
I  nee  we've  made  this  acquisition, 
I've  bem  seeing  double!! 


If  your  comper^y  has  some  equipment  or  excess 
inventory  it  doeso  !  need  anymore,  call  EAL.  We'll  turn 
your  tax  deductib^  ionation  into  scholarships  for 
needy  students,  ana  opplies  for  worthy  colleges. 

Educational  Assistance  L  td  Phone  (312)  690-0010,  or 
write  RO.  Box  3021,  Glen  Ellyn,  IL  60138. 


Gucci  products  to  fewer  than  500  exclj 
sive,  well-appointed  retail  outlets.  Tl 
number  of  items  bearing  the  Guc' 
trademark  will  be  cut  dramatically,  to 
promises  Mello,  and  the  quality  ii 
proved.  Still,  because  products  are  d: 
signed  months  in  advance,  the  firl, 
fruits  of  Mello's  efforts  won't  appe;"; 
until  late  fall. 
PRINCELY  PALAZZO.  Maurizio  conced(| 
that  repositioning  the  company  will  tal 
several  years.  But  the  restructuring  th; 
began  under  Investcorp  has  already  ir 
proved  the  bottom  line:  Gucci  companic 
around  the  world  had  sales  of  $300  m 
lion  last  year,  with  additional  revenu( 
of  $300  million  froiii  goods  sold  und( 
license.  Profits — not  including  millions  i 
license  fees —  increased  by  457c',  to  $^| 
million.  I 
As  if  he  weren't  busy  enough,  Gucci  i 
also  at  work  on  another,  private  restor 


'It's  awfully  difficult 
to  climb  back  to  the  top  of 
the  mountain  once  you've 

been  up  and  down' 


tion.  In  December,  he  bought  Villa  Be'| 
losguardo,  a  run-down,  18th  century  p; 
lazzo  near  Florence  that  once  was  th 
home  of  legendary  opera  singer  Enric 
Caruso.  When  the  $10  million  restoratio 
is  done,  Maurizio  says,  he  will  create 
Gucci  Foundation  to  support  cultur; 
events.  Part  of  the  palazzo  will  also  b 
used  as  a  school  where  Gucci  manager 
can  attend  seminars  on  product  develo{ 
ment,  finance,  and  new  services. 

Whether  those  managers  can  boast  c 
Gucci  as  the  world's  top  luxury  trad* 
mark  is  unclear.  "It's  awfully  difficult  t 
climb  back  to  the  top  of  the  mountai 
once  you've  been  up  and  down,"  say 
Olive  Chajet,  chairman  of  Lippincott  d 
Margulies  Inc.,  a  New  York  firm  specia 
izing  in  brand  identity.  He  compares  it 
current  reputation  with  that  of  Cadillac 
"Still  pretty  good,"  he  says,  "but  nc 
Rolls-Royce,  at  the  top  of  the  market' 

Despite  past  difficulties,  there's  n 
doubt  the  Gucci  name  is  still  potent, 
recent  independent  survey  by  Lando 
Associates,  San  Francisco-based  identit 
consultants,  showed  that  Japanese  cor 
sumers  rank  Gucci  among  the  top  thre 
luxury  trademarks — along  with  Chant 
and  Porsche.  If  Maurizio  Gucci  can  sc 
cure  that  status  worldwide — and  mak 
money  doing  it — then  his  personal  ani 
professional  comeback  will  be  complete 

By  John  Rossant  in  Rome,  with  Andrei' 
Rothman  in  New  York 
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The  first  satellite-delivered 


information  network  for 


the  petroleum  indi '  y 


"Piatt's  Global  Alert,"  from  McGraw-Hill.  Accurate,  up-to-the-minute  information 
is  what  fuels  the  petroleum  industry.  Delivered  directly  to  a  personeil  computer,  this 
reail-time  information  system  gives  users  a  direct  connection  to  the  world's  energy 
markets.  And  an  edge  on  the  competition. 
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At  McGraw-Hill,  being  first 
is  almost  second  nature. 


conomics 


EASTERN  EUROPE  I 


BLUEPRI^  rS  FOR  A  FREE  MARKEI 
IN  EA5'  £RN  EUROPE 


The  bloc  natior    .lew  corporate  structures  could  retain  elements  of  socialism 


I  he  Great 


isfomiation  is  under 


Tway. 
Eastet  jurope's  infant  democra 
cies  are  r  ting  central  planning  and 
state  ow;  ;hip  in  favor  of  free  markets 
and  priv  a^.  property  to  revive  their  mor- 
ibund f ;  onomies.  If  they  successfully  re- 
structure, Czechoslovakia,  Hungary,  and 
other  Eastern  European  countries  could 
enjoy  economic  miracles  akin  to  those  of 
Japan  and  West  Germany  after  World 
War  II.  But  if  they  fail,  they  could  enter 
a  world  of  hyperinflation, 
massive  unemployment, 
and  demagogue  politics. 

A  vibrant  cottage  indus- 
try is  springing  up  among 
U.  S.  economists  whose  ad- 
vice is  being  solicited  by 
Eastern  Europe's  new 
leaders.  No  single  blue- 
print exists  to  ensure  eco- 
nomic growth  and  a 
smooth  transition  from  so- 
cialist to  market-based 
economies.  Instead,  econo- 
mists offer  a  number  of 
important  guideposts  for 
managing  the  transition. 
FREE  TO  FIRE.  They  agree, 
however,  that  the  key  to 
economic  success  lies  in 
unleash. n)_'  -competition, 
and  that  tin  way  to  do 
that  is  to  tai.  .late-con- 
trolled compaiji  and 
move  them  into  the  p  .  ate 
sector.  Managers  need  to 
respond  to  market  signa 
rather  than  to  administra- 
tive fiat,  argues  Herbert 
S.  Levine,  economist  at  the  University  of 
Pennsylvania.  He  emphasizes  that  man- 
agers must  ha\^'  the  freedom  to  hire  and 
fire  employees,  pursue  capital-spending 
programs,  and  place  their  own  modern- 
ization bets.  This  means,  say  economists, 
that  the  way  companies  have  operated  in 
Eastern  Europe  for  more  than  40  years 
will  have  to  be  overhauled. 

But  remaking  the  company  can  be  a 
messy  process.  Eastern  Europe  is  trying 
to  jump-start  private  competition  and  at 


the  same  time  create  the  necessary  legal 
structure  and  market  institutions.  Soon, 
reforms  to  bolster  private-market  com- 
petition will  lead  to  bankruptcies,  unem- 
ployment, and  large  wealth  disparities. 
Capitalism  works  precisely  because  it 
produces  unequal  economic  rewards,  and 
that  realization  is  already  causing  prob- 
lems. Who  will  own  the  companies  and 
run  the  factories  are  among  the  most 
contentious  issues  in  East  Europe  today. 
Take  the  most  basic  approach  that 


it 


i 


economists  are  recommending  and  that 
East  Europe  is  already  trying.  Under 
the  "sell-off"  model,  a  company  or  its 
division  is  sold  to  a  foreign  buyer  or 
management  (table).  In  Hungary,  Citi- 
corp planned  financing  for  a  large  man- 
agement buyout,  which  has  already 
sparked  a  backlash.  First,  there's  the 
worry  that  companies  are  being  sold  too 
cheaply.  Realistic  values  are  well  nigh 
impossible  to  hit  upon  in  the  absence  of 
an  open  capital  market.  Two  deals  in 


Poland  involving  shipyards,  for  instanpitf 
are  on  hold  because  a  price  can't 
struck  between  the  state  and  t 
buyers. 

"Then,  there's  a  concern  that  manag( 
are  protecting  themselves  at  the  expei  K 
of  the  workers  by  selling  cheaply,  f 
quently  to  foreigners.  Tufts  Univers 
economist  David  Ellerman  observes  tl 
privatization  is  often  a  "golden  pa 
chute  for  the  nomenklatura,  since 
allows  present  managers  to  propertlkf 
their  power."  East  Euro]  li 
ans  are  also  worried  abc  b 
that.  "It  is  a  sensitive 
sue  for  the  Hungarian  c 
zenry,"  says  Marton  T  ti 
dos,   economist  at 
Economics  Institute  of  l|iie 
Hungarian  Academy 
Sciences. 

THIRD  WAY.'  Still,  laws  C 

be  written  limiting  abus  m 
say  the  new  economic  ;  iiitt 
visers  to  Eastern  Euro]  Jii 
And  they  point  out  tl 
there  may  be  little  choi  tt 
After  all,  the  commun  tl. 
elite  is  the  nascent  mid 
class,  and  its  manager  (1? 
and  educational  experiei 
are  needed  during  t 
transition.  What's  mo: 
these  countries  need  f 
eign  investment  and  tei  mi 
nical  proficiency  to  becoi  [m 
world-class  competitors.  ill- 
Selling  off  the  state-C( 
trolled  companies  coi  ^ 
eventually    produce  H 
cross-ownership  syst(  ip 
similar  to  the  West  German  corpori 
model.  Indeed,  Peter  Rona,  chief  exei 
tive  of  IBJ  Schroder  Bank  &  Trust  Co. 
New  York,  predicts  that  this  will 
the  dominant  model  in  Eastern  Euro]|t ; 
In  this  system,  creditors  and  sup]  ip; 
ers  would  own  stakes  in  each  oti  li 
and  workers  would  be  given  board  n 
resentation  and  strong  work-protecti  tf- 
rules. 

Not  everyone  wants  to  include  the  \ 
reaucrats  and  emulate  West  Germai  irj; 
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in  Poland's  Solidarity  party  and 
iry's  Democratic  Forum  party  are 
ig  hard  for  employee  stock  owner- 
alans  (ESOPs).  The  government 
offer  employees  access  to  cheap 
with  the  debt  paid  off  from  fu- 
ash  flow — similar  to  a  leveraged 
t.  Local  governments  or  nascent 
jrcial  banks  could  take  mi- 
equity  stakes  to  ease  the 
)ad.  Ideologically,  the  ESOP 
ill  within  Eastern  Europe's 
irian  ideals.  Indeed,  the 
s  a  model  for  those  yearn- 
r  a  "Third  Way"  between 
ism  and  socialism.  It  ac- 
capitalism's  competitive 
its  to  bolster  economic 
1  but  keeps  the  socialist 
of  worker  ownership — in 
words,  capitalism  in  every- 
but  ownership, 
s  are  already  starting  up  in 
gion,  in  part  because  they 
•m  to  ingrained  socialist 
But  economists  disagree 
vhether  ESOPs  will  deliver 
nic  growth.  The  worry  is 
sfty  stock  owTiership  won't 
employee  initiative  but 
vfiW  ignite  wasteful  power 
:les  over  corporate  policies, 
in  the  new  market  environ- 
most  likely  the  firms  that 
»ankruptcy — the  less  com- 
e  ones — will  get  bought  by 
re,"  says  David  C.  Stark, 
stem  European  expert  at 
liversity  of  Wisconsin.  That 
reason  some  economists, 
tted  to  social  equity  but 
1  about  workers  absorbing 
uch  risk,  favor  a  "social- 
id"  policy  over  the  ESOP  ap- 
1.  Currently  at  the  stage  of 
nic  discussion,  the  idea  is 
to  turn  companies  ready 
vatization  into  corporations 
larketable  shares.  Each  cit- 
ould  then  get  a  portfolio  of 
shares. 

lUPTCY  SHOCK.  The  new 

ny  in  Eastern  Europe  will 
)ly  draw  from  all  of  these 
5  of  organizational  form. 
i,  "my  recommendation 
be  to  let  all  forms  of  own- 
bloom  at  the  beginning," 
Ian  Svejnar,  economist  at 
liversity  of  Pittsburgh  and 
viser  to  the  new  govern- 
in  Czechoslovakia.  "Give 
all  a  chance  and  see  what 
es." 

owing  this  capitalistic  tenet  will  be 
treatment  for  Eastern  Europe, 
bankruptcy  has  been  virtually  un- 

i  for  40  years.  Approximately  100 
companies  are  candidates  for 

aptcy  in  Hungary,  estimates  Ari- 


zona State  University  economist  Josef 
Brada,  with  some  7%  of  the  state  budget 
going  to  prop  up  money-losing  enter- 
prises. It's  estimated,  too,  that  10%  to 
30%  of  Hungary's  work  force  is  vulnera- 
ble to  layoffs  at  newly  privatized  compa- 
nies. Yet,  says  University  of  Houston 
economist  Paul  Gregory,  with  some 


A  PRIVATIZATION  ROAD  MAP 

The  new  governments  in  Eastern  Europe  ivill  choose 
from  among  these  models  to  privatize  state-owned  firms. 


THE  SELL-OFI  MODEL 


Sell  to  incumbent  management  or  a  foreign  company 

ADVANTAGES  The  company  gets  new  capital,  technol- 
ogy, and  possibly  foreign  expertise,  or  the  state  profits 
PROBLEMS  Managers,  often  party  functionaries,  be- 
come entrenched  or  receive  "golden  parachutes,"  after 
selling  out  at  low  prices.  A  political  backlash  ensues 


THE  CROSS-OWHERSHIP  MODEL 


Break  up  state  giants  and  form  new  parent  companies 
consisting  of  closely  linked  networks  of  suppliers  and 
creditors.  Workers  serve  on  the  boards  of  directors  and 
are  union  members.  Key  units  own  a  stake  in  each  other 

ADVANTAGES  Similar  corporate  forms  revived  West 
Germany  and  Japan  after  World  War  II 
PROBLEMS  May  reward  inefficient  suppliers 


THE  ESOP  MODEL 


Convert  companies  or  divisions  into  worker-owned 
firms  through  an  employee  stock-ownership  plan 
(ESOP).  Each  employee  makes  a  small  outlay,  but 
banks  and  government  provide  most  of  the  fuiancing 

ADVANTAGES  Workers  maintain  rights  and  may  be  more 
highly  motivated 

PROBLEMS  Workers  may  avoid  difficult  managerial  deci- 
sions on  wage  and  investment  policies.  Near-bankrupt 
companies  may  select  ESOPs 


THE  SOCIAL-DIVIDEHD  MODEL 


Convert  state  companies  into  corporations  with  market 
able  shares.  Each  citizen  gets  a  portfolio  of  stocks  as  a 
"social  dividend."  Or  use  a  voucher  system  to  allow  citi 
zens  to  bid  for  ownership 

ADVANTAGES  A  capital  market  is  created  instantly 
PROBLEMS  The  state  treasury  often  receives  no  pro- 
ceeds with  which  to  pay  off  foreign  debts  or  defray  so- 
cial welfare  costs,  and  companies  get  no  new  capital 


THE  EHTREPREHEURiAL  MODELl 


Create  new  partnerships,  cooperatives,  and  small  pri- 
vate firms.  Encourage  managers  and  workers  at  large 
companies  to  start  new  ventures  in-house 

ADVANTAGES  New  firms  are  essential  for  job  creation 
Can  also  provide  technological  innovation,  customer 
service,  and  competition  for  the  big  companies 
PROBLEMS  Will  fuel  popular  resentment  if  entrepre- 
neurs are  seen  as  profiteers 


price  signals  now  coming  from  the  mar- 
ket and  others  still  dictated  by  the  state, 
it  is  "difficult  to  know  whether  enter- 
prises are  bankrupt  because  of  bad  man- 
agement or  simply  the  result  of  bad  luck 
by  getting  low  selling  prices  and  high 
input  prices." 
Economic  logic  suggests  that  one  solu- 


tion is  to  enact  price  reforms  and  other 
changes  quickly,  such  as  Poland  is  do- 
ing. But  social  and  political  realities 
probably  demand  go-slow  reform  else- 
where. The  speed  of  change  depends 
largely  on  how  quickly  new  employment 
opportunities  cun  be  created  for  redun- 
dant workers.  All  the  centrally  planned 
economies  suffer  from  "the  so- 
cialist black  h(>i<  "  a  dearth  of  the 
enterprising  sni.ill-  and  medium- 
size  companies  th;i?  are  so  vital  to 
dynamic  growth  in  'tp  West  and 
Japan. 

This  means  that  ; ,  mraging 
entrepreneurship  will  pr  '  ably  be 
an  important  adjunct  to  whatever 
the  new  governments  of  Eastern 
Europe  choose.  But  credit  re- 
mains a  problem.  The  interest 
rate  for  private  businesses  in 
Hungary  is  25%  to  32%,  and  in 
Poland  it  can  be  as  high  as  300%. 
That's  a  serious  disincentive  to 
building  a  "ompany.  Neverthe- 
less, entrepi- tifurial  activity  is 
taking  off  in  i  H-^tern  Europe. 
But  the  new  busine  .  men  are  vul- 
nerable to  a  political  backlash  un- 
less they  are  perceived  to  be  en- 
hancing economic  welfare. 
MACRO  MOVES.  Whatever  micro- 
economic  changes  take  place,  of 
course,  orthodox  macro-economic 
reforms  are  also  needed  to  stabi- 
lize these  economies,  say  the  ad- 
visers to  the  East  Europeans.  On 
the  fiscal  side,  economists  recom- 
mend stiffer  income  taxes  and 
possibly  even  consumption  taxes 
to  help  close  escalating  budget 
gaps  and  finance  benefits  for  the 
workers  who  will  lose  their  jobs 
in  the  transition  to  a  market 
economy.  Oii  the  monetary  side, 
most  econ-imists  agree  that  re- 
forms are  needed  to  control  infla- 
tion. Ample  supplies  of  money 
are  chasing  limited  supplies  of 
goods,  thus  driving  decontrolled 
pricf'3  even  higher. 

The  transition  out  of  socialism 
is  not  a  military  campaign  with  a 
predetermined  set  of  tactics  and 
strategies.  But  the  great 
strength  of  capit;i;  >m  has  always 
been  its  adap"  ility  to  every- 
thing from  th(  New  Deal  to  the 
postwar  le'  onstruction  of  Japan 
to  the  welfare  state  in  Sweden. 
Successful  economic  development 
is  always  a  process  Oi  innovation 
and  improvisation.  As  it  experiments 
with  different  forms  of  corporate  owner- 
ship, Eastern  Europe  could  well  devise 
its  own  path  to  capitalism,  one  that  not 
only  promotes  capital  but  also  protects 
labor. 

By  Christopher  Farrell  in  New  York, 
with  Gail  Schares  in  Bonn 


CS 


BUSINESS  WEEK/FEBRUARYS,  1990  89 


FOR  AD  RATES 
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Corporate  Gifts 


EMBROIDERED 
CAP  SALE 

FROM 
$42? 


oice 


America  :  jp  companies  can't  afford 
to  look  second-rate  Tfiat  s  why  ttiey 
cfioose  our  distinctive  corporate  image 
products  Amencan  made  caps,  sfiirts. 
jackets  and  more  and  now  'meiy 
crafted  gift  items,  too.  each  witfi  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


YOUK 
HERE 


CALL  FOR  FREE  CATALOG 
800-792-2277 
IN  CA  800-826-8535 

— -'^■^     3952  POINT  lytU  WAY 
'  HAYWARD,  34545 
FAX  (415)  786-1111 


Financial  Services 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Pe'tormance 
Ratings  of  .H  NYSE 
stocks  shov  2'  0  ex- 
tremely vu'ne- 
stocks  (rated  8  .  - 
-including  some 
famous  name, 
which  I  believe  couil  tv 
"take  a  bath"  I'll  rush 
you  the  Performance 
Ratings  (S39  value)  as  a  bon  , -m 
your  subscription  to  TheZweig  ro': 
cast  Time  is  crucial. 

Three-Month  Trial  $50.  One  Year 
$245,  Visa  or  MC  1-800-633-2252 
Ext  9024. 

THE  ZWEIG  FORECAST 

P.O.  Sox  360,  Belimore,  N.Y.  11710 

Business  Opport'jnities 


MAP 


VEIG 


INCORPORATE  IN  DELAWARE! 


Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 

CallWrrte  for  FREE  KIT: 
P.O.  Box  484-BW 
Wilmington,  DE  19899 
80O-321  -CORP  •  302-652-6532 


BU5INE55r%WtEK 

RKETriAa 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL6061  1 


ealth/Fitness 


.  The  lading  Edge  In  Treadmill 
Technolog) 

770 

PROORAMMABU 
TRAINEH 


Woricing  out  on  a  TRUE 
PROGRAMMABLETRAINER  inihe 
comfort  of  your  own  home  or  office  means 
you'll  work  out  more  consistently  and  be 
more  likely  to  adhere  to  your  aerobic 
program  despite  weather  conditions 


CALL  NOW  FOR  A 
DEALER  NEAR  YOU! 
180014:6-6570 
TRUE  FITNESS 
TECHNOLOGY.  INC 
865  HOFFRD 
O  FALLON.  MO 
63366 
•\ND  START 
BURNING  MORE 
CALORIES' 


Coins 


IRKK  TRIAI.SUBSCRIPTION 


Own  Bullion  or  Rare  Coins? 

Precious  Mrials  &  SumisrruUic  Focus  is 

MUST  READING! 

Tam  Y««r  C«tm  &  BslLMn  InU  Winners! 

Call  For  Free  Trial  Subscription 

1-800-333-3163,  Ext.  123 


Executive  Maternity  Fashion 


Dresses  For  Success 


4" ' 


temporary  sportswear  and  evening 
dresses  too'  For  a  great  image  dunng 
and  atter  pregnancy  Catalog  with 
^watches  and  fit  guide  S3  refundable 
.s:thorder  Visit  our  storvs  in;  AtUnta 
Arlington  His.,  TL  Baltimoft  Boston. 
ChirtoHe  NC  OiK^go  Cleveland. 
D.U*i.  Denver  Fur  Oaks  Mall  VA.  Ft. 
Lauderdale  Hamibui^  PA  Hanford 
CT  Houuon  King  ol  Pnissti  PA  Los 
Angeles  Memphis  TN  Minneapolis 
Ne»  Orieins  New  1  ori  Palo  Alto  CA. 
Ptiiljdelptiia  Pittsburgti  Pnnceion  N  ). 
Ro<tiester  MN  St.  Louis  San  FranosfO, 
Orange  Co«nt>  CA.  Siamtonl  CT  Wash- 
ingTon.  DC.  Phone  Zi.-  -:5  015! 
1 .101  Noble  Street  5th  Floor  Dept 
WW—  Phila   PA  l^)];.! 


BUSINESS  WEEK  MARKET-PLACE 

For  rates  and  information  write  or 
call  Margaret  McNamara  at: 

BUSINESS  WEEK  MARKET-PLACE 

100  East  Ohio  St .  Suite  632 
Chicago,  IL  60611 
(312)337-3090 


Inventories  Purchased 


Are  excess  inventories 
tying  up  your  cash? 

Send  for  a  FREE  copy  of  this  guidebook 
detailing  your  company's  casli  recovery 
options  from  excess  or  obsolete  electronic 
&  electro-mechanical  inventories. 

This  32-page  step-by-slep  guidebook  outlines  a  ivide  range 
of  disposal  options,  including  pnvale  sale,  auction,  consignment 
&  more.  It  explains  the  advantages  &  disadvantages  of  each  option 
in  terms  ol  cash  return,  liming,  overhead  expenses  &  tax  consequences,  S 
helps  you  decide  whch  method  is  best  suited  to  maximize  the  benefus  tor  your  company. 
To  order,  mail  to: 

 AMERICAN  DESIGN  CORP.  .... 

P.O.  Box  220,  Dept.  BW,  815  Fairview  Ave.,  Fairview,  NJ  07022 
or  CALL  TOLL  FREE  1  (800)  776-3800 

Or,  in  New  Jersey  (201)941-5000 


PRESERVATION 

PLAN  ON  IT 


Write 

National  Trust 

for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


FOR  AD  RATES 
ND  INFORMATION 
PHONE: 
(312)  337-3090 
OR  WRITE: 


H  m  BUSINESS  n  WEEK 

mARKETrLoa 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 


jcation/lnstruction 


H  TO  SPEAK  FRENCH  BY 
.  NATURAL  IMMERSION 

h  French  participants  tor  7 
isive  days  in  tlie  DORDOGNE 

R1814  Chateau  LAVALOUZE 

LA  ROCHE  CHALAIS  (France) 
tel.  53  9144  28 


inancial  Services 


\RD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 


/Ve  do  not  make  loans 
Minimum  $100,000 
5-20  years 

Funding  Assistance  Corp. 
505  Park  Ave.  NYC 

U.S.A.  1212)  755-9400 

-  Fax (212)  755-7339  


Steel  Buildings 


WHOLESALE 

f  Steel  Buildings,  Inc. 
1-800-462-9992 

 $7,495' 

 $11^500* 

i  $23,395" 

(0  J39,995" 

c«n  purchMe  your  StMl  Building  at 
nM\t  Prices  and  Sav«  Thoutanda 
llara  Complete  Bulktina  Includes 
framea,  purlins,  girts,  sheeting  & 
•rare,  (No  Wood  Required).  Engr. 
ed.  Any  Style.  Size  or  Color.  Labor 
9.  Call  toll-h»e  or  FAX  716-«32-2323. 
FOB  a  Cost  iMsed  on  LL/IWL. 


Business  Services 
^^^^^^^^^^^ 

Franchise 

yourbusinessi 

For  the  expert  help  you  need  to 
become  a  franchisor,  call 
the  franchise  specialists. 

FfancofP^ 


I212I9I2  3&O0      1708)481  2900 


1-800-877-1103 

Business  Opportunities 


PAY  PHONES 

You  keep 
the  profit! 

We  carry 
most  lines. 

CaU  for 
price  quote. 

1-800- 
767-8440 

Midwest  Telephone  Supply 

2000  N   Court  #10L  Fiirfield,  lA  52556 


Profitable  Business  For  Sale  Owner  fin 
ancing  Excellent  terms  West/  Midwest 
states  Various  types/sizes  AFFILIATED 
BUSINESS  CONSULTANTS  Mr  Williams 
719-548-8888 

Business  Wanted 


SELL  US 
YOUR 
COMPANY 
FAST! 


Sell  us  your  manufacturing, 
trucking  or  retail  business 
f^inimum  revenues  of  $2 
million  Fast  deals,  casfi 
plus  assumption  of  debt 
Contact 


■AYTREE 

INVE5TOHS.INC 


CHICAGO  NEW  YORK 
708-318-6161  212-696-5515 


Business  Software 


Four  billion  new  ways 
to  manage  your  business 

lur  contacts  are  your  business.  When  you  manage  them  efficiently  with 
egular  correspondence,  tight  follow-up  and  fast  response  time,  your  busi- 
vill  profit  and  grow  rapidly. 

e  Maximizer  is  InfoWorld's  "Best-In-Class"  contact  management 
are.  Using  the  blazing  speed  of  Novell 's  B-Trieve'",  it  controls  your  phone 
appointments,  mailouts  and  personal  records.  With  over  four  billion 
ible  categories.  The  Maximizer  allows  you  to  classify  and  sort  unlimited 
:ts.  At  the  touch  of  a  key,  it  automatically  enters  each  category  for  you. 
able  for  LANs.  -  «The 

e  your  local  dealer  today.  Or  order 
ly  for  only  $195.00  from  Richmond 

nologies  &  Software,  420-6400  Tel:  (604)  299-2121 

ns  St.,  Bumaby,  BC.  V5G  4C9.  Fax:  (604)  299-6743 


Maximizer 

Contact  Management  Software 


Wine  Cellars 


WiNECELLARS-  USA 

18  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Your  Cost 


Visa/MC/AwEx/Dtscover 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models 

Not  Hamimadc 

40  Bottle  Glass  Door 

$  599 

$  499 

60  Bottle  Class  Door 

749 

659 

FurVault  holds  about 

8  Furs  $3495 

$  1895  1 

Custom  Cellars  &  Racking  Systems  -  Call  For  Catklj|g 
134  W         St.  Los  Angeles  •  80d/777/VINO  (777-8466)  or  in  CA  213/71*^1500 


Business  Opportunities 


INCORPORATE  IN  DELAWARE 

$225  for  Complete 
Incorporation 

WHiniNGTON  &  AULGUR,  Law 

Offices.  For  free  information 
Write  P.O.Box  5550, 
Wilm.,  DE  19808  or  Call 
1-800-441-9459  


Business  Opportunities 

AIINew19Su~«ANCHISE 
Annual  Directs ; 

Fully  describes  j,200  Franchisors.  In- 
cludes Handbook  section  concerning 
what  you  should  know  before  entering 
Franchise  agreement.  (Our  21st  Year) 
390  pages  $34.95  -i-  $5.00  postage  & 
handling.  Money  back  guarantee. 
INFO  FRANCHISE  NEWS.  728  B 
Center  Street,  Lewlstown.  NY  1 4092. 


Computers/Office  Equipment 


IMamark 

UdSaJUUMM^  TURBOSPORT386 

.  „      r.  .  ,    .     PORTAiLE  LAPTOP 
The  Great  Deal  Catalog!  GOWIPUTER 


Zenith  recently  closed  out  thetr 
remaining  inventory  of  this  fantastic 
laptop.  Now  you  can  pick  up  one  at 
BELOW  DEALER  COST! 

•  80386  32-bit  processor.  12/6  MHz 
(switchable). 

•  40  f^B  (28ms)  hard  drive 

•  One  3  5"  1  4  MB  floppy  disk  drive 
•2IVIBRAM  •  100%  IBM  compatible. 

•  "Page-Wfiite"  flourescent  backlit  LCD 
display,  10,5"  viewing  area 

•MS-DOS  3  21  included 

•  Supports:  MS  OS/2  version  1,0.  Xenix 
also  Microsoft  Windows/386  environments 

•  Zero  wait  state    •  Socket  for  80387  numeric  co-processor 

•  Internal  Hayes  2400  baud  modem 

•  Senal  and  parallel  pnnter  ports  Factory  New  &  Perfect! 

•  Resolution  640  x  400  pixels 

•  79-key  full  function  detachable  keyboard. 

•  Real  time  clock  and  calendar,  i-,  . 

•  AC  adapter  Mfg.  Sugg.  Reta. 


"Fast"  charge  NICad  battery  pack 
included 

Dim,:  13,25"W  x  14  75"D  x  4  75"H 
Weight  14  7  lbs 
One  Year  Warranty! 

RUSH  DELIVERIES  ONl  Y 
J^^^tUBJf^  I  ^-95  plus  normal  S'H  (.sk 
•**^  I  an  operator  10  "SHIP  IT  F  ED 

EXs  Delivery  Service'" 


DAM ARK 

PRICE; 

liem  No  B-1533-12866G 
Insured  Ship/Hand  :  $14  50 


:  8,499.00 

2999 


_ZENITH  Laptop  Compu't  1  isl  @  $2999 
each, plus  $19  00  s/n  e?  :  item  No 
B  1533  128686   MN  re',  add  6%  Mies  tax. 


FOR  FASTEST  SERVICE  CALL  TOLL  FREE  Name  - 


1 '800-729-9000 


Address  

City.State.Zip  _ 


Damark  Int'l,  Inc 


□  Check/MO  □  VISA  □  Master  Card 
□  Discover 
1  Card  No  

Exp  Date  _ 


.  Ph  »  ( 


6707  Shingle  Creek  Parkway,  Minneapolis,  MN  55430  Customer  Service  ■  612  566-'«940 


ersonai  Business 


EDITED  BY  PETER  FINCH 


Travel 


plannih^.  a  trip? 
let  wd  pc  do  the  legwork 

t; 


jllil- 


I  he  week  before 
giving,  Mark 
decided  to 
holiday  travel  ) 
stead  of  placir 


.KS- 

iride 
.ge  his 
.  But  in- 
frantic  call 


to  his  local  '     el  agent,  the 
broadcastii     tiialyst  connect- 
ed his  per    uil  computer  with 
the  Anr  lean  Airlines  reser- 
vation s .  stem  and  scoured  the 
list  oi'  available  seats. 
Half   an    hour  later, 
McBride  found  a  ticket 
that  fit  his  new  itiner- 
ary— and  saved  $70  off 
the  regular  fare.  "That's 
the  sort  of  time-consum- 
ing thing  a  travel  agent 
wouldn't  want  to  do,"  he 
says  with  a  touch  of 
pride.  "But  I  find  this 
fun,  and  I'd  rather  do  it 
myself." 

Thanks  to  the  it  ex- 
plosion, just  about  any- 
body can  become  an  arm- 
chair travel  agent.  All  you 
need  is  a  computer,  a  modem, 
some  communications  soft- 
ware, and  access  to  a  "gate- 
way" computer  network,  such 
as  CompuServe.  Then  you're 
ready  lo  check  the  progres; 
of  your  mother-in-law's  flight 
from  Cli  '-land,  book  a  luxu- 
ry ski  hoi: :la>  'n  St.  Moritz,  or 
even  peer  int-^  your  frequent- 
flier  account. 

'MENU  HELL.'  C.'  .■  •■  a  gate- 
Way — a  local  nuii.  M  ;  —links 
your  modem  with  oiu  • '  the 
three  airline-reservations  s'  >•- 
vices  (table).  These  servitt  s 
let  you  check  fares  and  book 
flights  on  practically  any  air- 
line in  the  world. 

Gateways  also  offer  their 
own  services,  such  as  tour 
packages,  detailed  \v  eather  in- 
formation, and  travel  tips. 
While  most  of  the  travel  ser- 
vices themselves  are  free,  the 
gateways  usually  charge  a 
fee.  The  biggest,  CompuServe 
(800  848-8199),  charges  about 
21$  a  minute.  Advertiser-sup- 


irti 


lavs 


THE  BIG  THREE  OF  PC  TRAVEL  SERVICES 


Name 


What's  available 


EAASY  SABRE       Airline,  hotel,  rental-car  reservations;  American  Airlines 
frequent-flier  balances 

OAG  ELECTRONIC   Airline,  hotel,  rental-car,  and  condo  reservations; 
EDITION  airport  arrival  info;  discount/sports/adventure  tours;  fre- 

quent-flier info  on  many  airlines 

^I^AVELSHOPPER  Airline,  hotel,  rental-car  reservations;  Northwest  Airlines 
frequent-flier  balances;  TWA,  Northwest  arrival  and  depar- 
ture status 

DATA:  BW 


ported  Prodigy  (800  822-6922), 
a  joint  venture  of  Sears  and 
IBM,  costs  only  $9.95  a  month 
for  unlimited  usage. 

The  pfer-minute  charges  can 
add  up — particularly  for  nov- 
ices who  have  to  hunt  for  an 


explanation  of  an  "open-jaw" 
or  "circle-trip"  fare.  "It's  very 
easy  to  get  trapped  in  menu 
hell,''  says  Richard  tenEyck, 
director  of  the  telecommunica- 
tions group  at  the  Boston 
Computer    Society.  Adds 


McBride:  "Whatever  I  sa 
on  my  first  ticket,  I  proba 
ate  up  in  CompuServe  feei 
Of  all  the  reservation  s 
tems,  the  OAG  Electronic  I 
tion  (800  323-3537)  has 
best  mix  of  easy-to-use  c( 
mands  and  efficiently  pres( 
ed  data.  (OAG  stands  for  0 
cial  Airline  Guides,  the  bi 
of  the  frequent  flier.)  Parti 
larly  nifty  are  its  fi  ^ 
screens,  which  use  charts 
quickly  flag  advance-purch; 
requirements  and  cancel*! 
tion  penalties. 

Unlike  the  other  s 
tems,  OAG  can  be  reached 
rectly  from  your  comput  S't 
without  a  gateway.  But  at ' ' 
per  minute  during  busin<  * 
hours,  it  can  be  pricey 
browsers.  It's  usua 
cheaper  to  go  througl 
gateway.  There's  ano ' 
er  drawback:  Resen 
tions  made  through  ' 
OAG  system  on  TWA  £ 
several  other  airlines  can 
ticketed  only  by  the  Thoirli 
Cook  travel  agency,  which  ffld 
a  hassle  for  travelers  w 
prefer  to  pick  up  tickets 
the  airport. 

American  Airlines'  Eaa 
Sabre,  the  four-year-old  c(Mii 
sumer  version  of  its  trai 
agents'  reservation  system, 
more  flexible  about  tickefci' 
You  can  pick  them  up  or  ha  bos 
them   sent  anywhere  yt 
want.  The  system  has  seveitt; 
other  noteworthy  features: 
automatically  displays  tfei 
lowest  one-way  fare  availat  s  i 
on  each  flight.  It  also  has  s. 
brand  new  fare-finder,  whi  M 
asks  you  to  name  a  price  a)ti( 
then  ferrets  out  the  flighiH 
where  it's  still  available 
"That  was  the  No.  1  reque 
from  our  users,  who  want 
inuch  control  as  they  Cftl 
get,"  says  Eaasy  Sabre  ma 
ager  James  Kite. 
At-home  travel  agents  wl 


id; 
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colorful  graphics  ver- 

Eaasy  Sabre  on  the 
y  network  won't  be 

plug  into  either  of 
me-saving  features  un- 

summer.  Still,  Prodi- 
ain-English,  fill-in-the- 
travel-request  screens 

raves  from  users; 
ther  systems  require 
3  memorize  codes  and 
mmand  sequences.  Eu- 
iller,  president  of  Co- 
a  bank  holding  compa- 
etroit,  has  turned  into 
gy  fan.  When  his  sec- 
hands  him  his  itiner- 
11  run  off  the  airline 
es  on  either  side  of  the 
he's  scheduled — so  I'll 
le  options  if  the  meet- 
Is  early  or  late,"  Mil- 


ler says.  "It's  really  neat." 

Not  everyone  feels  that 
way  about  Travelshopper,  a 
service  offered  by  TWA  and 
Northwest  Airlines'  PARS  res- 
ervations system.  It's  the 
least  user-friendly  of  the  ma- 
jor services.  Comparing  fare 
restrictions  among  different 
airlines  on  a  route — one  of  the 
key  attractions  of  being  your 
own  travel  agent — is  a  real 
chore:  You  have  to  flip  back 
and  forth  among  different 
screens.  And  the  system's  de- 
scriptions of  important  fare 
restrictions  are  skimpy  com- 
pared with  those  of  other  ser- 
vices. But  if  you  frequently 
travel  on  special-purpose 
fares,  such  as  government  or 
senior  discounts,  they're  easy 


to  seek  out  on  Travelshopper. 

Booking  flights  is  only  the 
beginning  of  what  you  can  do 
with  a  PC.  With  a  little  prac- 
tice, you  can  check  prices  or 
make  reservations  for  hotels 


Prodigy's  easy-to-use 

screens  have 
earned  rave  reviews 


and  rental  cars  almost  any- 
where in  the  world.  You'll 
also  find  a  host  of  discount 
foreign  air  fares,  cruises,  and 
package  tours.  The  Official 
Recreation  Guide,  available  on 
a  number  of  networks,  asks 


for  your  favorite  type  of  vaca- 
tion— adventure,  sun,  water, 
etc.  Then  it  gives  you  a  list  of 
tour  packages  that  fit  your 
specifications. 

But  be  sure  to  look  careful- 
ly at  the  travel  packages  of- 
fered over  most  gateways. 
One  computerized  discount 
travel  service  now  has  two- 
night  air-and-ii  packages 
to  Las  Vegas  i  r  .$596  per 
couple.  Yet  a  qui-  scan  of 
airfares  and  hotel  pt  .  es  listed 
on  Eaasy  Sabre  sho>vs  that 
you  could  book  a  similar  trip 
for  at  least  $50  less — with  a 
wider  choice  of  airlines,  de- 
parture times,  and  hotels. 
That  kind  of  sleuthing  is  what 
being  your  own  travel  agent 
is  all  about.  Jim  Ellis 


igantic  meals,  sumptu- 
ous desserts,  and  oth- 
er indulgences  of  the 

season  have  taken 
ill.  It's  definitely  time 
;  eating  healthily  and 
ng  again — if  you  could 
;  up  off  the  couch, 
solution  may  be  a  trip 
dth  spa.  You'll  spend  a 
's  eating  right,  exercis- 
d  breathing  fresh  air. 
il  also  come  away  with 
ittitude  toward  fitness 
I  theory,  should  stay 
u  through  the  year, 
rve  busy  professionals 
n't  afford  much  time 
many  spas  now  offer 
d  visits.  The  Heartland 
>4853),  80  miles  south- 
'  Chicago,  is  one  such 
Its  weekend  package 
140  a  person  in  a  dou- 
Ti  and  $660  in  a  single, 
ice  includes  van  rides 
from  Chicago, 
idyllic  former  farm  ac- 
iates  up  to  28  guests 
3ekend,  offering  physi- 
vities  such  as  aerobics, 

swimming,  weight- 
g  classes,  and  brisk 
last  corn  and  soybean 

\SKS.  In  between  such 
[IS  are  lectures  on  nu- 
and  relaxation  tech- 
There's  also  plenty  of 
or  saunas,  pedicures, 
issages.  An  hour-long 
-during  which  my  skin 
)ned  and  moisturized 
uch  exotic  potions  as 
lineral  spray,  collagen 


Health 


SPAS  FOR  THE  WEEKEND 
FITNESS  FREAK 


HEARTLAND:  AFTER  SWIMMING  OR  RUNNING,  YOU  OH 
PAMPER  YOURSELF  WITH  A  FACIAL,  SAUNA,  OR  PEDK  ME 


elastin,  avocado  lotion,  and  a 
mud  mask — was  a  highlight 
of  my  recent  stay. 

Free  information  about  oth- 
er spas  is  available  from  Spa- 
Finders  (800  255-7727  or  212 
475-1000^  and  Spa  Trek  Inter- 
national (212  779-3480).  These 
travel  agencies  book  spa  vaca- 
tions and  sometimes  offer 
special  promotional  prices. 

Before  booking  a  room,  it's 
important  to  sort  out  what 
you  hope  to  accomplish.  Want 
to  cram  in  as  much  exercise 
as  possible?  Southern  Califor- 
nians  might  try  the  Palms 


(619  325-1111)  in 
Palm  Springs, 
which  offers  16 
hours  of  exercise 
classes  a  day.  In 
Lenox,  Mass., 
there's  the  three- 
month-old  Canyon 
Ranch  (413  637- 
4400),  boasting 
100,000  square  feet  of  exer- 
cise space. 

One  of  the  most  luxurious 
U.  S.  spas  is  Miami's  Doral 
Saturnia  (800  331-7768).  For  a 
four-day  stay  during  the  peak 
winter  season,  the  room  rate 


is  $1,575  a  i)erson,  double  oc- 
cupancy. Hert  the  emphasis  is 
on  being  cosset'  Each  of  its 
48  private  suites  features 
gold-plated  fixtures  and  a 
marble  Jacuzzi.  All  of  its  mas- 
sage and  facial  treatments 
are  imported  from  Italy. 
BLAND  CHOW.  Not  interested 
in  so  many  frills?  There's  the 
New  Age  Health  Spa  (800  682- 
4348)  in  Neversink,  N.  Y.,  an 
easy  drive  from  New  York 
City  or  Philadelphia.  A  week- 
end runs  as  little  as  $186  per 
person  in  a  double  room.  In 
addition  to  regular  spa  fare  of 
facials,  cross-country  skiing, 
and  aerobics,  it  also  features 
some  New  Age  specialties 
such  as  astrology 
consultations  and 
Zen  Tai  Chi  Do 
instruction. 

Another  key 
question:  "How's 
the  chow?''  Some 
resorts  cook  up 
quite  scrumptious 
f eas  i :  adding  up 
to  iy  1,200  calo- 
i  a  day,  but  the 
cartland's  cui- 
.^me  was  bland 
and  unsatisfying. 
This  c  .n  really 
hurt:  Although 
my  Visit  inspired 
me  to  exercise  and  eat  better, 
the  food  left  r  e  feeling  de- 
prived. When  I  got  home  Sun- 
day night,  before  I  had  even 
unpacked,  I  broke  down  and 
scarfed  an  entire  pint  of  ice 
cream.  Lois  Therrien 
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Small-business  owners, 
beware:  In  Washington, 
there's  renewed  tinker- 
ing wi:!i  a  favorite  estate-tax- 
saviiig  device — the  estate 
freeze.  While  the  Internal 
Revenue  Service  recently  is- 
sued new  restrictions  on  the 
freeze  strategy.  Congress  and 
the  Treasury  Dept.  are  h;i 
at  work  coming  up  wit' 
fresh  crop  of  rules  tha'  .id 
appear  in  the  tax  bill  ^irly 
as  next  fall. 

The  estate  frf-  used  to 
be  a  popular  v  co  pass  a 
family-owned  .iness  from 
one  gener:  i  to  another 
without  it  ring  big  estate 
taxes.  Pa  .is  pulled  it  off  by 
recapitai  :>ing  their  business 
with  pieferred  and  common 
stock  They  kept  the  pre- 
ferred shares  and  gave  the 
common  shares  to  the  kids. 
The  parents  received  steady 
income,  but  any  appreciation 
in  the  value  of  the  company 
went  into  the  children's  com- 
mon stock. 

When  the  parents  died,  only 
the  preferred  shares,  frozen 
in  value,  were  included  in  the 
estate.  The  common  stock,  re- 
flecting most  of  the  apprecia- 


Tax  Tips 

TAXES:  THE  FAMILY 
ilNESS  MAY  GET  HIT  HARDER 


tion  in  the  business,  stayed 
outside  the  estate. 

The  Revenue  Act  of  1987 
killed  the  tax  break  by  requir- 
ing that  the  children's  com- 
mon stock  be  included  in  the 
parents'  estate.  Then  the  IRS 
issued  a  notice  last  fall  that 
broadens  the  law's  restric- 
tions: It  says  the  IRS  will  in- 
clude in  an  estate  any  proper- 


ty passed  from  parent  to  child 
that  might  appreciate  sub- 
stantially and  in  which  the 
parent  continues  to  have  a 
stake.  "They  took  out  a  shot- 
gun instead  of  a  rifle,"  says 
David  Rhine,  an  accountant  at 
EDO  Seidman. 

The  new  ruling  could  cover 
many  transactions  once 
thought  innocent.  Especially 


sticky  are  instances  wl^ 
parents  transfer  a  companS 
their  children  but  continun 
have  a  business  relationn 
with  them.  For  example, 
daughter  owns  a  restauii^ 
passed  on  by  her  parents  ^ 
continues  to  buy  all  her  fr| 
and  vegetables  from  her  ^ 
ents'  produce  farm,  the  p 
might  decide  that  Mom  (4 
Dad  have  an  interest  in  $ 
restaurant  that  should  beji 
eluded  in  their  estate.  "It 
always  be  hard  to  dravji 
clear  line,"  says  Bob  Cop| 
a  CPA  at  Ernst  &  Young.  ^ 
Parents  who  have  tr;|| 
ferred  businesses  to  their  (| 
dren  will  have  to  be  e) 
careful  with  any  arran 
ments  that  might  fall  ur 
the  new  IRS  restrictions.  V 
estate-tax  rates  running 
high  as  55%,  a  seemingly 
nocuous  transaction  co 
cost  a  bundle.  Those  who 
thinking  about  transferr 
businesses  should  wait  u 
Congress   makes   its  n 
move:  There's  a  chance 
new  guidelines  will  be  cles 
on  how  to  value  what  ; 
keep  and  what  you  transfe: 
your  kids.        Catherine  Y 


If  you  want  an  investment 
that  mirrors  the  market, 
brokerage-house  stocks  al- 
most always  fit  the  bill. 
Trouble  is,  they're  quite  vola- 
tile. That's  why  many  inves- 
tors like  asset-management 
company  stocks.  These  are 
companies  such  as  Dreyfus 
and  i- .  anklin  Resources, 
which  n.anage  mutual  funds 
for  investors.  Their  own 
shares  tenci  to  mimic  the 
market — miu  "ts  wild  ups 
and  downs. 

Unlike  broker. firms 
such  as  Shearson  L  hman 
Hutton  or  Merrill  Lync)'  ..s- 
set  managers  do  not  rely  dii 
income  from  mergers  and  ac- 
quisitions and  other  high-risk 
ventures.  Thi.;  generally 
keeps  them  on  u  more  even 
keel.  While  broke*-age  stocks 
have  stayed  in  a  siump  since 
last  October's  minicrash, 
asset-management  compa- 
nies have  come  back  strong 
(table). 

But  some  asset-manage- 
ment   issues    may  have 


Smart  Money 

HAVE  ASSET-MAHAGEMEHT 
STOCKS  TOPPED  OUT? 


peaked  for  now.  After  climb- 
ing from  30  to  35  in  1989's 
second  half,  Dreyfus  has 
barely  budged  this  year.  T. 
Rowe  Price  has  fallen  from 
31  to  28  since  Jan.  11.  Says 
Joyce  Culbert  of  S.  G.  War- 
burg: "These  stocks  look 
fully  valued." 

Of  all  the  major  asset- 
management  companies,  T. 
I'lowe  Price's  stock  has  fared 
the  worst  this  year.  That's 
partly  because  the  stock 
surged  after  a  2-for-l  split  in 
December,  and  now  that  the 
euphoria  has  worn  off,  it  has 
begun  returning  to  its  earlier 
level.  "Everybody's  afraid  of 
the  stock  market,"  says  ana- 
lyst Dean  Eberling  of  Shear- 
son  Lehman.  But  he  notes 
that  Price's  annual  return  on 


equity  is  34%,  compared  with 
27%  for  the  industry. 
MORE  CLOUT.  Dreyfus  seems 
to  have  little  upside.  To  com- 
pete against  its  privately 
held  archrival,  Fidelity, 
Dreyfus  is  waiving  the  man- 
agement fee  for  its  popular 
Worldwide  Dollar  Money 
Market  Fund.  Michael  Blum- 


SOLID  GAINS 
OVER  SIX  MONTHS 


Company 

July  21  '89  Jan.  22 '90 

ALLIANCE  CAPITAL 

MANAGEMENT 

12% 

15% 

DREYFUS 

30% 

341/4 

EATON  VANCE 

22y4 

273/4 

FRANKLIN 

RESOURCES 

245/8 

30 

T.  ROWE  PRICE 

24  V4 

271/2 

DATA;  BRIDGE  INFORMATION  SYSTEMS  INC. 


stein  of  First  Boston  es 
mates  that  the  no-fee  str 
ture  "hurt  1989  earnings 
50(t  a  share."  One  reas 
Dreyfus'  shares  havei 
slumped:  It's  a  perenn 
takeover  candidate. 

There  may  be  others.  T{ 
persists  on  Capitol  Hill  tl 
Congress  will  give  ban 
more  clout  by  changing  t 
Glass-Steagall  Act — whi 
has  kept  banks  out  of  mu 
of  the  mutual  fund  busine, 
That  could  make  many  pro 
inent  asset  managers  tal 
over  bait. 

In  the  meantime,  for  fi 
damental  value,  many  ai 
lysts  prefer  Franklin  F 
sources,  which  has  little  de 
and  powerful  cash-flow  pr* 
pects.  It  also  enjoys  a  go 
reputation  with  the  broke 
who  sell  its  funds.  "A 
them  who  their  favorite  v( 
dor  is  and  Franklin  is 
every  list,"  says  Blumste 
"Brokers  will  want  to  s 
the  least  troublesor 
funds."  Jon  Friedm 
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Our  corporate  bankers 
work  so  hard  on  your 
business,  youU  thinlc 
they  owned  it. 


With  a  First  Interstate 
corporate  banker  on  your 
team,  you  have  an  ally  to 
help  handle  l}^'^  financial 
needs  of  your  bt  iness. 

Our  corporate  ankers 
are  dedicated  protest  onals, 
committed  to  establishing 
long-term  relationships 
with  their  customers. 
Relationships  built  on 
trust,  responsiveness  and 
flexibility.  Relationships 
designed  to  help  meet  the 
needs  of  your  company- 
now  and  in  the  future. 

There  are  17  First 
Interstate  Regional 
Corporate  Centers  in 
California.  For  the  one 
nearest  you,  rail  Penny 
Bishop  at  (213)  614-5079. 
Then  watch  us  roll  up  our 
sleeves  and  get  to  work. 


Intetf  wte 

Bank 

We  go  the  extra  nale for  you? 


Member  FDIC 
94A-CA 


You  i'e  :  Doking  at  a  remark- 
able pair  o.;  glasses,  developed 
from  space  technology,  that  helps 
a  deal  person  read  lips. 

A  tiny  but  powerful  micio- 
phcne  on  the  frame  connects  to 
a  portable  computer,  which 
converts  spoken  words  into  visual 
cues  that  appear  right  on  the  lens 
of  the  glasses,  almost  as  fast  as  the 


person  being  viewed  speaks. 

Helping  the  eyes  do  what  the 
ears  cannot  is  just  one  of  the  prac- 
tical, down-to-earth  applications 
of  space  technology.  To  find  out 
more  about  it,  call  the  U.S.  Space 
Foundation  at  1-800-255-1000. 
Or  write  to:  United  States  Space 
Foundation,  P.O.  Box  1838, 
Colorado  Springs,  Colorado  80901 . 


SPMC  nCHNOLOCY.  THIS  IS  WHATS  IN  IT  FOR  YOU. 

94B-CA 


This  is  what 
it  feels  like 
to  have 
asthma. 


Try  breathing  through  a  thin  sti  w. 
With  an  asthma  attack  it's  a  f  15  it  for 
every  breath  you  draw. 

Asthma  is  a  serious  lung  disease  that  can  affect  children  and  adults  at  ny 
time.  An  attack  can  be  triggered  by  such  diverse  causes  as  cold  air,  pets, 
tobacco  smoke,  dust,  and  stress.  The  American  Lung  Association "  is 
helping  people  control  asthma  so  they  can  lead  happy,  normal,  active  lives 

It's  a  matter  of  life  and  breath" 


AMERICAN 


LUNG  ASSOCIATION 

The  Christmas  Seal  People* 


contributed  by  tine  publisher  as  a  public  service 


If  you  don't  like  the  Concept  DR'  Dental  Plan, 


you'll  be  the  first. 


Concept  DR*  is  so  remarkably  cost-effective  and  benefit  levels  at  no  increased  cost. 


uncomplicaleu  t  hat  no  company  has  ever  replaced 
its  program  witli  <iiu)ther  dental  benefit  plan  in  the 
entire  eight  years  wf^'ve  offered  it. 

That's  because  Concept  DR  is  free  from  the 
costs  associated  with 
insurance  premiums 
and  unnecessary  claims 
processing.  An;i  it's  so 
efficient  employer^ 
can  save  thousands  of 
plan  dollars— or  improve 


r 


YES,  1  am  interested  in  finding  out  more  about  CONCEPT  DR' 

Name  Title  

Company  

Address  

City  


Concept  DR  is  a  proven,  self-funded,  direct 
reimbursement  dental/orthodontic  benefits  pro- 
gram. The  American  Association  of  Orthodontists 
offers  Concept  DR  as  a  free  advisory  service. 

Everyone  loves  it.  So,  if 
you  don't,  we'll  be  very 
surprised. 


.State 


 Zip. 

.  No-  of  Employees . 


BW5 


L 


Telephone  ^  '  

We  (have)  (do  not  have)  a  dental  plan. 
Mail  to:  Concept  DR* 

American  Association  of  Orthodontists 
460  N,  Lindbergh  Blvd.,  St.  Louis,  MO  63141  (314)  993-1700J 


ConceptDR' 


Amt-ntan  Association  of 
Orthodontists 
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roadway  is  bright  with 
new  theatrical  hits  and 
in  an  upbeat  mood.  In 
it  half  of  the  season,  20 

opened — more  than  in 
Tiilar  period  since  1981- 
id  there  are  still  some 
kets  ahead,  including  a 
ic  Cat  On  a  Hot  Tin 
starring  Kathleen 
•  and  Charles  Durning, 

large-cast  staging  of 
rapes  of  Wrath,  which 
)ig  crowds  in  Chicago, 
pen  in  late  March.  April 

Andrew  Lloyd  Web- 
ispects  of  Love,  a  new 
,1  outselling  his  Phan- 
''  the  Opera  in  London, 
atch  these  or  other  hits, 
best  bet  is  to  phone 

and  charge  seats  on 
redit  card.  Reach  Tele- 

at  800  233-3123,  or  212 
>0  in  New 
ricketron  is 
?2-2030;  in 
York,  212 
12. 

!  are  a  few 
hows  that 
currently 
g  them  in 
ladway: 
^ypsy  (St. 

Theater), 
s  Tyne 
the  mother- 
If  of  TV's 
y  and  Lacey,  has  de- 
1  her  fans  and  show 
ilike  by  becoming  an 
ght  musical-comedy 
She's  the  archetypal 
mother,  cajoling  and 
ig  her  reluctant  daugh- 
fame  as  a  burlesque 
The  classic  Jule  Styne- 
n  Sondheim  score  (with 
thing's  Coming  Up 
)  hasn't  sounded  so 
since  the  original  1959 
ction  starring  Ethel 
in. 

^writer  Sondheim's  1979 
-work,  Sweeney  Todd, 
<.  in  a  marvelously  inti- 


Entertainment 


A  BOFFO  SEASON 

ON  THE  GREAT  WHITE  WAY 


•  *  '   *  - 


cp 


TYNE  DALY  PLAYS  A  STAGE  MOTHER  IN  GYPSY,  ABOVE; 
GRAND  HOrei'S  REAL  STAR  IS  DIRECTOR  TOMMY  TUNE 


iVorth  Noting 


lALCALL.  Sign  up  for 
Sprint  through  Work- 
ssets  Funding  Service 
22-7759),  and  the  mar- 
will  route  1%  of  your 
istance  bill  to  "action 
a"  such  as  the  Environ- 


mate  version  at 
Circle  in  the 
Square.  Up  close, 
you're  virtually 
cloaked  in  the  fog 
of  Victorian  Lon- 
don as  a  ghost-rid- 
den, razor-wielding  barber 
seeks  vengeance  on  the  villain 
who  seduced  his  wife.  Sound 
pretty  downbeat?  Every 
chill — and  there  are  many — is 
balanced  by  a  laugh  line  or 
romantic  ballad. 

Three  other  popular  musi- 
cals claim  to  be  new,  but  fans 
of  vintage  movies  on  TV  may 
get  a  deja-viewed  feeling: 
■  Like  the  antique  film  with 
Greta  Garbo  and  John  Barry- 
more,  Grand  Hotel  (Martin 
Beck  Theater)  details  the  lives 
and  loves  of  a  dozen  guests  at 
a  posh  Berlin  hostelry.  Lack- 
ing any  really  memorable 


mental  Defense  Fund, 
Greenpeace  USA,  and  30  oth- 
ers chosen  by  Working  As- 
sets members. 

■  BEDTIME  STORIES.  The 

Charles  Hotel  in  Cambridge, 
Mass.  (800  882-1818),  now 
has  room  service  for  biblio- 
philes. Barillari,  a  local  book- 
store, will  deliver  any  of  its 


tunes  or  dances,  it's  worth 
seeing  for  its  theatrical  raz- 
zle-dazzle alone.  Director 
Tommy  Tune's  inspiration 
magically  turns  a 
bare  stage  into  a 
place  to  rival  the 
Ritz. 

■  City  of  A  ngels  (Vir- 
ginia  Theater)  also 
lacks   solid  musical 
numbers,  but  fans  of 
such  old  movies  as 
The  Big  Sleep  and 
Murder,  My  Sweet  will 
chuckle  at  its  parodic  style. 
(Says  the  tough  detective 
about  his  sexy  client:  "Only 
the  floor  kept  her  legs 
from  going  on  forever." 
Alternating  with  full-color 
scenes  about  a  screenwrit- 
er battling  an  egomaniacal 
Hollywood  producer, 
scenes  in  black-and-white 


mimic  1940s  private-eye  films. 
■  A  stage  version  of  mgm's 
screen  classic  Meet  Me  In  St. 
Louis  (Gershwin  Theater)  is  a 
"family  show" — perfect  for 
anyone  who  enjoys  the  kind 
of  spectacle  you  get  at  circus- 
es or  Radio  City  Music  Hall. 
Among  the  musical's  lavish 
sets  are  a  rea'  ice-skating  rink 
and  an  actu.il  trolley  that 
seems  to  dance  m  the  Trolley 
Song  number.  But  the  hard- 
working, smiling  |,  rformers 
onstage  won't  crowd  Judy 
Garland  or  Margaret  O'Brien 
from  your  mind. 

Prefer  a  play  to  a  musical? 
Try  for  scarce  tickets  to  catch 
Dustin  Hoffman  as  Shylock  in 
The  Merchan  t  of  Venice  (46th 
St.  Theater,  through  Feb.  24), 
or  Rex  Harrison  and  Glynis 
Johns  in  a  stylish  reworking 
of  Somer.-;'t  Maugham's 
drawing-roon.  -omedy  The 
Circle  (at  the  Ambassador). 

These  days,  orchestra  seats 
for  plays  run  $40  or  $45.  Mu- 
sicals are  more  expensive. 
Most  charge  $55,  and  Jerome 
Robbins '  Broadivay  gets  $60. 
That  makes  long-running  A 
Chorus  Line,  at  $50,  and 
Sweeney  Todd,  at  $45,  rela- 
tive bargains.         Don  Dunn 


50,000  titles  directly  to  your 
room.  The  book's  price, 
along  with  a  $3  service 
charge,  is  added  to  your 
room  bill. 

■  FEMALE  FUNDING.  The  Na- 
tional Association  for  Female 
Executives  is  offering  seed 
money  for  businesses — exist- 
ing or  planning  stage — 


(iwned  by  women.  Applicants 
must  submit  bus  ness  plans 
and  funding  requests,  up  to 
$50,000,  by  Sept.  30.  NAFE 
collects  a  percentage  of  prof- 
its if  and  v/hen  the  company 
goes  into  the  black.  Contact 
NAFE  Venture  Capital  Fund, 
127  W.  24th  St.,  New  York, 
N.  Y.,  10011  (212  645-0770). 
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/estment  Figures  of  the  Wee 


rARY 

straight  week  of  malaise 
incial  markets.  On  Jan. 
3W  Jones  industrial  over- 
neted  77.6  points,  in  the 
ine  since  the  Oct.  13 
ock  prices  were  imped- 
ler  interest  rates  and  re- 
ickluster  corporate  earn- 
Dond  market  turned  sour 
ing  day,  as  traders 
tie  enthusiasm  for  a 
ring  by  Resolution  Fund- 
Stocks  slid  sharply  early 
1  but  regained  ground 
!nd. 


STOCKS 

Jan.        July  Jan. 


BONDS 


THE  DOLLAR 


52-week  change 
+  14.2% 


Jon.  18-24  Jan.        July        Jon.      Jan.  18-24  Jan.        July  Joi 

350         1500  I  I  1360  110^ 


n,     Jan.  18-24 


1  -week  change 

-2.1% 


■  320  1050 


.  310  900 


Shearson  Lehman 
Treasury  Index 


52-week  change 

+  3.5% 


1306  13 
'  1300  90 


1240  70 


1-week  change 
-1.5% 


KET  ANALYSIS 


>CKS 

latest 

%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

ES  INDUSTRIALS 
>ANIES  (Russell  1000) 
)MPANIES  (Russell  2000) 
>ANIES  (Russell  3000) 

2604.5 
172.7 
158.2 
184.1 

-2.1 
-2.3 
-3.3 
-2.4 

14.9 
13.1 
4.2 
12.4 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

7.9% 
8.4% 
3.3% 
13.7 

7.9% 
8.3% 
3.3% 
13.6 

8.6% 
8.8% 
3.3% 
12.1 

%  change  (IckoI  currency) 

TECHNICAL  INDICATORS 

Utest 

Veek  ago 

Reading 

STOCKS 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

345.8 
28.0% 
0.46 
1.01 

3. "..8 

Negative 
Neutral 
Positive 
Positive 

(FINANCIAL  TIMES  100) 
IKKEI  INDEX) 
(TSE  COMPOSITE) 

2278.6 
36,779.0 
3761.5 

-4.0 
-0.1 
-2.9 

17.5 
16.5 
5.4 

33.9 
0.40 
0.95 

STRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

EEK  LEADERS 

% 

4-week 

change 

52 -week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

MNING 

10.4 

43.8 

HOMESTAKE  MINING 

17.0 

61.3 

223/8 

fRING  AND  CONSTRUCTION 

8.4 

60.9 

FLUOR 

9.5 

71.8 

38  ys 

AQURED  HOUSING 

4.8 

-9.2 

FLEETWOOD  ENTERPRISES 

7.1 

--8.4 

241/2 

NICATIONS  EQUIPMENT 

3.2 

43.1 

NORTHERN  TELECOM 

5.4 

45.5 

243/8 

:  ELECTRONICS 

2.4 

20.7 

EG&G 

8.1 

21.6 

35^/8 

EEK  LAGGARDS 

% 

4-week 

change 

52 -week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

AND  MOTELS 


-20.0 


5.0 


PRIME  MOTOR  INNS 


-40.6 


-59.5 


133/8 


CENTER  BANKS 


-10.8 


-0.5 


J.  P.  MORGAN 


-16.4 


0.4 


35 


-10.7 


-10.8 


INCO 


ARKr  AUTO  PARTS 


-10.5 


GOODYEAR  TIRE  &  RUBBER 


AL  TELEPHONE  COMPANIES 


-9.9 


30.3 


SOUTHWESTERN  BELL 


-16  9 

-16  0 
-12.4 


-22.2 


223/4 


-23.6 


36% 


29.2 


543/4 


UAL  FUNDS 


total  return 

% 

LAGGARDS 

Four-week  total  return 

% 

GIC  GOLD/MINERALS 

6.6 

SLH  MULTIPLE  OPPORTUNITIES 

-7.7 

GIC  INVESTMENTS 

6.3 

ALLIANCE  GLOBAL  CANADIAN 

-7.3 

Y  SELECT  ELEQRONICS 

6.2 

FUG  INVESTORS  TELEPHONE  INCOME 

-5.8 

total  return 

% 

52-week  total  return 

% 

GIC  INVESTMENTS 

)  SERVICES  GOLD  SHARES 

LOBAL  GROWTH— JAPAN 

71.8 
70.2 
54.5 

STRATEGIC  GOLD/MINERALS 
PRUDENT  SPECULATOR  LEVERAGED 
UNITED  SERVICES  LOCAP 

-21.6 
-12.4 
-9.8 

4-week  lota!  retu 


MORNINGSTAR  INC. 


Average  fund 
52-v/eek  totol  return 


TIVE  PORTFOLIOS 


nounis 

I  the  present 

$10,000 

one  year 
ach  portfolio 

les  indicate 
otal  returns 


yy 


U.  S.  stocks 
$1I,7M 

-2.68% 


Treasury  bonds 
$11,530 

-0.46% 


Foreign  stocks 
$11,322 

-0.80%, 


DATA  RESOURCES  INC. 


III! 


Money  market  fund 
$10,739 

-1-0.16% 


Gold 
$10,068 

-1.09% 


this  page  are  as  of  market  close  Wednesday,  Jan.  24,  1990,  unless  otherwise  indicated, 
lups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market  close 


Jan.  23.  Mutual  fund  returns  ore  as  of  Jon,  19.  Relative  portfolios  are  valued  os  of  Jan.  23-  A  more 
detoiled  explanation  of  this  page  is  ovailable  on  request. 
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HOW  TO  AVO'  k  HIGH-TECH  ARMAGEDDOH 


We  hold  the  followiri'  oe  self-evident:  If  the  U.  S. 
continues  on  a  b'  icss-as-usual  course,  its  high- 
tech business  inexorably  slip  into  the  hands 
of  the  Japanese.  That  -  acceptable.  If  high  tech  goes  the 
way  of  consumer  el<  aics,  the  nation  will  have  lost  much 
more  than  billion;-  jollars  of  gross  national  product  and 
hundreds  of  tho  is  of  jobs.  It  will  have  lost  its  economic 
cutting  edge.       ue  forever  (page  54). 

Unfortun;  ,  economic  ideology  offers  little  help.  The 
question  i^  ^  whether  the  free  market  will  someday  right 
things.  T  .  leads  only  to  endless  dispute  over  whether  a 
free  m  ^  .et  governs  U.  S.-Japan  trade.  We  prefer  a  more 
pragmauc  approach:  What  is  the  quickest,  surest  way  of 
breaking  out  of  this  seemingly  fatal  spiral? 

As  with  any  complex  problem,  the  causes  are  many:  un- 
fair trade  practices,  an  economic  system  rigged  for  short- 
term  gains,  managerial  ineptitude.  But  the  chief  reason  is 
the  high  cost  of  capital  in  America.  Cure  that,  and  you  will 
have  the  patient  on  the  road  to  recovery. 

Cutting  the  budget  deficit  would  bring  interest  rates 
down,  but  don't  hold  your  breath.  So  would  reducing  busi- 
ness and  consumer  debt  and  increasing  the  savings  rate.  As 
the  baby  boomers  approach  middle  age,  savings  are  rising  a 
bit.  But  time  is  short.  The  Japanese  already  dominate  the 
basic  building  blocks  of  high  tech — memory  chips  and  chip- 
making  equipment.  They  are  ready  to  climb  up  the  informa- 
tion-processing ladder  until  they  have  it  all. 

Consortiums  can  help.  One  joint  venture,  Sematech,  is 
developing  the  inordinately  complicated  machines  needed  to 
produce  the  next  generation  of  chips.  But  another,  U.  S. 


Memories,  which  was  to  produce  state-of-the-art  men 
chips,  just  folded.  It  failed  to  get  the  industry  suppor 
needed — in  part  because  some  companies  were  afraid  par 
pation  would  jeopardize  the  prompt  flow  of  componf 
from  their  Japanese  suppliers.  That  says  it  all,  doesn't 

If  free  markets  aren't  operating,  the  government  n 
step  in.  It  must  recognize  that  chips  are  what  the  Japar 
call  "industrial  rice,"  the  economic  staple  of  the  electn 
age.  They  are  the  core  components  of  ever^'thing  from  ( 
tal  watches  to  supercomputers.  An  economic  superpo 
simply  can't  depend  on  a  competitor  to  supply  them,  e 
cially  one  that  frequently  plays  by  its  own  rules. 

Washington  must  increase  funding  for  high-tech  R&D. 
that's  not  enough.  Somehow  it  must  also  make  low- 
capital  available  for  producing  future  generations  of  me 
ry  chips  and  chipmaking  equipment.  We  like  the  indust 
suggestion  of  a  venture-capital  corporation,  funded  by  ] 
ernment,  industry,  and  private  investors,  that  would  pro 
"patient"  capital  for  these  leading-edge  projects.  That  w( 
make  the  government  a  partner  while  preserving  as  man 
the  advantages  of  the  free-market  approach  as  possible 

Admittedly,  this  solution  opens  the  door  for  every  ai 
industry  to  ask  for  similar  help.  Well,  maybe  they  will  m 
the  case  that  their  plight  threatens  the  whole  econo 
maybe  not.  But  we  know  that  becoming  dependent  on 
Japanese  for  tomorrow's  chips  does  pose  unacceptable  ri; 
This  is  one  time  we  must  take  extraordinary  action. 

When  the  government  puts  its  economic  house  in  ori 
subsidized  loans  won't  be  needed.  Until  then,  howe 
they're  the  quickest,  surest  way  to  avoid  the  unaccepta 


I 


TAX  CUTS:  WASHINGTON  SHOULD  JUST  SAY  'N 


Ei 


Iverybody  in  the  world  seems  to  recognize  that  the 
No.  1  problem  facing  the  U.  S.  is  its  massive  national 
I  debt.  Ev. :  .  body,  that  is,  except  our  elected  officials  in 
Congress  and  \i\  !i  White  House.  The  hot  debate  in  Wash- 
ington these  days  '  ,  incredibly,  whether  to  cut  the  Social 
Security  payroll  tax,  c.if  Mtal-gains  taxes,  or  both  (page  24). 

Certainly  Pat  Moynihan  and  George  Bush  are  making 
political  hay.  Moynihan  puL  the  spotlight  on  a  duplicitous 
practice  tliat,  unknown  to  many  average  taxpayers,  Wash- 
ington has  winked  at  for  years:  Payments  to  Social  Security 
aren't  being  used  to  fund  the  system's  future  needs.  In- 
stead, the  Treas"i-y  is  using  the  funds  to  pay  the  current  tab 
for  defense,  socia:  |)rograms,  agricultural  subsidies,  and  all 
the  other  expenditures  in  our  $1.1  trillion  unified  budget. 
And  you  can  find  few  Republicans  who  don't  love  Bush's 
idea  of  a  lower  tax  on  capital  gains. 

The  truth  is  there  is  a  lot  of  support  on  both  sides  of  the 
aisle  for  these  proposals.  At  the  proper  time,  there  would  be 
strong  arguments  in  favor  of  both — as  well  as  expansion  of 


the  IRA  plan  under  discussion.  The  Social  Security  bite 
become  a  mouthful  in  recent  years,  putting  a  heavy  bu 
on  middle-class  workers.  It  is  a  regressive  tax  that  shoul 
cut  back  unless  the  money  can  be  set  aside  in  an  inde 
dent  fund  (BW — ^Jan.  29).  The  capital-gains  tax  redu 
might  help  the  U.  S.  with  one  of  its  biggest  competi 
problems,  a  low  savings  rate.  But  as  good  as  the  rationa' 
for  making  these  changes,  this  is  not  the  time  to  make  th 
The  equity  market  has  already  trembled  at  the  thoughtiij 
Despite  the  Gramm-Rudman  deficit  limits,  the  debt  kell 
piling  up  at  an  alarming  rate,  and  the  problem  may  soon  a 
worse — even  with  the  so-called  peace  dividend.  With  if 
U.  S.  economy  slowing  down  dramatically,  corporate  proti 
tanking,  and  workers  being  laid  off,  there  could  be  a  jf 
downside  surprise  in  overall  tax  receipts.  Even  with  existfg 
tax  rates,  the  $152  billion  deficit  is  one  reason  why  L3i 
interest  rates  are  rising — not  falling  as  they  should  be  gi'D 
the  economic  slowdown.  This  is  a  time  to  just  say  "no'co 
tax  cuts. 
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bl  oed 
SCOTS  ^ISKY 

lOOX  ScotcK  Kies 


The  uncommonl)  nooth 
Scots  Whisk) 


LIVE  A  CUTTY  ABOVE. 


To  send  a  gift  of  Cutty  Sark  anywtiere  in  the  USA,  wtiere  legal, 
dial  1-800-238-4373 


TheIBMlB||( 

computer.  f^H 
PCs  together^ 
M^t^lp  company  i 


\^hadlots^a 


computerizi^ii 


P(  >  arc  gi 


lormatioi!,.  Kut  if  thovVe  kecpinji;  it 
from  each  oii   r,  that's  not  so  great. 

Instead,  y  t  PCs  should  work 
as  partners,  sharu infonnation 


so  that  anyone  who  needs  it  can 
easily  get  at  it.  So  vour  j)eople  ean 
he  partners,  too. 

\  good  vva\  to  inak<'  that  hap- 
pen is  with  an  IBM  Application 
System/400:"  The  AS/400  is  a  mid- 
range  computer  that  not  onlv  ties 
vour  P(  is  tog<'ther.  it  k^ts  you  store 
ink)rmation  in  a  central  place, 
which  means  youVe  not  just 


conn(x  ted.  vou  re  well-conn(  te| 
And  well-organized. 

Inlact.theASAOOisdfeH 
ed  for  handling  lots  of  users,;rr-^ 
where  from  a  few  to  hundrec 

Whats  more,  the  AS/4( 
runs  over  5,000  application^^! 
solve  specific  husiness  probl'd 
Retailers,  manufacturers, 
distributors,  service  compai ' 


•Source  Sierfa5000  DataBase    "i  1990  IBM  Corporation  IBM  and  400  are  registered  trademarks,  and  Application  Sy5tem/400  and  AS/400  are  traderr,,- 


,  and  they  were  loaded  with 
But  just  because  you're 
n't  mean  you're  organizedr 


governments,  just  about  anyone 
can  find  powerlul,  proven  AS/400 
software  created  to  meet  their 
special  needs. 

And  the  AS/400  is  an  easy 
system:  to  learn,  to  use  and  to  pay 
for.  \ou  can  lease  an  AS/400  for 
as  little  as  $700  a  month  through 
the  IBM  Credit  Corporation. 

All  of  which  helps  explain 


why  in  a  major  survey  of  midrange 
system  owners,  the  AS/400  users 
were  the  most  satisfied! 

To  learn  more,  call  us  at 
1-800-365-4  IBM. 

The  IBM  AS/400.  As  you  get 
big,  it  can  help  you  be  as  oi^anized, 
and  as  respon-    ■—  —  — , 

you  were  small.  ^  -Z—T  ^  T  = 


4S/400  Model  BIO  h  just  2fe,'i  lull. 
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'Ifs  always  better  ^ 


a  position  ofpowef 

In  the  conference  room  or  on  the  highway, 
the  more  support  you  have  behind  you,-  the  more 
moves  you  can  make  with  absolute  confidence. 
That's  the  whole  idea  of  the  extra  powerful  156-hp, 
four-cam,  24-valve  Camry  V6  engine.  Designed 
to  deliver  that  extra  boost  in  passing,  climbing  or 
towing  power,  it  gives  you  the  advantage  in  chal- 
lenging transactions  on  the  road.  Yet  it  provides 
I      you  with  roomy  comfort  you  can  appreciate  even 
at  your  quickest  executive  pace.  The  1990  Toyota 
Camry  V6.  A  dynamo  for  a  dynamo. . 


v^urnry  v  u.  /i  uynurnu  jur  u  uynurnu. . 

''Toyota,  I  love  what  you  do  for  me!' 


Call  l-8(X)-GO-TOYOTA  for  more  information  and  the  location  of  your  nearest  dealer.  ,Get  More  From  Life . . .  Bud 

> 


Jp!  ©  1989  Toyota  Motor  Sales,  U.S.A.,  Inc. 


ebruary 


I  HE  ru  ■  UKE  ur  lBOs  ►  GARY  HART'S  NEW 


iliililililiiliiiliii 
9042  02347348  8 


4 


BusinessWeek 


EBRUARY  12, 1990 


A  McGRAW-HILL  PUBLICATION 


S2.00 


I 


i 


1 


V 


i 


0 


0T0t76 


vo  3wvoNnana 
Ayvyan  onand  awvoNiiyna 

201  T6d3S       09TTTSgOT  2090 

Ofyoxxiyos-iy-yvoxxxxxKxxxxx 


BURLINGAME 

FEB  5  ,:.:u 
LIBRARY 


J  J 


The  v\()rds  arc  those  ot  Jonathan 
Seybold,  perhaps  the  most  res[K'c  tecl 
voice  in  desktop  piihHshinju.  I  Hs  news- 
letter/rhe  Seybold  Report,  reaches 
some  2()(),()()()  pubhshers-of  v\  h()m  we 
estimate  199,990  have  ne\er  e\cn  tried 
a  NeXT™  Computer. 

Certainly,  then,  Mr.  Scybold's  words 
weren't  calculated  to  gain  fa\  or  among 
his  readers. We  suspect  a  far  simpler 
motixe:  honesty. 

The  NeXTmachine  has  caused 
many  to  beliexe  that  it  w  as  designed 


graphics-along  with  expansive  libraries 
of  fonts  and  art. 

'I'he  NcXT  ( iomputer  streamlines 
the  entire  publishing  process.  bVame- 
Maker  software  combines  w  riting, 
graphics  and  layout  tools  in  one  publish- 
ing package.  Which  brings  an  end  to  the 
tradition  of  forev  er  bouncing  between 
programs, "importing"and  "exporting" 
as  you  go. 

And,  thanks  to  true  multitasking, you 
can  instantly  access  other  applications. 

The  NeX'T  Digital  Library,™  for 


niE  BESrCONIPUTER  FOR 
PUBUSHING  EVER  MADE 


exclusixely  for  publishing.  Not  a  bad 
theory,  considering  the  e\  idence. 

To  begin  w  ith,  the  NeXT  Computer 
is  the  first  pure  PostScript  "  machine. 
You  can  work  on-screen  w  ith  the  hun- 
dreds of  fonts  in  Adobes  type  library. 
You  can  output  to  any  I^ostScript  de\  ice, 
be  it  laser  printer,  slide  maker  or  the 
highest  quality  professional  typesetter. 
And  w  hat  you  see  on  the  display  is  pre- 
cisely w  hat  w  ill  print. 

As  the  rest  of  the  industry  explores 
ways  to  accomplish  this  feat,  in  a  year 
at  best,  only  the  NeX1'  Computer  can 
do  it  today. 

In  addition,  the  (|uality  of  the  image 
itself  is  raised  dramatically. 

The  NeXT  MegaPixel  Display  pro- 
vides a  huge  workspace,  w  ith  sharp- 
ness and  detail  you  ha\  en  t  seen  on  a 
computer  before.The  NeXT  Laser 
Printer,  at  400  dots  per  inch,  offers 
over  75%  greater  resolution  than  the 
current  300  dpi  standard. 

Ours  is  also  the  only  system  to  offer 
optical  storage  as  a  standard  feature. 
A  single  optical  disk  (2.S6  megabytes) 
lets  you  store  and  transport  multiple 
versions  of  long  documents,  rich  in 


example,  is  always  at  hand.  It  includes 
entire  books,  such  as  Webster's  N  inth 
New  Collegiate  Dictionary'  and  Colle- 
giate" Thesaurus.  Or  archiv  es  of  your 
past  work,  in  w  hich  you  can  pinpoint 
text  or  graphics  in  seconds,  to  copy  into 
new  documents. 

NeXT  Mail  makes  publishing  a  trulv 
collaborative  process.  Lnlike  ordinars 
e-mail,  it  lets  \()u  send  and  receiv  e 
messages  that  include  text,  graphics, 
voice,  even  entire  documents.  Never 
has  there  been  a  more  effectiv  e  w  ay  to 
locate  information,  receive  comments 
and  get  approvals. 

And,  as  Pul)lish!  maga/ine  recently 
reported,  the  NeXT  ( Computer  "otters  a 
staggering  price  adv antage" w  hen  com- 
pared to  personal  computers  configured 
for  desktop  publishing. 

receive  our  publishing  brochure, 
call  <SOO-,STS-NeXT  While  vou re  on  the 
line,  ask  for  the  location  of  Nour  learest 
Businessland  Center.  Th  -"cnoi  can  get 
some  hands-on  experience  w  ith 
the  worlds  most  sophisticatetl 
desktop  publishing  system. 

And  get  a  (|uote  on  a  s\  s- 
tem  all  vour  ow  n. 


©IWO  NeXT.  Int  NeXT.  iIk  NeXT  logo  and  Digiial  Libutv  dfe  ttddcmaiks  of  NeXT,  Iir  PostScnpi  is  a  fcgistetcd  [iddcnurk  of  Adobe  Svsicmiis,  Iir  KfjmcMdkcf  is  a  leRisiered 
ttademark  of  Kfjmc  Icthnulogv  C^ofp  Wcbsiers  Ninth  New  ColleguK.  Dtciiondty  and  (Collegiate  are  registeied  ttademarks  of  Merriani  Webster,  Int 


ould  you  borrow  in  the  Euromarkets  or  issue  debt 
here  at  home? 

What  about  investing  your  corporate  cash?  Go  long,  short, 
fixed,  floating? 

What's  the  true  value  — to  you  — of  a  proposed  acquisition? 

Hard  questions,  always.  Even  harder  today.  But  less  so 
when  you  have  Bankers  Trust  on  your  side. 

As  merchant  bankers,  we  view  problems  as  you  do:  in 
the  light  of  your  overall  strategic  objectives. 

The  broader  and  deeper  our  relationship,  the  more  effec- 
tively we  can  do  this.  And  then  select  exactly  the  best  solutions 
from  our  ever-increasing  array.  It's  an  array  which  now  includes 
the  power  to  underwrite  corporate  debt  through  our  subsidiary, 
BT  Securities  Corporation. 

Merchant  banking  focuses  not  only  on  the  details,  but  on 
the  big  picture  as  well.  And  that  can  be  crucial  today. 


BankersTrust 

Rankers  Trust  New  Yi)rk  Curpuration 


Because  today  isn't  yesterday. 
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The  production  index  was  unchanged  for  the  week  ended  Jan.  20.  On  a 
seasonally  adjusted  basis,  auto  and  truck  production  increased  sharply,  and  cool, 
lumber,  and  rail-freight  trafRc  rose  as  well.  Steel  output  and  crude-oil  refining  were 
unchanged,  and  electric  power  declined.  Paper  and  paperboard  were  slightly  ahead. 
Before  cclculotion  of  the  four-week  moving  average,  the  index  jumped  to  175.5, 
from  173.7  for  the  prior  week. 

BW  production  index  copyright  1990  by  McGraw-Hill  Inc 


The  leading  index  dropped  for  the  week  ended  Jan.  20.  Lower  stock  pricei 
higher  bond  yields,  and  slower  growth  in  real  estate  loans  offset  the  positive  sign  o 
faster  growth  in  M2.  Growth  in  materials  prices  was  unchanged  from  the  prior  weel 
and  data  for  the  number  of  business  failures  were  unavoilable.  Before  calculation  o 
the  four-week  moving  average,  the  index  fell  sharply  to  214.4,  from  215.6  in  th 
previous  week. 

Leading  index  copyright  1990  by  Center  for  Internotionol  Bt'siness  Cycle  Research 


PRODUCTION  INDICATORS 

latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  (1/27)  fhous.  of  net  tons 

1,800 

1,779#  -11.0 

AUTOS  (1/27)  units 

120,820 

75,585r 

#  -25.1 

TRUCKS  (1/27)  units 

83,560 

51,967r 

*i  -11.9 

ELEaRIC  POWER  (1/27)  millions  of  kilowatt-hours 

54,627 

54,128- 

s:  1.7 

CRUDE-OIL  REFINING  (1/27)  thous.  of  bbl./day 

13,702 

13,604if  2.5 

COAL  (1/20)  thous.  of  net  tons 

20,794  # 

20,266 

4.2 

PAPERBOARD  (1/20)  thous.  of  tons 

755.7  s: 

751. 3r 

1.2 

PAPER  (1/20)  thous.  of  tons 

760.0  # 

759.0r 

0.0 

LUMBER  (1/20)  millions  of  ft. 

545.7  # 

528.6 

13.5 

RAIL  FREIGHT  (1/20)  billions  of  ton-miles 

19.8# 

19.2 

-1.0 

Sources:  American  Iron  &  Steel  Inst.,  V^ardi  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA\  SFPA^,  Association  o1 
American  Railroads. 

latest 
wMk 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/31) 

144 

145 

129 

GERMAN  MARK  (1/31) 

1.69 

1.68 

1.88 

BRITISH  POUND  (1/31) 

1.68 

1.66 

1.75 

FRENCH  FRANC  (1/31) 

5.72 

5.72 

6.39 

CANADIAN  DOLLAR  (1/31) 

1.19 

1.19 

1.19 

SWISS  FRANC  (1/31) 

1.50 

1.49 

1.59 

MEXICAN  PESO  (1/31)^ 

2,719 

2,708 

2,333 

Sources:  Ma|or  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

in  units  per  U.  S.  dollar, 

except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/31)  $/troyoz. 

415.050 

420.750 

4.5 

STEEL  SCRAP  (1/30)  ^  l  heavy,  $/ton 

106.50 

106.50 

-11.3 

FOODSTUFFS  (1/29)  index,  1967=  100 

21 1.5 

209.9 

-8.2 

COPPER  (1/27)  e/ib. 

104.4 

108.4 

-35  2 

ALUMINUM  (1/27)  f/ib. 

67.0 

69.6 

-37.6 

WHEAT  (1/27)  ^2  hard,  $/bu. 

4.26 

4.34 

-4.1 

COTTON  (1/27)  strict  low  middling  1-1/16  in.,  e/lb. 

61.89 

62.46 

9.9 

Sources:  London  Wed.  finol  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week.  Konsas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

latest 
week 

Week 
ago 

%Chaii 
yearly 

STOCK  PRICES  (1/26)  S&P500 

328.83 

338,50 

i:"' 

CORPORATE  BOND  YIELD,  Aoa  (1/26) 

9.05% 

8.98% 

INDUSTRIAL  MATERIALS  PRICES  (1/26) 

102.5 

102.8 

BUSINESS  FAILURES  (1/19) 

NA 

NA 

r 

REAL  ESTATE  LOANS  (i/i 7)  billions 

$358.4 

$358.2 

i: 

MONEY  SUPPLY,  M2  (l /l  5)  billions  $3,220.6 

$3,216.0r 

INITIAL  CLAIMS,  UNEMPLOYMENT  (i  /i  3)  thous. 

388 

317 

2i 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  1001,  Dur; 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seaS' 

 1 

MONTHLY  ECONOMIC  INDICATORS 

Latest 
month 

Month 
ago 

%Chai 
yeara 

PERSONAL  INCOME  (Dec.)  onnual  rate,  billions  $4,569.2 

$4,548.0r 

{ 

NEW  HOME  SALES  (Dec.)  annual  rate,  thous. 

629 

696r 

-< 

12  LEADING  INDICATORS  COMPOSITE  (Dec.)  index 

145.7 

144.6r 

C 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (Dec.)  billions 

$133.5 

$130.3r 

Sources:  Commerce  Dept. 

MONETARY  INDICATORS 

latest 
week 

ago 

%  Chaa'ii 
yearai' 

MONEY  SUPPLY,  Ml  (1/15) 

$791.1 

$794.0r 

1 

BANKS'  BUSINESS  LOANS  (1/17) 

319.9 

321. Ir 

FREE  RESERVES  (1/24) 

686 

802r 

52: 

NONFINANCIAL  COMMERCIAL  PAPER  (1/17) 

132.9 

132.5 

27 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves 
a  two-week  period  in  millions). 

,  which  are  expressed 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ogo 

Year 
ago 

FEDERAL  FUNDS  (1/30) 

8.23% 

8.19% 

9.80  i 

PRIME  (1/31) 

10.00 

10.00 

1 1 .43 1 

COMMERCIAL  PAPER  3-MONTH  (i/30) 

8-13 

8.10 

9.78  j 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/31) 

8.21 

8.2  Ir 

9.19' 

EURODOLLAR  3-MONTH  (1/24) 

8.25 

8.20 

9.26 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Row  data  in  the  production  indicators  ore  seasonolly  adjusted  in  computing  the  BW  index  (chort);  other  components  (estimated  end  not  listed)  include  machinery  and  defense  equipmej, 
1  =  Western  Wood  Products  Assn.         2  —  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  —  Not  available         r  =  revised         NM  =  Not  meaningful  0 
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JUST  ANOTHER 
FRIENDLY  TAKEOVER 


The  last  thing  a  company  making  a  strategic  acquisition  needs  is  a 
battle.  And  at  Salomon  Brothers  we  understand  this. 

In  fact,  we've  made  a  specialty  of  finding  the  perfect  fit  for  our 
clients,  anywhere  in  the  world. 

On  top  of  that,  we  make  sine  that  an  acquisition  that  starts 
friendly,  stays  friendly. 

After  all,  we  believe  that  businesses  should  make  money.  Not  war. 


Salomon  Brothers 


Solomon  Bfolhers  Inc  -  Member  of  SIPC 


he  troxibles 
ve'veseen. 

he  world  we  live  in  is  full  of  banana  peels.  If  only  they  were 

easy  to  spot.  The  best  hope  of  avoiding  mishaps  is  experience. 

nd  no  one  has  more  know-how  in  property  and  casualty  insur- 

^  than  the  CIGNA  companies.  You  name  it,  weVe  seen  it. 

rhich  means  we're  able  to  find  ways  others  may  miss  to  help 

^ent  unnecessary  risks. 

nd  reduce  the  likelihood  of  serious  losses. 

nlike  those  who  assess  risk  strictly  by  the  book,  we  have  the 

;ht  to  read  between  the  lines.  As  well  as  the  willingness  to  find 

niative  solutions. 

he  point  is,  no  matter  how  complex  or  unusual  the  challenge, 

^et  results.  In  fact,  our  loss  control  services  are  so  effective, 

several  of  our  long-term  customers  have  seen  a  reduction  in  the 

uency  and  severity  of  claims  by  more  than  50%. 

Irkc  the  CIGNA  Property  and  Casualty  Companies,  Depart- 

it  RH,  1600  Arch  Street,  Philadelphia,  PA  19103. 

ecause  when  all  is  said  and  done,  the  more  you  know  trouble, 

less  likely  trouble  will  know  you. 


We  get  paid  for  results? 


CIGNA 


Busines^Afoek 
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THE  REVAMPED  MARRIOTT 

IS  BUILT  OH  SOLID  GROUHD  

■ believe  the  recent  BUSINESS  WEEK  sto- 
ry on  Marriott  Corp.  fell  short  of  your ' 
usual  standards  of  balanced,  objective 
reporting  ("The  baggage  weighing  Mar- 
riott down,"  The  Corporation,  Jan.  29). 

The  restructuring  announced  in  late 
December  allows  us  to  sharpen  our  fo- 
cus on  megamarkets  in  lodging  and  con- 
tract services.  These  markets  offer  sub- 
stantial opportunities  for  long-term 
growth  in  core  businesses  where  we  are 
the  leader.  More  specifically,  the  restruc- 
turing gets  us  out  of  slow-growing  busi- 
nesses, deals  with  problems  in  a  few  real 
estate  transactions,  reduces  our  debt  by 
freeing  up  more  than  $1  billion  in  capi- 
tal, and  further  enhances  the  stability  of 
our  cash  flow  by  concentrating  on  busi- 
nesses where  we  primarily  earn  manage- 
ment fees. 

With  the  restructuring,  we've  pre- 
pared Marriott  to  continue  as  a  highly 
profitable  growth  company  in  the  1990s. 
We  don't  deny  there  are  challenging  con- 
ditions in  the  lodging  industry,  especially 
in  the  near  term.  However,  your  article 
simply  presented  a  number  of  the  busi- 
ness factors  that  led  to  the  restructuring 
and  suggested  that  they  would  have  to 
be  faced  in  the  future.  This  indicates  a 
misunderstanding  of  our  restructuring 
and  strategy  for  the  future. 

The  restructuring  was  designed  to  put 
these  problems  behind  us  and  prepare  us 
for  grow^th  in  the  next  decade  that  car- 
ries on  our  record  of  significantly  out- 
performing the  lodging  industry.  In  ad- 
dition to  lodging  and  senior-living 
services,  Marriott  has  several  major  con- 
tract service  operations,  representing 
over  $3  billion  of  our  annual  sales,  which 
your  story  completely  overlooked.  These 
businesses  have  attractive  growth  op- 
portunities in  their  own  right. 

While  it  is  flattering  to  read  that  the 
company  can't  do  without  me,  I  haven't 
been  running  a  multibillion-dollar  corpo- 
ration as  a  solo  act  all  these  years.  Mar- 
riott has  a  talented  management  team  in 
place,  successfully  running  a  diverse 
mix  of  businesses. 

Finally,  we  have  no  plans  to  go  pri- 
vate but  will  continue  to  purchase  our 


shares  as  an  investment  when  we 
lieve  they  are  undervalued.  I  agree  t! 
the  ultimate  judgment  of  the  market 
pends  on  results,  and  we  plan  to  con^,  r 
ue  delivering  them. 

J.  W.  Marriott 
Chairman  and  Presidi 
Marriott  Co 
Washing; 

WHAT  MOSBACHER 
HAS  DOHE  FOR  TRADE  

.embers  of  the  American  Iron 
I  Steel  Institute  read  with  astoni 
ment  a  reference  in  your  Cover  Story 
Carla  Hills  attributed  to  a  steel  Indus 
lobbyist  ("Carla  Hills,  trade  warrid 
Jan.  22). 

The  quote  in  question  alleges  tl 
Commerce  Secretary  Robert  Mosbacl 
is  not  an  important  player  in  the  Cabii 
on  trade  matters.  The  domestic  steel 
dustry's  experience  has  been  quite  ( 
ferent.  Secretary  Mosbacher  played 
exceptionally  effective  role  in  the  i 
ministration's   decision  to  extend  i 
steel  Voluntary  Restraint  Arranj 
ments.  Based  on  our  organization's 
derstanding  of  events  with  respect 
this  as  well  as  other  key  trade  pol 
issues  affecting  steel  and  U.  S.  manuf 
turing  in  general,  Secretary  Mosbacl] 
has  been  one  of  the  most  effective  l\ 
ministration  proponents  of  a  sound  U 
trade  policy. 

Milton  Deal 
Presid( 

American  Iron  &  Steel  Institi 
Washingt 


GUESS  WHO'S  THE  BIG  WHEEL 
IH  GAME  SHOWS 


I 


n  your  article  on  the  erosion  of  1 
ratings  dominance  of  Merv  Griffin  I 


terprises'  Wheel  of  Fortune,  you  mak^ 
point  of  mentioning  the  new  players 
tering  the  game-show  market  ("Wheel 
Fortune's  number  may  be  up,"  Top 
the  News,  Jan.  22). 

Specifically,  you  say  that  "even  So 
Corp."  is  entering  the  business  throu 
its  newly  acquired  unit  Guber-Peters  I 
tertainment  Co.  Nowhere  in  the  arti 
do  you  mention  that  Sony,  through  B^'- 
Columbia  Pictures  Entertainment  ur 
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When  Your  Business  Grows, 
Will  Your  Communication  System  Have  To  Go?. 


Will  You  Be  Locked  Out  Of  Global  Markets 
Because  Your  Network  Isnt  Up  To  World  Standards? 


F  New  Communications  Technology  Gave  A  Competitor 
An  Advantage.  Would  You  Fall  Behinp? 


^  ;  Will  Your  Phone  System  Deliver  '90s  Applications? 


know  for  sure,you'd  need  a  time  machine. 


Presp:nting  Meridian  1. 
Will  Take  You  Confidently 
Into  The  Future.  

Get  ready  for  the  future  of 
;iness— faster,  more  intense, 
re  global,  and  more  unpredict- 
e  than  ever. 

New  Meridian  1  conimunica- 
1  systems  were  designed  for 
t  future.  They're  ready  for 

voice,  data  and 
video.  Ready 
to  connect  your 
operations 
worldwide, 
idy  for  growth,  planned  or  not. 
idy  for  future  technologies  like 
)N  and  fiber  optics. 


In  short,  they're  ready  for 
whatever  the  future  brings— a 
statement  that  might  strain 
credil)ility  coming  from  anyone 
else.  But  consider  this. 

Since  the  day  we  introduced 
the  first  digital  business  phone 


system— the  Meridian  SL-1— 
we've  continuously  offered  our 
customer's  the  latest  technology. 
Yet  we've  never  made  a  single 
one  of  their  systems  obsolete. 
That  commitment  has  made 
us  No.  1  with 
businesses 
worldwide. 
And  with  Meridian  1,  the  com- 
mitment continues.  Every 
Meridian  SLT  and  SL-10()  can  be 
upgraded  to  Meridian  1. 

If  you  want  to  move  into  the 
future  of  business  communica- 
tions with  confidence.  Meridian  1 
can  take  you  there. 
Call  1-800-328-8800. 


northern 
foiocom 


NORTHERN  TELECOM 


technology  the   world  calls  on 

©  IWIi  Nditlicrn'n.lucom.  MfriiliMii  1.  MtTiiiian,  SL-I  ,m\  SLllXlart'  traiU-marks  .,1  N.irtluTn  Ttlcc.)™. 


owns  Merv  Griffin  Enterprises — and 
therefore  is  already  the  preeminent  pro- 
ducer of  television  game  shows. 

Andrew  J.  Kaplan 
Los  Angeles 

LONG  ISLAND'S  HOUSING  SLUMP 
ISN'T  QUITE  THAT  BAD  

Your  lead  paragraph  in  "The  real  es- 
tate slump:  No  end  in  sight"  (Fi- 
nance, Jan.  22)  gives  the  impression  that 
the  Wood  family  of  Central  Islip,  Long 
Island,  is  offering  their  home  at  a  bar- 
gain price  with  no  takers. 

Asking  $159,000  for  a  ranch  dwelling 
in  this  New  York  suburb  is  way  above 
average.  Few  buyers  will  nibble  at  any- 
where near  that  number.  Why?  Accord- 
ing to  ML.S  [Multiple  Listing  Service]  sta- 
tistics, the  highest  price  obtained  for  a 
'low'  ranch  in  Central  Islip  was  way 
back  in  October,  1988,  at  the  market 
peak.  The  price:  $156,000  for  a  winner 
with  a  finished  basement,  two-car  ga- 
rage, a  fireplace,  and  two  full  baths  on 
half  an  acre.  According  to  MLS,  the  medi- 
an price  range  for  a  home  in  Central 
Islip  is  between  $110,000  and  $120,000, 
for  existing  homes.  Corene  Wood  makes 
no  mention  of  the  appreciation  of  her 


home's  value  during  the  previous  21 
years,  when  the  typical  market  price 
"soared  from  $17,000  to  $120,000.  A  nice 
investment  by  any  standard. 

Lowell  W.  Rubenstein 
Certified  Review  Appraiser' 
Farmingville,  N.  Y. 

LEXUS:  CRUISING  ALONG 

IN  THE  PASSING  LANE  

Except  for  the  headline,  "No  joyride 
for  Japan:  Nissan  and  Toyota  are  hit- 
ting bumps  in  the  U.  S.  luxury-car  mar- 
ket" (Top  of  the  News,  Jan.  15),  your 
article  is  factually  correct.  The  Lexus  LS 
400  is  selling  very  well.  The  Lexus  ES 
250  also  is  selling  well,  but  not  as  well 
as  our  pre-introduction  projections.  And, 
in  view  of  the  slowing  U.  S.  economy,  we 
have  lowered  our  calendar  year  1990 
sales  projections  from  70,000  to  60,000. 

However,  to  cite  these  facts  to  sup- 
port the  claim  that  Lexus  is  off  to  a 
bumpy  start  is  [misleading].  Let  me 
show  you  why:  Lexus  Div.  exceeded  its 
publicly  stated  1989  sales  objective,  sell- 
ing a  total  of  16,302  cars  between  its 
September  debut  and  year's  end.  During 
that  four-month  period,  the  LS  400  out- 
sold the  Mercedes-Benz  300E  and  260E 


combined,  all  of  the  Mercedes-Benz 
class  cars,  the  combined  BMW  5-  and 
series  cars,  the  Cadillac  Seville,  all 
Volvo,  all  of  Jaguar,  all  of  Saab,  and- 
course — all  of  Nissan's  new  Infiniti  11 
In  the  same  period,  ES  250  sales  com 
ued  to  strengthen:  sales  were  up  4 
from  November  and  56%  from  Octob 
Furthermore,  in  December  the  ES 
outsold  the  Mercedes-Benz  190,  the  Blf 
3-series,  the  Audi  80/90,  and  the  Maal 
929.  And — of  course — the  worst  moij 
of  ES  250  sales  exceeded  the  Infiij 
Q45's  best  month.  'j 
James  R.  OUi 
Vice-President,  External  Affai 
Toyota  Motor  Sales  U.  S.  A.  Il 
Torrance,  Ca| 

CORRECTIONS  &  CLARIFICATIONS 

"Mitsui  gets  set  for  more  U.  S.  invt 
ing"  (In  Business  This  Week,  Feb 
incorrectly  referred  to  Mitsui  Tn 
Bank.  The  correct  name  is  Mitsui  Bai 


Letters  to  the  Editor  should  be  sent  to  Reac 
Report,  Business  Week,  1221  Avenue  of  the  Arr 
cas.  New  York.  N.  Y,  10020,  Fax:  (212)  512-4^ 
Telex;  12-7960,  Intl.  4998204.  All  letters  must 
elude  an  address  and  daytime  and  evening  t 
phone  numbers.  We  reserve  the  right  to  edit  let 
for  clarity  and  space 


If  every 


one  were  in  the  same  business, 
we'd  be  out  of  it. 


/  kiviil  Oiiiv.  Coll  Pro 


J 
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Kevin  Mcuutlw,  ALior/Waiter 


Fortunately  for  us,  there  are  more 
occupations  than  you  can  shake  a  re- 
sume at.  Fortunately  for  you,  we  have  I 
an  organizer  to  satisfy  each  of  them.  I 

And  once  you  decide  which  you 
like,  you  can  personalize  it  by  adding  i 
dozens  of  different  refills.  ' 

About  the  only  refill  we  don't  offer 
is  a  social  calendar  that  comes  filled 

Eileen  Iguchi,  Aerobics  Instivctor 

You'll  find  Day  Runners  in  otlice  products  stores,  gift  shops,  department  stores,  and  the  hands  of  organized  people  everywhere  For  more  intbrmation,  call  1  (800)  635-55 


Greg  Helm.  Auaioncer  sorlmvskv.  Stockbroker 


Biian  Bekfant,  Archilcct 
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:    1  i\ 

.  ^  1 

n 

Guvie  Walker,  Math  Teacher 
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*Teople  who  think  flyings  hard  never  tried  stopping 
a  2-iron  shot  on  a  shallow  g  reen,  Amou  Pai  mer 


Conquests  at  the  Masters,  British  and 
U.S.  Opens,  along  with  61  PGA  victories, 
have  ensconced  Arnold  Palmer  among 
golfs  all-time  greats.  But  Palmer's  enor- 
mous impact  upon  his  game  is  a  triumph 
□f  personality  as  much  as  shotmaking. 

Palmer  is  the  first  professional  golfer  a 
broad  spectrum  of  American  sports  fans 
ever  got  very  excited  about.  His  slashing 
swing,  and  openly  determined  face  that 
shared  all  the  ups  and  downs  of  an 
important  round,  sped  the  emergence  of 
professional  golf  as  a  major  sport  and 
inspired  millions  to  take  up  the  fiendish 
game. 

Along  the  way,  Palmer  virtually 
invented  the  athlete-spokesman 
entrepreneur.  That  same 
pioneering  instmct  led  him, 
more  than  30  years  ago, 


to  train  himself  as  a  pilot,  quickly  moving 
up  from  twin-engine  prop  planes  to 
sophisticated  long-range  jets  and 
helicopters.  "I  couldn't  have  accomplished 
half  of  what  I  have  without  my  own 
plane,"  says  Palmer. 

On  the  ground  or  in  the  air,  high 
performance  requires  complete  confidence 
in  one's  equipment,  which  may  explain 
why  Palmer  has  long  made 
Rolex  his  favored  choice  of  '^j^* 

ROLEX 


a  timepiece. 


Oyster  Perpetual  Day-Date  m  18kt  gold  with  diamond  dial  and  concealed-clasp  Tridor  President  bracelet. 
Write  for  brochure.  Rolex  Watch  U.S.A..  Inc..  Dept.  888.  Rolex  Building.  665  Fifth  Avenue.  New  York.  N.Y.  10022 
©  19e9Role«WalchUSA  Inc  Role«  Oyster  Perpetual  Day-Date  Tridor  and  President  are  iradetnarks 


19  Reasons  Why  Tl 
Mainframe  Users  In  Tl 


Responsive 
Maintenance 
&  Service 


Effective 
Maintenan 
Service 


)st  Discriminating 
)rld  Choose  Amdadil. 


Timely 
Software 
Installation 


Compatibility 
with  Other 
ystems' 
Programs/ 
Data 


v>  Compatibility 
with  Other 
Systems' 
Peripherals 


Power/ 
Energy 
Efficiency 


•esults  of  the  1989  Datapro  Survey 
linframe  Computer  Users  are  in, 
)nce  again,  Amdahl  has  swept  the 
,  earning  the  highest  ratings  in  19 
performance  categories. 

ndahl  ranked  first  in  "overall 
stomer  satisfaction"  for  the  second 
ar  running. 

ridahl  ranked  first  in  mainframe 
liability,  maintenance,  service  and 
:hnical  support. 

ndahl  was  the  only  company  to 
tch  a  perfect  score — 100%  — when 


mainframe  users  were  asked  if  their 
system  met  all  of  their  expectations. 

•  Amdahl  was  also  the  only  company  to 
score  a  perfect  100%  when  users  were 
asked  if  they'd  recommend  their  sys- 
tem to  a  fellow  user. 

So  if  you're  not  running  Amdahl  main- 
frames in  your  data  centers,  you're 
running  with  a  runner-up. 

Or  an  also-ran. 

Amdahl  Corporation 
1250  East  Arques  Avenue 
Sunnyvale,  CA  94088-5470 


With  annual  sales  of  more  than  $2 
billion,  Amdahl  designs,  develops 
and  manufactures  large-scale,  bigb- 
performance  computer  and  commu- 
nications systems  and  disk  storage 
products  for  corporations,  govern- 
ments, universities  and  research 
foundations  throughout  the  world. 

amdahl 

The  choice  of  the  world's  most 
discriminating  mainframe  users. 


A  LAW  UNTO  ITSELF:  POWER,  POLITICS  AND  THE  IRS 

By  David  Burnham 

Random  House  •  419pp  •  $22,50 


SCARED  OF  THE  TAXMAN? 
YOU  HAVE  REASON  TO  BE 


F 


lew  subjects  stir  deeper  public  emo- 
Itions  than  taxes.  We  eagerly  con- 
sume the  countless  media  stories 
about  tax  reform,  tax  loopholes,  tax  poli- 
cy, tax  havens,  tax  cuts,  tax  evasion.  Yet 
we  seem  curiously  uninterested  in  the 
people  who  collect  the  taxes.  Perhaps 
the  most  notable  fact  about  A  Law  Unto 
Itself  \s  that  it's  the  first  book  to  take  a 
comprehensive  look  inside  the  Internal 
Revenue  Service  and  explain  how  and 
why  the  IRS  does  what  it  does. 

David  Burnham,  a  respected  investiga- 
tive reporter,  spent  four  years  burrow- 
ing into  the  nation's  largest  and  most 
powerful  bureaucracy  and  law-enforce- 
ment agency.  His  lucid,  often  impas- 
sioned report  is  disquieting,  even 
frightening.  He  concedes  that 
the  IR.S  "has  been  astonishingly 
effective  in  carrying  out  what 
may  well  be  one  of  the  most  diffi 
cult  tasks  assigned  to  any  government 
agency."  But  far  too  often,  Burnham 
charges,  the  IRS  abuses  its  power. 

Frequently,  the  IRS  is  simply  guilty  of 
ineptitude  and  inefficiency.  A  General 
Accounting  Office  study  of  IRS  com- 
munications to  taxpayers  found 
487f   "incorrect,   unresponsive,  un 
clear,  or  incomplete."  In  1985,  installa- 
tion of  a  new  computer  system  caused 
the  IRS  to  suffer  a  near  total  administra- 
tive breakdown  that,  among  other  conse- 
quences, dispatched  millions  of  errone- 
ous   dunning    notices.  Taxpayers 
sometimes  must  spend  years  and  thou- 
sands of  dollars  getting  the  IRS  to  cor- 
rect its  records. 

Yet  much  of  the  abuse  is  deliberate, 
Burnham  argues,  arising  from  the  IRS's 
unusual  autonomy.  The  agency  can  im- 
pose penalties  and  seize  assets  without 
such  due  process  as  prior  approval  of  a 
judge.  It  can  elicit  an  enormous  amount 
of  information  without  a  search  warrant, 
and,  when  it  files  a  civil  case,  the  tax- 
payer bears  the  burden  of  proving  his  or 
her  innocence.  In  many  tax  cases,  says 
Burnham,  "the  IRS  serves  at  the  same 
time  as  policeman,  prosecutor,  judge, 
and  executioner." 

Further,  because  the  tax  code  is  so 
complex  and  ambiguous,  IRS  agents  have 
wide  discretion  to  interpret  the  law. 
Burnham  cites  numerous  cases  where 
the  IRS  initiated  audits,  leaked  deroga- 
tory information,  and  otherwise  arbi- 


trarily hassled  individuals — from  private 
citizens  to  U.  S.  senators — "who  raised 
valid  questions  about  its  performance." 
Burnham  says  the  agency  does  a  poor 
job  of  policing  employees  who  get  out  of 
line.  Meanwhile,  congressional  oversight 
of  the  IRS  has  typically  been  feckless. 

Burnham  is  most  critical  of  those  who 
pervert  the  iRS's  role  as  a  fair  and  even- 
handed  tax  collector  by  forcing  it  to  pur- 
sue social  and  political  goals.  Numerous 
Presidents,  including  Kennedy,  Nixon, 
and  Reagan,  have  used  the  IRS  to  en- 
force drug  laws  and  combat  organized 
crime.  While  those  ends  may  seem  wor- 
thy, the  IRS  has  frequently  become  a 


Mainly  because  of  political  prejudic 
within  the  agency  itself,  the  liberal  N 
tional  Council  of  Churches  was  doub 
beset:  during  the  mid-1960s  for  its  or 
rights  activism  and  during  the  late  196 
for  its  antiwar  efforts. 

Burnham  suggests  that  such  distc 
tions  of  the  IRS's  mandate  have  persist 
into  the  1980s,  yet  he  presents  scant  el 
dence  beyond  the  Nixon  era.  The  mo 
egregious  abuses  were  curbed  by  a  19' 
law  requiring  the  IRS  to  keep  tax  infc 
mation  confidential  and  to  use  it  only  f 
legitimate  purposes. 

Nevertheless,  Burnham  argues  pc 
suasively  that  the  potential  for  oth 
sorts  of  misbehavior  is  growing  as  tl 
IRS  becomes  a  more  intrusive,  almo 
omniscient  presence  in  our  lives.  Aid( 
by  manmioth  computer  systems,  the  II 
is  gathering  ever  larger  masses  of  da 
about  taxpayers  from  state,  city,  ar 
county  agencies  and  from  private  org 
nizations  such  as  financial  institutioi 
and  telephone  companies.  At  the  san 
time,  it  routinely  shares  its  data  wil 


weapon  against  more  controversial  tar- 
gets. Often  adding  fresh  details  to  wide- 
ly reported  episodes,  Burnham  tells  how 
Presidents  Roosevelt,  Johnson,  Kenne- 
dy, and  Nixon  routinely  and  covertly  em- 
ployed the  IRS  to  attack  political  ene- 
mies. Richard  M.  Nixon,  perhaps  the 
most  flagrant  abuser,  leaked  damaging 
tax  information  to  embarrass  then-Ala- 
bama Governor  George  Wallace. 

The  most  common  targets  have  been 
individuals  and  organizations  with  un- 
popular views.  During  the  1940s  and 
1950s,  the  IRS  revoked  the  tax  exemption 
of  numerous  nonprofit  groups  deemed 
"subversive."  John  F.  Kennedy  went  af- 
ter right-wing  "dissidents,"  while  Nixon 
and  Lyndon  B.  Johnson  picked  on  out- 
spoken  critics   of  the  Vietnam  War, 


local  governments,  contending  that  thi 
permits  more  efficient  administration  c 
the  tax  laws.  But  Burnham  worrie 
about  possible  threats  to  our  privac 
from  the  "subtle  meshing  of  federal  an 
state  agencies  into  a  unique  enforcemer 
alliance  with  a  formidable  range  of  legJ 
powers  and  resources  of  information." 

After  exhaustively  cataloguing  th 
iRS's  huge  penchant  for  mischief,  Burr 
ham  presents  a  disappointingly  brie 
prescription  for  reform.  The  best  thin] 
might  be  for  all  of  us  to  focus  less  after 
tion  on  our  own  taxes  and  a  lot  more  o: 
the  tax  collectors.  Reading  this  book  i, 
an  excellent  way  to  start. 

BY  CHRIS  WELLE 
Senior  writer  Chris  Welles  is  a  longtim 
taxpayer. 
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"Those  who  have 
long  enjoyed 
such  privileges 

as  we  enjoy 
forget  in  time 
that  men  have  died 


to  win  them. 


FRANKLIN  D  ROOSIiVia.T 


Philip  Morris  Companies  Inc. 

KRAfI  GENfRAl  FOODS'  MILieR  BREWING  COMPANY  -  PHILIP  MORRIS  US  A 

Join  Philip  Morris  in  support  of  the  National  Archives'  celebration  of  the  200th  anniversary  of  the  Bill  of  Rights.  For  a  free  copy  of  this  historic  document, 
call  1-800-552-2222,  or  write  Bill  of  Rights  •  Philip  Morris  Companies  Inc.  •  2020  Pennsylvania  Ave.  N.W.  •  Suite  533  •  Washington  D.C.  20006 
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Nearly  50  years  ago  President 
Roosevelt  proclaimed  tliese 
wt)rds  wlien  he  designated 
Dec.  IS,  1941,  as  Bill  of  Rights  Day 

This  day  was  to  be " . . .  set  apart 
as  a  day  of  mobilization  for  free- 
dom and  for  human  riglits,  a  day 
of  remembrance  of  die  democrat- 
ic and  peaceflil  action  by  which 
tliese  rights  were  gained,  a  day  of 
reassessment  of  tlieir  present 
meaning  and  tlieir  living  wortli." 

Today  as  we  approach  tlie 
bicentennial  of  die  adoption  of 
die  Bill  of  Rights,  let  lis  all,  as 
President  Roosevelt  asked  of  us 
dien, "...  reded icate  its  principles 
and  iLs  practice." 


PAMERICA 

200  Public  Sq  .Cleveland, OH  441 14 


zconomic  Viewpoint 


AMERICA'S 
SAVINGS  CRISIS' 
IS  A  CHIMERA 


Different  accounting 
methods  make  it  seem  as  if 
the  U.S.  is  daiigerously 
beliind  Japan  in  savings 
and  investment.  But  when 
the  necessary  adjustments 
are  made,  the  gap  disappears 


PAUL  CRAIG  ROBERTS  HOLDS  THE 
WILLIAM  E  SIMON  CHAIR  OF  POLITICAL  ECONOMY 
AT  THE  CENTER  FOR  STRATEGIC 
&  INTERNATIONAL  STUDIES  IN  WASHINGTON 


IS  the  American  savings  rate  dismally 
low?  That's  the  conventional  wisdom, 
but  recent  studies  indicate  that  the 
savings  gap  doesn't  exist. 

In  the  Quarterly  Review  of  the  Feder- 
al Reserve  Bank  of  Minneapolis,  Univer- 
sity of  Pennsylvania  economist  Fumio 
Hayashi  points  out  that  Japanese  ac- 
counting overstates  investment,  while 
American  accounting  understates  it. 
"The  apparent  savings-rate  gap  between 
Japan  and  the  U.  S.  is  a  statistical  illu- 
sion attributable  to  differences  in  the 
way  the  two  countries  compile  their  na- 
tional income  accounts,"  says  Hayashi. 

He  reports  that  Japan  values  deprecia- 
tion at  historical  cost  rather  than  at  the 
higher  replacement-cost  figure  that  the 
U.  S.  uses.  As  a  result,  Japanese  ac- 
counting understates  the  value  of  assets 
used  in  production  and  makes  Japanese 
investment  look  higher  than  it  is. 
ASPHALT  JUMBLE.  The  other  major 
source  of  the  savings-gap  illusion  is  the 
American  practice  of  counting  all  gov- 
ernment expenditures — including  roads, 
bridges,  schools,  and  warships — as  con- 
sumption, whereas  Japan  counts  such 
spending  as  investment.  Once  the  ac- 
counting systems  are  put  on  an  equal 
footing,  Hayashi  finds  that  the  notori- 
ously wide  difference  in  the  savings  rate 
disappears. 

Economists  Robert  E.  Lipsey  of 
Queens  College  and  Irving  B.  Kravis  of 
the  University  of  Pennsylvania,  who 
studied  savings  and  investment  rates  in 
industrialized  countries,  reported  to  the 
Western  Economic  Assn.  that  the  repu- 
tation of  the  U.  S.  as  a  nation  of  spend- 
thrifts depends  on  careless  comparisons 
and  narrow  measures  of  investment. 
When  U.  S.  savings  and  investment  are 
broadened  to  include  education,  military 
capital,  consumer  durables,  and  research 
and  development,  the  U.  S.  rate  of  capi- 
tal formation  is  equal  to  the  average  of 
industrialized  countries. 

Moreover,  on  a  per-capita  basis,  the 
U.  S.  comes  out  on  top,  with  a  capital- 
formation  rate  257f  higher  than  the  aver- 
age of  industrialized  countries.  Paradoxi- 
cally, Lipsey  and  Kravis  report  Japan 
"at  the  bottom  of  the  list  in  the  share  of 
investment  going  into  education." 

Whether  U.  S.  investment  was  strong 
or  weak  during  the  1980s  depends  on 
how  it  is  measured.  Economists  who  find 
it  weak  are  using  nominal  net  terms, 
and  those  who  find  it  strong  are  measur- 
ing real  gross  investment.  No  measure 
is  perfect,  but  nominal  net  terms  under- 
state investment  by  failing  to  adjust  it 
for  inflation  and  for  shifts  in  the  compo- 
sition of  investment. 

During  the  1980s,  prices  of  capital 
goods  in  the  U.  S.  rose  only  about  half 
as  fast  as  the  overall  U.  S.  inflation  rate. 


Unless  an  inflation-adjusted  measure 
investment  is  used,  the  decline  in  t 
relative  prices  of  capital  goods  can  , 
misinterpreted  as  a  fall  in  investment  '-'^ 
share  of  gross  national  product.  Ecor 
mists  who  have  charged  that  the  U.S.  f  • 
undergoing  "disinvestment"  have  co 
fused  themselves  and  the  public  by  fa  •: 
ing  to  use  inflation-adjusted  data. 
GROSS  ERROR.  Measuring  investment  n  [  'fcf 
of  depreciation  or  replacement  of  t 
capital  used  in  production  also  und< 
states  the  growth  of  our  productive  al: 
ity.  This  measure  fails  to  make  any  s  (j, 
justment  for  the  shift  in  the  compositi 
of  investment  from  longer-lived  assei 
such  as  buildings,  to  shorter-lived  assei 
such  as  equipment,  that  generate  mo 
rapid  depreciation.  Gross  investment 
not  affected  by  a  change  in  its  compo: 
tion.  Moreover,  much  of  the  increase 
our  productive  capability  comes  from  i 
placing  old  technology  with  new,  so  a  ISK 
productive  capability  would  rise  even 
net  investment  were  zero. 

In  the  Review  of  the  Federal  Reser 
Bank  of  St.  Louis,  Assistant  Vice-Prei 
dent  John  A.  Tatom  reports  that  n 
business  fixed  investment  has  been  fa 
ing  as  a  share  of  U.  S.  GNP  for  the  pa 
2.^  years.  This  decline  reflects  a  rise 
the  depreciation  rate  corresponding  to 
25%  increase  in  equipment's  share  of 
vestment.  By  misinterpreting  a  chanj  ^ 
in  asset  mix  as  a  decline  in  investmeri 
careless  economists  have  painted  a  fall 
picture  of  disinvestment. 
'RENEWABLE.'  Tatom  reports  that  wh( 
the  appropriate  adjustments  are  mad  ^' 
real  investment's  share  of  GNP  in  tl 
1980s  "was  unprecedented  in  the  poi 
World  War  II  era. .  . .  The  policies  adoj 
ed  early  in  this  decade  contributed  to 
renewal  in  the  growth  of  both  capit 
per  worker  and  productivity  compan 
with  their  performance  in  the  1970s 

A  recent  joint  study  by  Willia 
Dewald,  the  State  Dept.'s  deputy  dire! 
tor  of  planning  and  economic  analysij 
and  his  colleague,  Michael  Ulan,  deals 
death  blow  to  yet  another  statistical  illl 
sion:  the  U.  S.  as  the  world's  large] 
debtor.  This  specter  is  based  on  out 
date  book  values  that  underestimaj^ 
U.  S.  investment  abroad  by  $500  billioi 

"In  conclusion,  the  fact  is  that  tl|/ 
U.  S.  has  not  simply  borrowed  to  co 
sume  and  mortgaged  its  future,"  ssL 
Dewald  and  Ulan.  Instead,  "the  real  be 
tom  line  [is  that  the]  nation  has  grow  ^Ji 
wealthier."  T'^J 

We  need  to  keep  this  in  mind,  becaui . 
the  effect  of  the  statistical  illusion  V/W 
which  tarnish  our  image  as  a  world  lea 
er  and  sap  our  confidence,  is  to  convin(  ^  j 
the  public  and  policymakers  that  high<  ^  ^ 
taxes  are  needed  to  reduce  the  budgi  \ 
deficit  and  increase  national  savings.  ^ 
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Atlanta  office  is  swamped.  Chicago  is  overwhelmed.       calls  before  a  disaster  strikes.  You  can  even  customize  a 
knows  how  many  customers  have  given  up  while         schedule  to  route  calls  based  on  area  code,  time  of  day, 
fig  on  hold,  or  couldn't  get  through  in  the  first  place.       day  ofweek,  and  day  of  year  What  makes  all  this  possible? 
hing  is  certain.     TTT^Xl  0/~\/^  *  Sprint's  unique  lOO'^o  digital 

company  stands  to  VVlTll  OllF  O' JU  SGFVICG  fiber  optic  network.  The 
lot  of  business  not  just  today  t-jv^ai  t  ri/"V|  l\f  \  OO^T/"^  network  that  is  100"/i  software  defined, 
1  the  future.  A  real  shame,        V  V7 L  I  WV/ L  OCl- V  \j  allowing  changes  to  be  made  in  a 
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excess  calls  to  your  LA  ofhce.  Enhanced  800  Service.  And  be  prepared 

takes  is  one  quick  call  to  our  800  service  hotline.  to  save  your  country  at  a  moment's  notice. 

since  sometimes  you  know  that  special  events  and  Call  1-800-877-2000  today. 

ig  problems  may  cause  an  office  to  be  overloaded.  It's  a  new  worldr  ^^^^ 
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conomic  Trends 


BY  MICHAEL  J.  MANDEL 

STAGFLATION  AGAIN? 
lOOK  CLOSER— PRICES 
MAY  BE  EASING  . . . 


Is  that  old  bugaboo  of  the  1970s,  stag- 
flation, about  to  make  a  return  ap- 
[jearance?  The  recently  released  gross 
national  product  figures  for  1989's 
fourth  quarter  certainly  show  a  nasty 
combination  of  slow  growth  and  rising 
prices.  And  with  long-term  interest  rates 
surging  to  8.67'  ,  the  bond  market  seems 
to  believe  that  inflation — now  at  about 
4.691 — will  soon  be  headed  up. 

But  this  pessimistic  forecast  may  be 
off  the  mark.  One  important  point,  often 
forgotten,  is  that  the  core,  or  underly- 
ing, inflation  rate  has  fallen  during  the 
past  year.  Excluding  energy  and  food 
costs,  which  seesaw  with  the  weather, 
consumer  prices  rose  more  slowly  in 
1989  than  they  did  in  1988  (chart). 

Moreover,  observes  David  H.  Resler 
of  Nomura  Securities  International  Inc., 
these  numbers  may  seriously  understate 
the  decline  in  inflation.  One  of  the  key 
economic  events  of  1989  was  the  soften- 
ing of  the  residential  real  estate  market. 
In  most  parts  of  the  country,  houses 
became  more  affordable — rather  than 
less  so — as  prices  fell  or  stayed  flat. 

But  according  to  the  Bureau  of  Labor 
Statistics  (BLS),  which  puts  together  the 
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consumer  price  index  (CPD,  the  cost  of 
buying  and  owning  a  home  rose  by  5.1% 
last  year.  The  discrepancy  arises  be- 
cause the  BLS  does  not  keep  track  of 
how  much  houses  actually  sell  for.  In- 
stead, the  government  assumes  that  the 
cost  of  owning  a  home  rises  or  falls  at 
roughly  the  same  rate  as  rents  paid  by 
tenants.  But  since  rents  don't  generally 
fall  as  fast  as  house  prices  can,  the  re- 


ported housing  costs  may  now  be  over- 
estimating the  true  costs  of  owning  a 
home.  And  with  homeowners'  costs  to- 
taling a  full  20'/'  of  the  CPI,  the  actual 
inflation  rate  could  be  as  much  as  a  full 
percentage  point  lower  than  reported. 

And  it's  not  just  housing  costs  that 
are  under  control.  Labor  costs,  one  of 
the  most  stubborn  components  of  infla- 
tion, also  rose  somewhat  less  rapidly  in 
1989  (chart).  This  small  achievement  is 
all  the  more  impressive  in  light  of  the 
low  unemployment  rate,  which  hovered 
around  5.37"  all  year.  Indeed,  a  tight  la- 
bor market  with  no  accompanying  wage 
acceleration  has  confounded  the  expecta- 
tions of  many  economists. 

According  to  Mickey  D.  Levy  of  First 
Fidelity  Bancorporation,  this  pattern  of 
restraint  is  likely  to  continue  in  1990, 
especially  with  profits  low  and  the  econ- 
omy weak.  When  profits  start  to  decline, 
he  notes,  "that's  the  time  when  wage 
increases  are  inhibited."  As  a  result. 
Levy  is  forecasting  that  prices  will  rise 
by  only  3.6'a  in  1990. 


...  BUT  AN  OPEC 
SQUEEZE  COULD 
PUT  A  STOP  TO  THAT 


There  is  a  wild  card  in  the  inflation 
picture.  "We're  as  vulnerable  now  to 
an  oil  price  shock  as  we  were  back  in 
1979,"  suggests  Edward  E.  Yardeni  of 
Prudential-Bache  Securities  Inc.  He 
points  out  that  last  year's  U.  S.  petro- 
leum imports  exceeded  domestic  produc- 
tion for  the  first  time  in  a  decade.  So  if 
there  is  some  disruption  in  OPEC's  pro- 
duction, the  price  of  crude  could  soar. 

Japan  is  even  more  exposed  to  world 
price  rises  because  all  of  its  oil  must  be 
imported.  Since  the  beginning  of  1989,  a 
stronger  dollar  and  higher  world  prices 
have  boosted  oil  prices  in  Japan  by  50%. 
Although  Japanese  consumer  inflation 
has  stayed  low  by  U.  S.  standards,  there 
is  a  hefty  producer  price  jolt  working  its 
way  through  the  economy  in  response  to 
the  recent  increase  in  crude.  It's  the  fear 
of  oil-induced  inflation,  notes  Yardeni, 
that  partly  explains  the  recent  boost  in 
Japanese  interest  rates — an  action  that 
was  felt  on  this  side  of  the  Pacific. 


WELL,  LBOs  DID  PRUNE 
A  LOT  OF 

TANGLED  COMPANIES 


There's  a  lot  of  skepticism  about  the 
economic  value  of  mergers  and  le- 
veraged buyouts  these  days.  But  in  one 
sense,  at  least,  these  activities  have  ac- 


complished what  they  set  out  to  < 
shrink  companies  down  to  a  few  cc 
businesses. 

In  a  recent  paper,  Frank  Lichtenbe 
of  Columbia  University  finds  surprisir 
ly  strong  confirmation  of  the  extent  a 
speed  of  "de-diversification."  Betwe 
1985  and  1989,  he  reports,  the  proporti 
of  companies  that  were  highly  diver 
fied — operating  in  more  than  20  indi 
tries — declined  by  37%.  Over  the  sa 
period,  the  proportion  of  single  indus 
companies  increased  by  54%.  The 
changes,  suggests  Lichtenberg,  m 
have  contributed  to  the  resurgence 
American  productivity  growth  in 
1980s. 


WILL  WEAKER  PROFITS 

BLOW  THE  LID 

OFF  GRAMM-RUDMAN? 


While  attention  is  riveted  on  Pre  ^ 
dent  Bush's  fiscal  1991  budget, 
is  becoming  painfully  clear  that  tl 
year's  budget  deficit  is  likely  to  far  ( 
ceed  the  Gramm-Rudman  Act's  target 
$100  billion.  Fiscal  1990's  first  quart 
ended  in  December,  and  already,  the  d< 
icit  totals  almost  $70  billion.  While  t 
Administration  now  admits  that  t\ 
year's  deficit  will  reach  $124  billion, 
could  get  much  worse. 

One  of  the  major  factors  behind  t 
deteriorating  fiscal  picture,  says  ecor 
mist  William  V.  Sullivan  Jr.  of  Dean  W 
ter  Reynolds  Inc.,  is  the  poor  perf( 
mance  of  corporate  profits.  Sulliv: 
notes  that  corporate  income  tax  pa 
ments  in  December  were  only  $19  billic 
a  sharp  14.3%'  decline  from  Decembt 
1988.  "That's  not  only  the  first  yei 
over-year  erosion  in  corporate  tax  pa 
ments  from  December  since  1982," 
says,  "but  it  also  represents  a  decli: 
from  last  June's  reading." 

Sullivan  calculates  that  if  corporal 
tax  receipts  sustain  their  December  cj 
cline  for  the  rest  of  fiscal  1990,  they  w| 
fall  nearly  $22  billion  short  of  wh 
Bush's  budget  plan  assumes.  "The  b( 
tom  line,"  says  Sullivan,  "is  that  reac 
ing  the  Gramm-Rudman  deficit  targe 
of  $100  billion  for  fiscal  1990  and  $ 
billion  for  fiscal  1991  is  becoming  an  ii 
possible  dream." 

Indeed,  with  last  quarter's  econon 
growth  rate  pegged  at  only  0.5%,  Sul 
van  feels  there's  a  strong  chance  th 
Gramm-Rudman  will  either  be  shelvi 
or  replaced  by  other  legislation.  Und 
current  law,  he  notes,  the  Gramm-Ru 
man  ceilings  can  be  suspended  if  ec 
nomic  growth  falls  below  19<  for  tv 
consecutive  quarters. 

With  Gene  Kon 
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h  debt  and  equity  underwriting, 
we  have  a  particular  area  of  expertise. 


— ^—  

Merrill 


It's  client  service- 
worldwide. 

Once  again,  Merrill  Lynch 
has  achieved  the  premier 
position  as  the  leading 
underwriter  of  global  debt 
and  equity,  raising  a  total 
of  over  $53  billion  in  1989. 
We  also  led  all  other  firms 

c  llllHlM.-rnll  l.vii.  hr,i|)iK,l  M.irkrts 


in  U.S.  debt  and  equity 
underwriting  for  the  year. 

We're  proud  to  have 
assisted  corporations, 
institutions  and  governments 
around  the  world  in  meeting 
their  financing  needs  for  the 
past  year. 

We  believe  this  kind  of 


Source:  IDD  Information  Services.  Full  credit  to  lead  manager. 


performance  also  carries 
with  it  a  commitment.  The 
commitment  to  stand  ready 
to  serve  our  clients  in  the 
years  to  come. 


Merrill  Lynch 

A  tradition  of  trust. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


IDDENLY,  RECESSION  IS  MORE 
IAN  A  WHISPER  IN  THE  WIND 


THE  AUTO  SLUMP 
ED  OUT  DEMAND 
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|he  U.  S.  is  coming  to  grips  with  a  painful  lesson:  In 
shaping  a  nation's  economic  destiny,  beggars  can't 
be  choosers.  The  sudden  rise  in  long-term  interest 
—from  just  under  1.97c  at  the  end  of  December  to 
than  8.67o  on  Jan.  30 — makes  that  clear.  It  also 
the  outlook. 

i  jump  partly  reflects  stubborn  inflationary  pres- 
here  at  home.  But  more  important,  it  shows  Wall 
t's  concern  that  the  world's  largest  debtor  may  not 
le  to  lure  sufficient  capital  from  abroad  to  pay  its 
Foreign  interest  rates  were  rising  at  the  same  time 
he  Federal  Reserve  Board  was  pushing  down  U.  S. 
making  foreign  investments  more  attractive. 

As  a  result,  the  Fed  has  sur- 
rendered some  of  its  maneuver- 
ing room  as  it  tries  to  keep  the 
economy  from  crashing  in  a  re- 
cession. Fed  Chairman  Alan 
Greenspan  has  strongly  sug- 
gested that  further  easing  of 
monetary  policy  is  unlikely. 
Easing  would  heighten  fears  of 
dwindling  foreign  capital  and 
persistent  U.  S.  inflation,  send- 
ing long-term  rates  even  higher, 
lie  the  Fed  is  in  a  bind,  fiscal  policy  is  powerless, 
'resident  cannot  offer  any  economic  stimulus  in  the 
budget,  for  the  fiscal  year  beginning  this  October, 
ise  he  must  at  least  pretend  to  deal  with  the  deficit 
28).  Stemming  the  flow  of  red  ink  is  imperative  in 
ing  American  dependence  on  foreign  capital, 
d  so  the  outlook  shifts.  Rising  long-term  interest 
hit  the  economy  in  areas  that  are  already  hurting, 
as  housing,  autos,  and  other  durable  goods.  They 
exacerbate  the  debt  problems  of  highly  leveraged 
esses  and  consumers  at  a  time  when  corporate 
;s  are  falling  and  consumer  confidence  is  deteriorat- 
Despite  Greenspan's  recent  comments  to  the  con- 
,  the  chances  of  a  recession  in  1990  have  increased. 

ISUMERS  That's  not  to  say  a  downturn  is  inevita- 
ble.  Real  gross  national  product  rose  at 
IVIDE  an  annual  rate  of  only  0.5'/  in  the  fourth 
ISHION  quarter,  the  smallest  gain  in  3 Mi  years, 
/hile  the  economy  clearly  slowed  last  quarter,  it  had 
of  a  cushion  against  a  recession  than  the  GNP 
ler  implies. 

it  cushion  is  demand.  The  data  show  that  real  final 
—GNP  less  inventories — fell  at  an  annual  rate  of 
last  quarter  (chart).  But  excluding  the  dropoff  in 


car  sales  after  summer  promotions  ended,  final  demand 
rose  1.9%.  Other  sectors  took  up  some  slack.  The  drop  in 
car  sales  resulted  in  a  0.1%  decline  in  consumer  outlays, 
but  excluding  autos,  spending  rose  a  solid  2.7%. 

A  faster  pace  of  inventory  growth  in  the  fourth  quar- 
ter accompanied  the  weakness  in  final  sales — a  situation 
that  would  be  more  worrisome  if  the  rise  in  business 
stockpiles  had  been  broad.  However,  unsold  cars  ac- 
counted for  nearly  all  of  the  backup  in  inventories. 

HIGH  RATES  The  trouble  is  that  rising  long-term  inter- 
MAKE  est  rates  are  taking  the  air  out  of  the 

DETROIT  economy's  cushion.  For  months,  the  econ- 
GLOOMIER  omy's  sluggishness  has  been  concentrat- 
ed in  manufacturing,  mostly  in  durable  goods  and  partic- 
ularly in  the  auto  industry.  Now,  higher  rates  may 
thwart  that  sector's  recovery,  because  demand  there  is 
especially  sensitive  to  the  cost  of  credit. 

New  orders  coming  into  durable  goods  factories  rose 
2.57^  in  December,  to  $133.5  billion.  But  that  rise  reflect- 
ed an  order  surge  in  the  booming  aircraft  industry. 
Otherwise,  bookings  would  have  fallen  under  the  weight 
of  order  declines  in  motor  vehicles,  primary  metals,  and 
heavy  machinery.  Orders  for  durable  goods  generally 
have  gone  nowhere  for  about  a  year.  The  aircraft  surge 
also  accounted  for  virtually  all  of  December's  0.8%  in- 
crease in  the  government's  index  of  leading  indicators. 

Higher  long-term  rates  make 
the  auto  outlook  even  gloomier. 
Detroit's  problems  have  already 
spread  to  supplier  industries 
such  as  steel,  rubber,  and  plas- 
tics. Car  sales  rebounded  in  Jan- 
uary, but  that  won't  help  first- 
quarter  GNP.  The  added  sales 
came  out  of  inventories,  so  low- 
er inventory  growth  will  de- 
press GNP.  Car  output  remains 
at  recessionary  levels. 

Higher  long-term  rates  also  drive  up  mortgage 
charges.  All  signs  had  pointed  to  a  modest  recovery  in 
housing  this  year,  but  rising  rates  threaten  even  that. 
Demand  for  household  durable  goods  may  also  suffer. 

Consumers  still  hold  the  key  to  the  economy's  future, 
and  last  quarter's  evidence  gives  reason  for  hope.  Al- 
though demand  for  nondurable  goods  fell,  spending  for 
durable  goods  other  than  cars  rose  strongly,  and  outlays 
for  services  posted  another  big  gain  (chart).  Consumer 
spending  for  services  played  a  big  role  in  offsetting  last 
year's  slowdown  in  demand  for  goods.  Real  outlays  for 
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services,  about  half  of  all  consumer  spending,  accelerT 
ated  in  each  quarter  of  1989. 

In  the  fourth  quarter,  service  spending  rose  at  an 
annual  rate  of  5.3%,  although  that  was  boosted  by  heavy 
energy  use  during  the  December  cold  snap.  Yet  even 
excluding  outlays  for  household  operation,  services  still 
posted  a  strong  4.3%  gain. 

But  if  rising  interest  rates  prevent  a  recovery  in  man- 
ufacturing—or make  the  slump  worse — consumers  may 
turn  sour  on  the  expansion.  There  are  already  some 
disturbing  signs.  The  Conference  Board's  index  of  con- 
sumer confidence  plunged  in  January  to  its  lowest  level 
in  more  than  two  years. 

I WAGES  ARE  Persistent  economic  weakness— or  even  a 
PUTTING  A  recession — might  be  the  only  way  to  re- 
SQUEEZEON  [i^ce  inflationary  pressures.  Last  year's 
PROFITS  slower  pace  of  growth  did  not  accomplish 
much:  Labor  markets  are  still  generally  tight,  and  wage 
pressures  are  fueling  the  growth  in  prices. 

In  the  fourth  quarter,  outlays  for  wages  and  benefits 
for  all  private  workers  rose  by  4.8%  from  a  year  earlier. 
That's  basically  unchanged  from  1988's  4.9%  gain.  With 
productivity  growth  sagging,  that  effectively  puts  a 
floor  under  the  inflation  rate,  since  labor  costs  account 
for  about  75%-  of  businesses'  expenses. 

Growth  in  compensation  costs  for  goods  producers — 
the  sector  hit  hardest  by  rising  rates — did  slow  early  last 
year.  But  that  trend  reversed  itself  by  midyear.  By  the 
fourth  quarter,  compensation  outlays  for  goods  produc- 
ers had  risen  4.3%-  from  a  year  earlier,  not  much  differ- 
ent from  the  4.4%  increase  for  all  of  1988.  And  expendi- 
tures for  wages  and  benefits  at  service  industries 
continued  to  rise  at  a  yearly  pace  of  about  5%  (chart). 

Clearly,  the  downturn  in  manufacturing  is  not  work- 
ing the  same  magic  on  wage  growth  as  it  did  in  1986. 
Back  then,  the  problems  in  the  factory  sector  helped  to 
slow  the  increases  in  labor  costs  for  all  businesses.  Out- 


lays for  wages  and  benefits  rose  3.2%  in  1986,  do\ 
from  the  3.9%-  increase  in  1985. 

Why  isn't  that  happening  now?  Labor  markets  a 
just  too  tight.  Bjack  in  1986,  the  unemployment  ra 
averaged  7%.  Now  the  jobless  rate  is  more  than  1 
percentage  points  below  that.  And  even  though  factori 
are  laying  off  workers,  service  industries  are  still  ere; 
ing  new  jobs  at  a  healthy  pace.  So  businesses  that  wa 
to  attract  workers  are  forced  to  pay  higher  wages 

The  latest  data  on  collective  bargaining  settlemer 
also  point  to  the  upward  pressure  on  wages.  Union  cc 
tracts  negotiated  in  1989  call  for  4%  pay  raises  in  t 
first  year  of  the  contract  and  annual  wage  increases 
3.3%'  over  the  life  of  the  settlements.  Last  year  was  tj 
first  since  1981  that  the  average  contract  provided  f 
higher  wage  gains  than  were  called  for  in  the  contrac 
that  were  replaced.  And  wage  gains  in  union  settlemen 
have  been  on  an  upward  trend  since  1987. 

Benefits  costs,  up  a  hefty 
6.1%'  last  year,  aren't  likely  to 
slow,  either.  A  survey  of  almost 
2,000  companies  by  consulting 
firm  A.  Foster  Higgins  &  Co. 
showed  that  the  cost  per  work- 
er of  medical  plans  rose  16.7%- 
in  1989,  and  the  firm  projects  a 
16.4%  jump  this  year.  Moreover, 
the  uptick  in  the  Social  Security 
tax  rate  will  push  first-quarter 
employment  costs  up  sharply. 

So  businesses  will  fight  an  increasingly  difficult  batt 
this  year.  Sluggish  demand  and  rising  labor  costs  w 
make  a  direct  hit  on  corporate  profits.  And  higher  Ion 
term  interest  rates  make  matters  worse,  particularly  f 
heavily  indebted  companies  that  must  pay  out  reco 
sums  in  interest.  Meanwhile,  policymakers,  with  th( 
hands  tied  by  foreign  capital  markets,  have  to  sit  on  t' 
sidelines  and  hope  the  situation  doesn't  get  out  of  han 
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THE  WEEK  AHEAD 


PRODUCTIVITY 


Monday,  Feb.  .5,  10  a.m. 
Productivity  in  the  nonfarm  business 
sector  was  probably  flat  in  the  fourth 
quarter,  after  increasing  at  a  healthy 
2.57f  annual  rate  in  the  third.  A  small 
gain  in  output  was  likely  matched  by  an 
equally  slim  rise  in  hours  worked.  Al- 
most all  of  the  weakness  in  productivity 
will  be  in  the  service  sector.  In  manufac- 
turing, output  per  hour  worked  probably 
advanced  at  an  annual  rate  of  about  27' 
last  quarter,  following  a  1.17'  annual 
rate  of  rise  in  the  third  period.  Even 
though  factory  output  fell,  hours 
worked  dropped  more  sharply.  The  weak 
productivity  performance  in  the  nonfarm 
business  sector  suggests  that  unit-labor 


costs  likely  rose  at  a  rapid  4.57f  annual 
rate  in  the  fourth  quarter,  after  a  2.87 
rise  in  the  third. 

CAR  SALES  

Monday,  Feb.  -5,  Jk'.lo  p.m. 
New  domestically  made  cars  probably 
sold  at  an  annual  rate  of  about  7.3  mil- 
lion in  January,  up  from  December's  6.5 
million  pace.  Car  sales  for  the  first  20 
days  of  last  month  stood  at  a  yearly  rate 
of  7.4  million,  thanks  to  the  reintroduc- 
tion  of  sales  incentives. 

INSTALLMENT  CREDIT  

Wednesday,  Feb.  7. 

Consumers  likely  added  about  $3  billion 
to  their  debt  loads  in  December.  That's 
indicated  by  a  small  pickup  in  new-car 


sales,  plus  moderate  advances  in  nc 
auto  retail  sales  and  personal  loans 
commercial  banks.  In  November,  cc 
sumer  credit  increased  by  $4.2  billion. 

PRODUCER  PRICE  INDEX 


Friday,  Feb.  9,  8:30  a.m. 
Most  economists  expect  a  very  steep  1 
jump  in  producer  prices  of  finish 
goods  in  January,  following  the  rap 
0.77  rise  in  December.  Both  month 
gains  were  almost  all  the  result  of  hig 
er  fuel  costs.  Excluding  energy  ai 
food,  forecasters  are  looking  for  a  mo 
moderate  0.37  advance  in  produc 
prices  in  January.  Lower  tobacco  ai 
car  prices  will  offset  gains  elsewhere 
December,  prices  of  goods  other  thi 
food  and  energy  increased  0.67f . 
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Tbm  bought  Hewlett-Packard 
long  before  he  bought  PCs. 


When  he  got  his  first  job  on  Wall 
Street,  Tom's  HP  calculator  was  his 
most  valued  possession.  It  was 
the  combination  of  innovation  and 
reliability  that  gave  him  an  edge. 
So  when  his  Information  Systems 
Manager  recommended  they  go 
with  Hewlett-Packard  personal  com- 
puters,Tom  needed  no  convincing. 

With  hitel  286, 386,  and  486"-based 
models,  HP's  line  of  Vectra  personal 


computers  suits  a  range  of  business 
needs.  Expansion  is  easily  accom- 
modated with  up  to  8  accessory 
slots,  1.3  gigabytes  of  hard  disk 
storage,  and  64  Mbytes  of  RAM. 

Beyond  this,  HP's  adherence  to 
industry  standards  ensures  com- 
patibility Now,  and  into  the  future. 

But  the  most  important  feature  is 
Hewlett-Packard  quality  This,  along 


with  HP's  network  of  authorized 
dealers,  gives  you  all  the  assurance 
you  need.  Fbr  the  dealer  nearest  you, 
caU  1-800-752-0900,  Ext  725B. 

There  is  a  better  way. 


HEWLETT 
PACKARD 
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CHENEY  GOES 
TO  BATTLE 

DEMOCRATS  WON'T  WIN  ALL  THE  CUTS  THEY  WANT 


Soon  after  President 
Bush  unveiled  his 
fiscal  1991  budi^et, 
Defense  Secretary  Rich- 
ard B.  Cheney  strapped 
on  his  flak  jacket  and 
trekked  to  Capitol  Hill  to 
defend  his  spending  plan 
against  an  army  of  hos- 
tile Democrats. 

At  first  glance,  it  looks 
like  a  suicide  mission. 
The  crumbling  of  Europe- 
an communism  has  fu- 
eled hopes  for  a  big 
peace  dividend.  But  at 
$295  billion,  military 
spending  in  1991  would 
be  about  the  same  as  this 
year.  To  inflame  passions 
further,  Cheney  proposes  to  boost 
spending  for  Star  Wars  and  other  strate- 
gic programs — even  as  he  pokes  a  stick 
in  the  eyes  of  prominent  Democrats  by 
seeking  to  close  bases  in  their  districts. 
COLD  WARRIOR.  But  unlikely  as  it  seems, 
the  wily  Pentagon  chief  stands  a  decent 
chance  of  keeping  Congress  at  bay — at 
least  for  a  year.  The  plan  is  to  protect 
major  strategic  weapons  by  warning 
that  the  Soviet  nuclear  threat  has  not 
been  diminished  by  events  in  Europe. 
Ironically,  Cheney  may  get  a  boost  from 
Soviet  leader  Mikhail  Gorbachev,  whose 
shaky  grip  on  power 
could  forestall  whole- 
sale cuts  in  U.  S.  mili- 
tary capability.  At  the 
same  time,  the  Defense 
Secretary  will  put  dov- 
ish Democrats  on  the 
defensive.  His  call  for 
closing  43  defense  in- 
stallations seems  de- 
signed to  make  the 
Democrats,  who  talk  of 
big  spending  cuts,  look 
hypocritical,  as  they 
fight  to  preserve  facili- 
ties in  their  districts. 

Cheney,  a  determined 
cold  warrior  in  his  five 

A  BILLIONS  OF  DOLURS 


terms  as  a  congressman 
from  Wyoming,  concedes 
that  the  likelihood  of  a 
Warsaw  Pact  attack  is 
fairly  remote."  But  he's 
-\orried  that  even  as 
iliey've  pulled  back  con- 
ventional forces,  the 
Soviets  are  modernizing 
their  long-range  missiles. 
"Taking  the  long  view," 
Cheney  warns,  "it's  easy 
to  hypothesize  a  more 
significant  Soviet  threat." 

The  budget  Bush  sent 
to  Congress  on  Jan.  29 
calls  for  military  spend- 
ing next  year  to  decline 
2.67f  after  inflation.  The 
proposal  favors  strategic 
programs.  Production  of  the  $530  mil- 
lion-a-copy  B-2  Stealth  bomber  would 
continue,  as  would  a  $6.8  billion  Penta- 
gon plan  to  deploy  MX  missiles  on  rail- 
cars.  Strategic  Defense  Initiative  spend- 
ing would  rise  2^7'.  Where  would  the 
cuts  come?  Conventional  forces:  The 
Army  loses  two  divisions,  the  Air  Force 
retires  some  B-52s,  and  the  Navy  moth- 
balls two  battleships.  In  his  Jan.  31  State 
of  the  Union  address,  Bush  proposed 
that  the  U.  S.  and  Soviet  Union  speed  up 
troop  withdrawals  from  Europe. 

Congress  has  its  own  plans.  Demo- 


THE  CHORE  FACING  CHENEY 
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crats  hope  to  slash  funding  for  St; 
Wars  and  the  B-2.  And  many  libera 
will  call  for  bringing  even  more  troo; 
home.  "Cheney  has  placed  the  cart  b 
fore  the  horse  by  announcing  base  cl  d,.|.j|j 
sures  and  no  troop  cuts,"  says  Hou 
Armed  Services  Committee  member  P 
tricia  Schroeder  (D-Colo.).  'We  should  1 
setting  a  goal  for  a  force  25'/  to  30 
smaller  than  it  is  today." 

Some  Democrats  also  want  small 
conventional-arms  cuts.  "The  Admini 
tration  favors  every  nuclear  weapoi  (,| 
system  while  terminating  a  number  > 
top-of-the-line  conve; 
tional  systems,"  saj 
Senator  Carl  M.  Lev 
(D-Mich.).  The  Detrc 
Arsenal  Tank  Plan 
which  builds  the  % 
Abrams,  is  set  for 
big  cut. 

House  Budget  Cor 
mittee  Chairman  Lec 
E.  Panetta  (D-Calif.): 
advocate  of  deficit  r 
duction  via  defens 
cuts,  was  left  in  a  pa 
ticularly  uncomfortab 
spot  by  the  proposal  ' 
move  the  7th  Divisic 
from  Fort  Ord  in  h 
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:t  to  Fort  Lewis  in  Washington. 
:iuestion  is  whether  playing  a  shell 
with  the  7th  makes  defense  or 
tary  sense,"  Panetta  says.  Some 
crats  suspect  they've  been  singled 
•r  closings.  "Our  preliminary  count 
.  it's  almost  4  to  1  in  cuts  in  Demo- 
districts  vs.  Republican  districts," 
House  Armed  Services  Committee 
nan  Les  Aspin  (D-Wis.). 
ney  denies  that  any  closing  plans 
olitically  motivated.  But  the  one- 
chief  of  staff  to  President  Ford 
admits  that  his  job  is  "inherently 
al."  In  the  end,  the  Pentagon  and 
re  likely  to  accept  Aspin's  sugges- 
nd  let  a  bipartisan  commission  de- 
vhich  facilities  should  go,  an  ap- 
1  followed  successfully  in  1988. 
Tious  LAUGH.  Cheney's  strategy 
second  element.  If  the  Democrats 
for  big  cuts,  he  and  Bush  are 
I  to  pin  the  "soft  on  defense" 
on  them.  "A  lot  of  the  people  who 
been  touting  the  peace  dividend 
never  supported  defense,"  Cheney 
Polls  show  Democrats  are  vulnera- 
such  an  assault. 

'  public  Dick  Cheney  gives  few 
to  the  complex  inner  man.  He 
like  a  librarian.  But  friends  know 
,s  a  devoted  outdoorsman  with  an 


infectious  laugh.  Boyhood  chums  re- 
member a  reckless  teenager  who  got  his 
kicks  by  hitching  on  behind  a  1950  Plym- 
outh convertible  and  skimming  down  an 
irrigation  ditch  on  makeshift  water  skis. 

His  low-key  style  hides  both  his  taste 
for  political  intrigue  and  his  hard-edged 
conservatism.  House  Speaker  Thomas  S. 
Foley  (D-Wash.)  says  Cheney's  friend- 
ships on  the  Hill  "will  make  an  extraor- 
dinarily difficult  job  easier."  But,  adds 
Kenneth  L.  Adelman,  former  director  of 
the  Arms  Control  &  Disarmament  Agen- 
cy under  Ronald  Reagan,  "Dick's  a  natu- 
ral conservative.  His  personality  masks 
it  because  he's  so  nice." 

Cheney  proved  to  be  a  skillful  political 
tactician  last  spring  when  he  sought  to 
kill  a  Navy  fighter  jet  and  a  Marine 
Corps  tilt-rotor  aircraft.  Legislators  in 
the  affected  states  howled — and  kept 
both  projects  alive  for  a  year.  But  they 
looked  petty  and  parochial  in  the  pro- 
cess. "It  was  wrong  for  us  to  fight  for 
jobs  only,"  says  Aspin,  who  backed  Che- 
ney's plan.  "It  made  us  look  terrible." 

The  Defense  chief  was  less  successful 
in  another  ploy.  Last  November,  he  tried 
a  preemptive  strike  against  budget-cut- 
ters by  announcing  that  planned  1992-94 
military  spending  might  be  cut  by  as 
much  as  $180  billion.  The  move  raised 


expectations  of  a  huge  peace  dividend. 
But  the  actual  budget  turned  out  to  be  a 
major  disappointment  to  defense  critics. 
It  reduces  the  Administration's  defense 
projections  of  last  April  by  just  $95  bil- 
lion over  the  1992-94  jjeriod  (chart). 

Cheney  would  have  a  better  chance  of 
persuading  Congress  to  do  things  his 
way  if  lawmakers  were  convinced  that 
the  Pentagon  chief  was  master  of  his 
own  department.  During  the  arms  binge 
of  the  Reagan  years,  the  Pentagon's 
arms  development  and  buying  bureau- 
cracy swelled  to  more  than  500,000.  Four 
years  ago,  the  head  of  a  Presidential 
panel  recommended  that  at  least  20'X  of 
the  jobs  be  eliminated.  But  Cheney's 
first  swipe  at  the  problem  was  a  plan  to 
trim  just  42,000  slots  over  five  years. 
WELL  FORTIFIED.  Pentagon  critics  are 
also  eager  for  a  sign  that  Cheney  can  fix 
poorly  managed  weapons  projects.  Con- 
sider the  Navy's  $7  billion  Airborne  Self- 
Protection  Jammer,  which  has  eluded 
the  budget  ax.  Despite  its  failure  to  pass 
performance  tests  and  its  abandonment 
by  the  Air  Force,  ASP.J  lives  on — a  deci- 
sion Senator  David  H.  Pryor  (D-Ark.) 
says  shows  that  "weapons  acquisition 
policy  is  bad  business  as  usual." 

Cheney  can  afford  to  shrug  off  such 
potshots  because  he's  entering  this 
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year's  budget  battle  in  a  strong  position. 
Despite  Democrats'  bravado,  Congress 
is  unlikely  to  make  massive  cuts  in 
spending  this  year.  Lawmakers  will  once 
again  take  from  Star  Wars  and  the  B-2, 
but  the  broad  outline  of  Cheney's  1991 
budget  has  a  chance  of  surviving. 

Next  year  is  another  matter.  In  a  few 
months,  the  Pentagon  will  reveal  its 
first  long-range  budget  plan  since  the 


upheaval  in  Eastern  Europe.  Cheney  is 
under  tremendous  pressure  to  use  this 
review  to  define  U.  S.  military  strategy 
for  a  post-cold-war  world.  Possibilities 
include  major  withdrawals  of  troops  sta- 
tioned abroad,  a  maritime  strategy 
aimed  more  at  protecting  trade  than  at 
projecting  force,  and  developing  mobile 
units  for  "low-intensity"  conflict,  such 
as  the  Panama  invasion. 


Pentagon  foes  are  anxiously  awaiti 
the  plan.  They  expect  Cheney  to  sht 
big  reductions  in  future  military  spei 
ing.  If  he  falls  short,  the  lawmakers  w 
consider  the  amiable  Dick  Cheney  one 
their  own  will  come  to  regard  his  vis 
to  the  Hill  as  hostile  missions — and  w 
surely  try  to  take  the  future  of  defen 
strategy  into  their  own  hands. 

By  Dave  Griffiths  in  Washingt 


[D 


Commentary/by  Howard  Gleckman 


THIS  $1.2  TRILLION  DOESN'T  ADD  UP  TO  MUCH 


The  Bush  Administration  is  taking 
the  predictable  pounding  from 
congressional  Democrats  for  re- 
sorting to  gimmickry  in  the  fiscal  1991 
budget.  But  this  time,  the  lawmakers 
are  off  target.  The  $10  billion  or  so  of 
smoke  and  mirrors  is  trivial  by  contem- 
porary standards. 

Still,  there  is  something  seriously 
wrong  with  the  $1.23  trillion  budget 
Both  the  budget  and  President  Bush's 
Jan.  31  State  of  the  Union  address  re- 
flect an  Administration  with 
no  discernible  domestic  agen- 
da. "We'll  do  what  it  takes  to 
invest  in  America's  future," 
Bush  promised  in  the  speech. 
"The  commitment  is  there, 
the  money  is  there."  But  is  it? 
Bush,  taking  his  cue  from 
opinion  polls  that  show  little 
public  concern  with  the  deficit 
and  almost  no  support  for  a 
tax  increase,  is  unwilling  to 
campaign  for  budget  balance. 

As  a  result,  he  has  neither 
the  money  nor  the  incentive 
to  do  more  than  tinker.  The 
result:  lofty  rhetoric  about 
trips  to  Mars  and  a  few  high- 
profile  but  largely  symbolic 
earthly  initiatives. 
'NOTHING  THERE.'  In  his  Stiite  of  the 
Union  speech.  Bush  called  on  Ameri- 
cans to  invest  in  the  future.  But  the 
budget  offers  little  to  encourage  the 
necessary  first  step — slowing  con- 
sumption— since  deficit  spending  would 
continue  virtually  unabated.  "There's 
nothing  there,"  says  Frank  H.  Sha- 
froth,  chief  lobbyist  for  the  National 
League  of  Cities.  "Where's  the  beef?" 

On  paper,  the  budget  would  reduce 
the  deficit  to  $64  billion  in  1991.  But  no 
one  in  Washington  or  on  Wall  Street 
believes  that.  This  year's  shortfall  is 
likely  to  end  up  at  about  $150  billion. 
And  under  more  realistic  assumptions 
than  the  Administration  uses,  the  1991 


deficit  won't  be  a  great  deal  lower. 

Because  Bush  won't  propose  either 
major  spending  cuts  or  big  tax  hikes, 
he's  left  to  hope  the  U.  S.  can  grow  its 
way  out  of  the  deficit.  And  until  that 
happens,  he  is  doomed  to  shuffle  mon- 
ey among  programs. 

Unable  to  offer  full-blown  proposals, 
Bush  relies  on  flashy  demonstration 
grants  and  research  projects.  Take 
clean  air — a  top  Bush  priority.  Most 
experts  say  the  best  way  to  cut  air 


mif. 


pollution  is  to  get  people  out  of  their 
cars.  Yet  Bush  proposes  to  slash  subsi- 
dies for  mass  transit  by  $750  million. 
Instead,  he  wants  to  spend  $10  million 
to  "assess"  magnetically  levitated 
trains.  And  he  promotes  a  $175  million 
campaign  to  plant  30  million  trees. 
"Tree-planting  is  good,"  says  Ralph  De 
Gennaro,  senior  analyst  at  Friends  of 
the  Earth,  "but  it  doesn't  show  a  seri- 
ous commitment." 

The  President  touches  all  the  bases. 
The  "kinder  and  gentler"  Bush  has 
grants  that  would  help  tenants  in  a 
few  housing  projects  buy  their  apart- 
ments. The  "education  President" 
would  substantially  increase  funding 


for  Head  Start,  though  the  rest  of  edil 
cation  spending  doesn't  even  keep  u 
with  inflation.  The  "environment  Pres 
dent"  requests  more  money  for  er 
forcement  and  some  added  bucks  t 
study  global  warming.  But  much  o 
that  money  comes  at  the  expense  o 
sewage-treatment  construction  an 
toxic-substance  control. 
GAUZY  VISIONS.  There  are  bows  t| 
boosting  competitiveness  through  re 
search  and  enhanced  national  savings 
Bush  would  pump  about  $ 
billion  more  into  civilian  am 
defense  research  programs 
such  as  biotechnology  and  ro' 
bo  tics.  And  his  budget  in 
eludes  the  well-advertisei 
plans  to  provide  tax  break 
for  capital  gains  and  Individ 
ual  savings  accounts.  Botl  EiUl 
aim  to  increase  savings  am 
investment  but  are  flawed  b; 
the  need  to  minimize  th 
short-term  deficit  impact. 

Unlike  Ronald  Reagan 
Bush  believes  the  federa 
government  has  a  role  to  pla; 
in  education,  the  environ 
ment,  research  and  develop 
ment,  and  the  like.  But  he  al 
locates  only  $10  billion  out  o 
the  total  of  $1.2  trillion  in  the  budge 
for  his  top  priorities.  That  doesn't  ad( 
up  to  much  of  an  agenda. 

The  American  public  wants  the  gov 
ernment  to  spend  more  for  schools 
drug  enforcement,  roads,  and  the  envi 
ronment.  But  faced  with  a  big  deficit 
and  an  electorate  that  won't  stomacl: 
higher  taxes.  Bush  can't  do  that. 

That  gives  him  little  incentive  t( 
take  the  bold  steps  that  would  get  th( 
deficit  behind  him  and  give  him  th( 
resources  to  pursue  a  serious  agenda 
Until  he  dees,  he  can  only  offer  granc 
but  gauzy  visions  of  the  21st  century 
It's  good  that  talk  is  cheap.  These 
days,  that's  about  all  Bush  can  afford 
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INESI 


IE  BEST-LAID  PLANS 
F  ED  COLODNY . . . 


.  carefully  conceived  USAir  merger  is  fraught  with  huge  problems 


JUST  GET  ME  TO 
THE  GATE  OK  TIME 


Carrier 

On-time  orrivals 

Percent 

AMERICAN 

85.5% 

DELTA 

80.1 

CONTINENTAL 

79.9 

UNITED 

78.1 

INDUSTRY  AVG. 

78.0 

NORTHWEST 

76.7 

USAIR 

68.4 

'November  data 

DATA  TRANSPORTATION  DEPT 

ODNY  AT  NATIONAL  AIRPORT:  "WE  HAD  MORE  GLITCHES  THAN  WE  COUNTED  ON' 


ast  Dec.  8,  IBM  salesman  Jerome  C. 
Santoni  boarded  an  8:40  a.m.  USAir 
■  flight  in  Charlotte,  N.  C,  and  set- 

I  in  for  the  lV2-hour  trip  to  New 
i  k's  LaGuardia  Airport.  Little  did  he 
i\v  that  he  had  entered  the  Twilight 

'wo  hours  later,  Santoni  says,  the 
lie  pushed  100  feet  away  from  the 
e.  There  it  sat  while  USAir  tried  to 
ster  a  crew  to  de-ice  its  wings.  For 
'  next  six  hours,  passengers  twiddled 
ir  thumbs,  consumed  every  bit  of 
and  drink  on  the  plane,  and  filled 
bijth  lavatories.  Despite  pleas  to  let 
111  off,  they  were  stuck  in  their  seats, 
lally,  at  4:20  p.m.,  the  plane  left  for 
w  York,  a  full  eight  hours  late.  No 
luler  Santoni  and  others  now  call  the 
ime  "Useless  Air." 

WNDRAFT.  Officials  at  USAir  Group 
.  say  there's  little  they  could  do  about 
(1  up  wings.  But  more  than  weather  is 
[Minsible  for  the  downdraft  at  the  na- 
n's sixth-largest  carrier.  Disorganized 
•\  ice  crews,  lost  baggage,  long  lines, 

I I  late  flights  have  become  routine, 
ny  '  Despite  two  years  of  planning,  the 
■^'.i  integration  with  Piedmont  Aviation 
•-  has  created  enormous  turmoil. 
Although  the  worst  may  be  over, 
lan-man  Edwin  I.  Colodny  has  a  long 
i.v  to  go  in  shoring  up  the  merger 
niage.  Irate  customers  have  been  de- 


fecting in  key  hubs  such  as  Pittsburgh, 
while  labor  and  other  costs  have  soared. 
The  result  was  a  stinging  $63  million 
loss  last  year  on  revenues  of  $6.3  billion, 
a  drop  from  a  $165  million  profit  in  1988 
on  $5.7  billion  in  revenues.  Sluggish  traf- 
fic and  high  fuel  costs  are  battering 
earnings  at  other  carriers  these  days, 
too.  But  with  uSAir's  own  problems,  Co- 
lodny says:  "We  could  well  see  a  loss  in 
1990  if  trends  don't  change." 

Such  results  are  a  far  cry  from  Co- 
lodny's  ambition  to  show  that  airline 
mergers  don't  have  to  mean  trouble — 
despite  the  precedent  of  such  rocky  mar- 
riages as  Northwest  Airlines  Inc.  and 
Republic  Airlines  Inc.  The  63-year-old, 
Harvard-trained  lawyer  had  piloted 
USAir  from  a  troubled  regional  carrier 
into  one  of  the  industry's  most  profit- 
able airlines.  But  turning  around  the  for- 
mer Allegheny  Airlines  has  proved  far 
easier  than  running  a  $6  billion  megacar- 
rier  with  3,000  flights  a  day — more  than 
any  other  airline  in  the  Western  world. 

The  gods  haven't  been  much  help. 
Hurricane  Hugo  closed  18  East  Coast 
airports,  including  USAir's  Charlotte  hub. 
Likewise,  winter  storms  during  Christ- 
mas produced  chaos  in  Dayton,  Pitts- 
burgh, and  Philadelphia.  In  December 
alone,  the  carrier  cancelled  2,900  flights 
due  to  weather.  Plus,  USAir's  route 
structure,  which  calls  for  planes  to  make 


five  or  six  short  hops  a  day,  is  especially 
prone  to  schedule  backups. 

But  the  pitfalls  of  complexity  are 
something  Colodny  could  have  counted 
on.  As  Piedmont  people  defected,  train- 
ing expenses  for  new  employees  soared 
while  productivity  sagged.  And  flight 
schedules  included  ground  times  that 
were  way  too  short.  Moreover,  while  Co- 
lodny and  the  pilots'  union  spent  18 
months  trying  to  iron  out  a  joint  con- 
tract, the  Federal  Aviation  Administra- 
tion complained  that  pilots  were  pur- 
posely slowing  down  flights. 
Says  Colodny:  "We  had  more 
glitches  than  we  counted  on." 
CONTRACT  TANGLES.  Indeed, 
some  close  observers  say  Co- 
lodny's  insistence  on  tacking 
USAir  systems  onto  Piedmont  has 
caused  problems.  Piedmont  had 
lower  labor  costs  than  USAir,  but 
by  standardizing  pay  scales,  Co- 
lodny has  added  some  $58  million 
in  costs  for  nonunion  customer- 
service  employees. 

Analysts  expect  the  merger 
snafus  to  be  worked  out  eventu- 
ally. A  new  pilot  contract  will 
help.  Because  the  airline  had  to 
operate  under  separate  agree- 
ments with  USAir  and  Piedmont  pilots 
until  Jan.  1,  it  was  unable  to  assign  pi- 
lots where  they  were  needed  most.  The 
new  contract  will  allow  more  flexibility. 
And  since  ground  crews  voted  on  Jan.  30 
to  kick  out  the  Teamsters,  the  company 
will  see  efficiencies  there,  too.  Mean- 
while, Colodny's  troops  have  come  up 
with  an  entirely  new  route  schedule  that 
reflects  the  merged  airline  for  the  first 
time.  It  went  into  effect  on  Feb.  1  and 
should  help  alleviate  delays  that  have 
made  USAir's  on-time  performance  the 
worst  in  the  industry  (table). 

Nevertheless,  Colodny  faces  some 
thorny  long-term  problems.  Since  1987, 
the  carrier's  unit  costs  per  mile  flown 
have  been  some  20'a  higher  than  the 
industry  average,  according  to  analyst 
Timothy  P.  Pettee  of  Merrill  Lynch  & 
Co.  And  the  merger  just  pushed  that 
high  cost  structure  onto  Piedmont. 
What's  more,  the  former  Pacific  South- 
west Airlines  operations,  which  USAir 
bought  in  1987,  are  losing  money  amid 
stiff  competition  in  California. 

The  problems  have  driven  USAir's 
stock  price  down  to  less  than  26 — some 
60  points  below  analysts'  breakup  esti- 
mates. That  makes  the  shares  a  pretty 
good  buy,  says  Gary  Fragin  of  Stein- 
hardt  Partners,  which  owns  about  8%  of 
USAir's  stock.  But  unless  Colodny  pulls 
the  carrier  out  of  its  tailspin,  investors 
may  have  to  wait  as  long  as  passengers 
for  USAir  to  take  off. 

By  Seth  Payne  in  Washington,  with 
Chuck  Hawkins  in  Atlanta  and  Michael 
Schroeder  in  Pittsburah 
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COMPUTERS  I 


SPINDLER  WAS  A  BIG  SUCCESS  WITH  APPLE  EUROPE:  HOW  WILL  HE  DO  STATESIDE? 


APPLE'S  WOES  CAN'T 
JUST  BE  RESHUFFLED  AWAY 


Revenues,  market  share,  and  employee  morale  are  all  down 


For  Apple  Computer  Inc.  CKo  John 
Sculley,  it  looked  like  it  bad  week: 
back-to-back  meetinji's  with  direc- 
tors, shareholders,  and  securities  ana- 
lysts. Autumn  sales  promotions  had  fall- 
en flat.  December-quarter  earnings  were 
117'  below  last  year's.  And  cost-cutting 
plans — including  layoffs — had  torpedoed 
morale.  So  Sculley  did  some  last-minute 
housecleaning  on  Jan.  29.  Michael  H. 
Spindler,  the  executive  who  has  led  Ap- 
ple's successful  charge  in  Europe,  was 
elevated  to  chief  operating  officer.  Allen 
Z.  Loren,  the  unpopular  head  of  Apple's 
stagnating  U.  S.  marketing  organization, 
was  out. 

The  changes  may  have  helped  Sculley 
get  through  the  week,  but  they're  proba- 
bly not  enough  to  get  Apple  back  on 
track.  Since  mid-1989,  Apple's  revenue 
growth  has  been  slowing — from  26?^  in 
the  June  quarter  to  67  in  December. 
Analysts  say  Apple  expects  67  growth 
this  quarter,  too.  In  a  market  that  is  still 
growing  10'/<  to  157  annually,  that 
means  Apple  is  losing  ground.  Moreover, 
with  improvements  in  software  for  PCs, 
the  Apple  Macintosh's  graphics  style  is 
becoming  less  distinctive. 

Apple  has  blamed  its  slowdown  on 
weak  sales  of  the  aging  Apple  II  and  a 


soft  U.  S.  market,  but  at  a  special  Jan. 
30  employee  meeting,  Sculley  acknowl- 
edged that  the  company  has  goofed.  He 
said  Apple  had  "missed  the  boat"  by 
being  late  with  a  laptop  computer  and 
not  building  lower-priced  versions  of  the 
Macintosh.  "Apple  realizes  that  its  prob- 
lems go  further  than  the  slowing  mar- 
ket," says  Peter  J.  Rogers,  an  analyst  at 
Robertson  Stephens  &  Co. 
'DEATH  AND  TAXES.'  Still,  news  of  the 
executive  changes  only  moved  the  stock 
up  V2,  to  'S'SVa — slightly  above  its  recent 


low  and  far  from  the 
June.  Frequent  reshuf- 
flings  at  Apple's  Cuper- 
tino (Calif.)  headquar- 
ters have  left  analysts 
blase:  "Death  and  taxes 
and  Apple  reorganiza- 
tions are  the  three 
things  you  can  count 
on,"  says  Bruce  M.  Lu- 
patkin,  an  analyst  with 
Hambrecht  &  Quist  Inc. 

Wall  Street  is  waiting 
to  see  what  Spindler 
can  do.  His  biggest 
challenge  is  reviving 
Apple  USA.  In  an  Au- 
gust, 1988,  reorganiza- 


high  of  50  last 


Kit 


APPLE:  SLOW  AT  HOME 
BUT  BETTER  OVERSEAS 


tion,  Loren,  a  former  riGNA  Corp.  co: 
puter  executive  with  no  marketing 
sales  experience,  was  made  head  of  A 
pie  US.A,  capping  a  stunning,  14-mon 
rise.  Former  Apple  executives  say  th 
though  Loren  added  badly  needed 
trols,  his  continuous  reorganizations  ai 
abrasive  manner  made  him  unpopuL 
In  18  months,  says  one  employee,  t 
U.  S.  marketing  group  has  had  at  leg 
six  reorganizations.  At  the  Jan.  31  ami 
al  meeting,  Sculley  said  Spindler  will  ai 
stability.  Loren  declined  to  comment. 

As  COO,  Spindler  will  assume  respon 
bility  for  worldwide  sales,  marketin 
and  manufacturing.  While  U.  S.  sal 
were  slowing,  Spindler  in  1989  boost 
European  sales  417  ,  making  Apple  E 
rope  a  $1.2  billion  chunk  of  Apple's 
billion  in  revenues  (chart).  He's  knov  ^  ' 
as  a  hard-driving  leader  who  c 
"breathe  fire  into  people,"  says  0 
Skarin,  general  manager  of  MacGru 
pen,  a  chain  of  Swedish  computer  store 
He's  also  known  for  his  marketing  ski 
"He's  a  great  marketer,"  says  Charl 
M.  Boesenberg,  vice-president  for  me 
keting  at  MIPS  Computer  Systems  Ir 
and  a  former  Apple  sales  vice-presider 
"and  Apple  needs  one  now." 
HOT  SEAT.  As  COO,  Spindler  is  seen 
Sculley's  heir  apparent — a  positi( 
fraught  with  peril  at  Apple's  highly  f 
litical  headquarters.  The  previous  CO 
Delbert  W.  Yocam,  was  sidelined  in  19; 
when  the  COO  position  was  eliminate 
Last  December,  he  resigned.  Since  198 
Loren  and  Jean-Louis  Gassee,  seni 
vice-president  of  Apple  Products,  h 
been  seen  as  rivals  to  succeed  Sculley 
Now,  Gassee  is  in  the  hot  seat.  Spi 
dler,  who  has  taken  over  marketing  ai 
manufacturing  from  Gassee,  was 
main  attraction  at  the  Jan.  30  employ 
meeting — while  Gassee  sat  in  the  au< 
ence.  Some  workers  saw  Sculley's  i 
marks  about  missing  products  as  a  d 
at  Gassee's  development  organization 
Gassee's  group,  one  of  the  few  th 
does  not  report  to  Spindler,  is  workii 
on  a  low-cost  Mac  for  next  fall  and  on 

new  release  of  the  ba#K  c» 
Mac  software.  Analys 
say  that  these  produc 


Jit  i'i 
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■85      '86  '87 
A  UNIT  SHARE  OF  PC  MARKET 

OAIA  DAIAQUEST  IN( 


EST 


should  spur  sales  in  tl  *rat( 
U.  S.,  but  not  in  time  ptf 
help  fiscal  1990,  whi( 
ends  Sept.  30.  Any  ii  ifciiri 
provements  before  th(  ^ast 
will  come  from,  streai 
lined  operations  ar  '  ifce 
better  marketing — r 
sponsibilities  of  tl 
new  COO. 

By  Richard  Brandt 
San  Francisco,  wt 
Geoff  Lewis  in  New  Yc 
and  bureau  reports 
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A  ERTISINGI 


RMPERS  ARE  SIZZLING 
VER  BURGER  KING'S  NEW  ADS 


,e  campaign  is  under  fire  from  franchisees  who  find  it  confusing 


lorgive  Gary  L.  Langstaff  for  being 
I  defensive.  No  sooner  had  Burger 
King  Corp.'s  ciiief  marketer  un- 
led  his  new  advertising  campaign  last 
itember  than  the  catcalls  started.  The 
slogan,  "Sometimes  you've  gotta 
ak  the  rules,"  was  ill-focused  and  in- 
active, marketing  experts  declared, 
t  only  would  customers  not  get  the 
ssage,  but  the  ads  didn't  really  differ- 
iate  Burger  King  from  archrival  Mc- 
nald's  Corp. 

■low,  the  boos  are  coming  from  with- 
At  a  recent  meeting  in  New  York 
y,  Burger  King's  powerful  franchi- 
s  sharply  criticized  the  new  cam- 
gn.  Atop  their  list  of  gripes:  the  slo- 
1,  which  they  say  consumers  don't 
lerstand.  In  some  cases,  they 
mselves  don't  get  it.  "If  you 
lid  tell  me  what  it  means,  I  could 
e  you  my  reaction,"  snaps  Daniel 
Frierweiler,  who  owns  19  Burger 
ig  restaurants  in  western  Michi- 
"Maybe  Burger  King  stays  on 
isumers'  minds  while  they're  try- 
to  figure  it  out."  Another  fran- 
see,  who  asked  not  to  be  named, 
the  rule-breaking  theme  sends 
wrong  message:  "Are  we  telling 
s  to  go  out  and  buy  drugs?" 
i:RE  TO  STAY.  Langstaff  concedes 
it  some  of  the  initial  ads  did  a 
Dr  job  of  getting  the  theme 
•OSS.  But  he  insists  that  Burger 
ig's  campaign  is  here  to  stay:  "I 
not  going  to  be  responsible  for 
Hying  up  a  campaign  three 
inths  into  it,  and  I  won't  be  co- 
ted  into  doing  so  by  the  franchi- 
;s  or  the  media." 
Marketing  mayhem  is  old  news  at 
rger  King,  where  poor  sales  and 
rupt  changes  in  strategy  have 
ittled  one  campaign  after  anoth- 
A  year  ago,  when  British  con- 
)merate    Grand  Metropolitan 
ught  Burger  King's  parent,  Pills- 
ry,  it  brought  Langstaff  in  from 
.3  burger  chain  Hardee's  Food 
stems  to  chart  a  new  marketing 
rdrse.  But  Langstaff 's  showdown 
th  the  franchisees  shows  that 
■and  Met  is  facing  some  of  the 
me  headaches  that  afflicted  the 
i  i  Pillsbury. 

In  fact,  in  early  December,  Bur- 
r  King  pulled  its  corporate  image 
ots — ads  that  push  the  company 
ther  than  a  specific  discount  or 


promotion.  Langstaff  claims  that  was 
part  of  a  strategy  to  concentrate  on  in- 
troducing and  promoting  new  products 
and  programs  such  as  Kids  Club,  an  am- 
bitious and  so  far  successful  campaign 
aimed  at  children.  Meanwhile,  the 
"rules"  slogan  is  showing  up  in  promo- 
tional ads. 

But  some  franchisees  would  rather 
see  the  slogan  sidelined  permanently. 
And  in  the  past,  unhappiness  among 
franchisees  has  often  led  to  a  shift  in 
Burger  King's  marketing  strategy.  Ex- 
ecutives at  two  former  agencies,  J.  Wal- 
ter Thompson  and  N.  W.  Ayer,  say  that 
when  their  campaigns  were  "temporar- 
ily" shelved,  they  rarely  returned. 

Langstaff  has  good  reason  to  fight 


HAVE  IT  YOUR  WAY 

1974-76  •BBDO  Worldwide 

AREN'T  YOU  HUNGRY? 

1981-83 -J.  Walter  Thompson 

BATTLE  OltllE  BURGERS 

1983-86 'J.  Walter  Thompson 

HERB  THE  NERD 

1986 'J.  Walter  Thompson 

THIS  IS  A  BURGER  KING  TOWN 

1987 'J.  Walter  Thompson 

FAST  FOOD  rOR  FAST  TIMES 

1987 'J.  Walter  Thompson 

WE  DO  IT  LIKE  YOU'D  DO  IT 

1988-89 'N.W.  Ayer 

SOMETIMES  YOU'VE  GOTTA  BREAK  THE  RULES 

1989-  •  DMB&B/Saatchi  &  Saatchi 

DATA:  COMPANY  REPORTS 


for  this  campaign:  "Sometimes  you've- 
gotta  break  the  rules"  is  his  brainchild. 
Based  on  extensive  consumer  research, 
the  slogan  is  a  contemporary  reprise  of 
"Have  it  your  way" — an  appeal  to  the 
consumer's  desire  to  be  treated  as  an 
individual.  Langstaff  believes  it  posi- 
tions Burger  King  as  an  alternative  to 
cookie-cutter  McDonald's.  "Other  selling 
lines  had  no  substance."  Langstaff  says. 
"This  one  grows  with  consumers." 

Perhaps,  but  first  the  slogan  must 
survive.  Since  1976,  the  company  has 
gone  through  four  ad  agencies  and  eight 
different  campaigns  (table).  Although 
some  of  the  early  campaigns  were  suc- 
cessful, it  has  been  downhill  since  the 
$40  million  "Herb  the  Nerd"  flop  in  1986 
that  was  pulled  off  the  air  after  three 
months.  Burger  King  fired  Herb's  cre- 
ator, Thompson,  in  1987,  and  hired  Ayer. 
Eighteen  months  later,  the  company 
fired  Ayer  and  divided  its  $215  million 
account  between  D'Arcy  Masius  Benton 
&  Bowles  Inc.  and  Saatchi  &  Saatchi 
Advertising  Inc. 

TUG-OF-WAR?  Burger  King  ostensibly 
split  the  account  into  image  and  promo- 
tions, with  DMB&B  responsible  for 
image  ads  and  Saatchi  handling  pro- 
motional ones.  But  in  practice,  each 
agency  has  tried  its  hand  at  both. 
Many  marketing  experts,  including 
Al  Reis,  a  former  Burger  King  con- 
sultant who  is  chairman  of  Trout  & 
Reis,  a  Greenwich  (Conn.)  market- 
research  firm,  believe  the  company 
has  placed  the  two  in  head-to-head 
competition.  But  Langstaff  and  ex- 
ecutives at  both  agencies  deny  this. 

Franchisees  applauded  the  deci- 
sion to  divide  the  account,  but  some 
are  losing  patience.  "I'm  a  little  dis- 
appointed that  two  agencies  have 
not  made  the  link  with  consumers," 
says  Jack  Eberly,  chairman  of  the 
National  Franchise  Advisory  Coun- 
cil's marketing  committee.  "We've 
seen  campaigns  come  and  go,  and 
we'd  like  to  have  one  stick  around." 

Some  industry  analysts  believe 
that  Burger  King  should  focus  on 
product  advertising  until  the  market 
improves.  But  Saatchi  Chairman  Ed- 
ward L.  Wax  thinks  Langstaff 
should  hang  tough,  and  other  ad  ex- 
ecutives say  that  franchisees  al- 
ways favor  promotional  campaigns 
over  image  ads. 

Still,  with  Burger  King's  share  of 
the  market  slipping  from  19.9%  in 
1987  to  19.2%  last  year  as  McDon- 
ald's lead  widened  to  46.5%,  franchi- 
sees are  likely  to  keep  pushing  for 
fast  results.  And  with  a  slogan  that 
makes  rule-breaking  a  credo.  Bur- 
ger King  can  only  expect  more  dis- 
sension in  its  ranks. 

By  Mark  Landler  in  New  York  and 
Gail  DeGeorge  in  Miami 
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CAN  THE  PEOPLE  WHO  BROUGHT  YOU 
PEOPLE  DO  IT  AGAIN? 


Time  Warner  bets  on  a  new  magazine  for  entertainment  junkies 


R 


eginald  K.  Brack  Jr.,  chairman  of 
Time  Warner  Inc.'s  majjazine 
group,  says  he  got  a  lot  of  flak 
when  he  scuttled  the  company's  maga- 
zine-development unit  in  early  1987.  "I'm 
from  the  3M  school,"  he  explains, 
"where  good  ideas  can  come  from  any- 
where." Yet  critics  sniped  that  the  shut- 
down was  further  proof  that  Time  had 
lost  its  touch.  Never  again,  they  said, 
would  Time  muster  a  hit  such  as  its  last, 
People  magazine — introduced  in  1974. 

Brack  is  counting  on  Entertainment 
Weekly,  which  is  set  to  debut  on  Feb.  12, 
to  prove  the  naysayers  wrong.  The 
concept,  he  points  out,  came  from  an 
unlikely  source:  his  own  chief  finan- 
cial officer,  Michael  J.  Klingensmith, 
and  another  Time  Inc.  veteran,  Peo- 
ple TV  critic  Jeff  A.  Jarvis.  Each  had 
proposed  the  idea  independently  sev- 
eral years  ago.  Their  vision:  a  maga- 
zine that  would  review  the  dizzying 
array  of  videos,  movies,  books,  rec- 
ords, and  TV  shows  available.  A 
guide  for  thirtysomething-ish  enter- 
tainment junkies,  you  might  say.  "It 
was  a  magazine  we  both  wanted  to 
read,"  says  Klingensmith,  who  is 
EW'?,  publisher. 

Jarvis,  £'W's  managing  editor,  in- 
sists the  new  magazine  won't  canni- 
balize its  celebrity-obsessed  sibling, 
People.  Two-thirds  of  the  publication 
will  consist  of  reviews;  the  rest,  fea- 
tures that  focus  on  entertainment 
products,  not  personalities.  As  Jarvis 
explains  it,  "We'll  cover  what  stars 
do,  not  what  they  eat  for  breakfast 
or  who  they  marry  and  divorce." 
TOUGH  TESTS.  The  initial  hunch,  of 
course,  was  that  there's  a  huge  and 
attractive  potential  readership  for 
EW.  "Cable  viewing  has  jumped  from 
22%  to  56%  in  10  years.  Videocas- 
sette  rental  is  a  $9  billion  business. 
Movies  broke  the  $5  billion  mark  in 
1989.  The  Sony  Walkman  has  been 
around  10  years,"  Klingensmith  rat- 
tles on  happily.  What's  more,  there 
is  no  direct  competitor  for  EW,  ex- 
cept perhaps  the  weekend  sections 
of  local  newspapers.  A  proliferation 
of  magazines  cater  to  the  entertain- 
ment-oriented but  appeal  to  one 
genre  or  another:  Rolling  Stone  for 
music,  for  instance,  or  Premiere  for 
the  movies.  "The  question  is  whether 


people  will  want  one-stop  shopping"  for 
reviews  of  movies,  books,  and  records, 
says  Joseph  Ostrow,  media  director  for 
ad  agency  Foote,  Cone  &  Belding. 

To  test  its  thesis.  Time  has  put  EW 
through  the  most  exhaustive  evaluation 
in  its  publishing  history.  Klingensmith 
oversaw  two-and-a-half  years  of  direct- 
mail  testing  to  come  up  with  its  expected 
readership  profile:  a  median  age  of  36.8 
years,  split  almost  evenly  between  men 
and  women;  a  median  income  of  $41,800, 
and  72%  college-educated  (table). 


ENTERTAINMENT  WEEKLY'^  DEBUT 

CONCEPT  Offer  reviews  of  movies,  videos, 
books,  records,  and  television  shows  for  enter- 
tainment junkies 

CIRCUUTION  600,000  initial  target  

NEWSSTAND  PRICE  $1.95  an  issue  

SUBSCRIPTION  PRICE  $51.48  a  year  

EXPEQED  READER  PROFILE  36.8  years  old,  spUt 
between  male  and  female,  72%  college-educat- 
ed, median  income  of  $41,800 

COMPETITION  Premiere,  425,000  circulation,  and 
Rolling  Stone,  1.2  million  circulation 

DATA:  COMPANY  REPORTS,  BW 
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To  get  the  600,000  subscribers  it  h: 
targeted  for  its  first  year,  EW  is  workin 
feverishly — and  spending  heavily.  Tire 
must  convince  them  that  EW  is  worth  th 
$51.48  annual  price  tag.  Its  tools:  an  o 
fer  of  four  free  issues  and  heavy  promc 
tion  via  television,  Time  Warner's  boo 
and  video-cassette  clubs,  and  five  of  il 
other  magazines.  All  told,  analysts  est 
mate  Time  spent  $10  million  in  1989  an 
will  shell  out  some  $30  million  more  th 
year  on  the  launch. 
HANGING  BACK.  EW'%  architects  also  di 
something  Time  has  never  done  before- 
mainly,  says  Brack,  because  of  am 
gance.  They  took  their  prototypes  an 
demographic  studies  to  advertisers  "t 
get  them  to  help  us  shake  this  idea  dow 
and  price  it  properly,"  he  says.  Ph 
Guarascio,  executive  director  of  adve 
tising  at  General  Motors  Corp.  and 
charter  advertiser,  says  the  move  adc 
up  to  no  less  than  "a  change  of  culture. 
So  far,  Klingensmith  claims  100  adverti 
ers  have  agreed  to  two-year  deal 
The  big  categories:  cars,  liquor,  an 
consumer  electronics. 

Media  directors  at  the  major  agei  j- 
cies  tend  to  like  the  EW  concept.  Bi 
when  pressed  as  to  whether  they'r 
recommending  it  to  clients,  they  di 
mur  that  they're  still  evaluating  r 
Many  advertisers,  they  explain,  wi 
probably  hang  back  to  see  what  tl 
magazine  looks  like  and  to  reviei 
subsequent  studies  that  Time  is  lik<  mm 
ly  to  do  to  demonstrate  that  it's  actv 
ally  reaching  those  readers  most  d( 
sired  by  advertisers.  "It's  a  terrifi 
concept,"  says  Richard  Hamiltoi 
media  director  of  ad  agency  D'Arc 
Masius  Benton  &  Bowles.  "But  ult 
mately,  the  reader  is  going  to  detei 
mine  how  terrific." 

There  are  many  reasons 
Time's  thoroughness.  For  one, 
can't  afford  another  bomb  like  T\ 
Cable  Week,  an  ill-conceived  ide 
that  cost  the  company  $47  millio; 
before  it  was  killed  in  1983.  Therlri, 
there's  all  the  debt  taken  on  in  it 
merger  with  Warner  CommunicE 
tions  Inc.  That  means  the  compan; 
doesn't  have  as  much  room  to  absor 
startup  costs,  while  posting  earning 
good  enough  to  please  investors 

But  the  bottom  line  is  this:  Time' 
publications  already  command  22' 
of  the  U.  S.  advertising  dollars  spen 
on  magazines.  "The  only  way  it  ca: 
expand  its  share,"  says  analyst 
ter  P.  Appert  of  broker  C.J.  Law 
rence,  Morgan  Grenfell  Inc.,  "is  t 
go  for  the  big  flash."  That's  a  res 
sonable  strategy.  But  after  TV-Cabl 
Week,  the  last  thing  Time  needs  is  t 
find  EW  is  only  a  flash  in  the  pan. 

By  Susan  Duffy  in  New  Yor, 


fo  timen 


Wo 


34  BUSINESS  WEEK/FEBRUARY  12,  1990 


r  LAW  I 


DON,  CORPORATE  CRIME 
lAYiTfdllKNOTPAY 


)posed  penalties  include  huge  fines  and  mandatory  restitution 


t's  an  executive's  nightmare:  Your 
rumpany  has  been  convicted  of  secu- 
rities fraud,  and  the  sentencing 
is  determined  to  throw  the  book  at 
^  She  fines  the  corporation  $300  mii- 
>  and  puts  it  on  probation,  preventing 

I  from  selHng  stock  or  assets  or  pay- 
dividends  without  her  approval. 

a)und  far-fetched?  Not  if  the  U.S. 
itcncing  Commission  gets  its  way. 
(immendations  pending  before  the 
it'l  would  give  federal  judges  sweep- 
authority  to  oversee  business  opera- 
is  and  would  require  criminal  fines 
t  could  reach  hundreds  of  millions  of 
lai's.  All  of  this  sends  shivers  down 
spines  of  corporate  executives,  who 

II  to  protest  the  recommendations  at 
'uhlic  hearing  in  Washington  on  Feb. 

The  guidelines  "are  fundamentally 
wed,"  says  B.  F.  Goodrich  Co.  Chair- 
11  John  D.  Ong,  who  chairs  a  Business 
undtable  task  force.  "They  remove 

authority  of  judges  to  fit  the  punish- 
Ml  to  the  crime." 

UGHT  OFF  GUARD.  The  Sentencing 
iiiniission,  which  Congress  set  up  in 
U  to  bring  uniformity  to  federal  pris- 
sentences,  caught  the  business  com- 
mity  off  guard.  "The  fines  are  a  lot 
lier  than  people  thought  they  would 
says  former  U.  S.  Attorney  Joseph 
(liGenova,  now  a  criminal  defense 
vyer.  Nowadays,  though  convicted 


companies  often  pay  damages,  a  fine  of 
more  than  $1  million  is  unusual,  and  pro- 
bation is  almost  unheard-of. 

It's  no  surprise  that  the  commission 
would  come  out  for  tougher  sanctions. 
Right  now,  white-collar  crime  is  a  popu- 
lar issue  in  Washington.  In  the  past  four 
years,  Congress  has  boosted  penalties — 
against  individuals  and  corporations 
alike — for  defense-contracting  fraud, 
money-laundering,  illegal  stock-trading, 
and  the  kind  of  financial  legerdemain 
that  hastened  the  collapse  of  the  thrift 
industry.  And  Attorney  General  Richard 
L.  Thornburgh  has  made  white-collar 
crime  a  top  priority. 

The  latest  proposals  for  corporations 
mirror  a  new  sentencing  plan  for  individ- 
ual defendants  charged  with  federal 
crimes,  unveiled  in  1987.  That  measure 
faced  challenges  from  the  start.  But  last 
year,  the  U.  S.  Supreme  Court  upheld 
the  commission's  right  to  exist,  rejecting 
arguments  that  by  creating  the  commis- 


One  of  the  plan's  authors  says 
the  idea  Is  to  impose  a  severe 
enough  penalty  that  senior 
management  pays  attention' 


sion.  Congress  violated  the  Constitu- 
tion's separation  of  powers.  Now,  the 
individual  guidelines,  which  limit  judges' 
sentencing  discretion,  are  being  attacked 
on  due-process  grounds,  and  the  courts 
are  divided  on  their  constitutionality. 
The  guidelines  for  business  are  certain 
to  come  under  similar  attack. 

The  corporate  guidelines  lay  out  two 
options.  One  would  base  the  fine  for  con- 
victed organizations — including  a  corpo- 
ration, association,  union,  or  partner- 
ship— on  the  amount  of  loss  caused  by 
the  crime  or  the  amount  the  defendant 
illegally  made  on  the  transaction.  This 
sum  would  then  be  doubled  or,  at  the 
discretion  of  the  judge,  tripled.  The  sec- 
ond approach  bases  the  fine  on  several 
factors,  including  the  number  of  counts, 
llie  severity  of  the  crime,  the  number  of 
executives  involved,  and  the  damage 
done  to  a  market  or  to  national  security. 
Both  options  call  for  severe  cash  penal- 
ties, reaching  up  to  $374  million  for  mul- 
tiple offenses.  Columbia  School  of  Law 
professor  John  C.  Coffee,  who  helped 
draft  the  plan,  says  the  point  "is  to  im- 
pose a  severe  enough  penalty  that  senior 
management  pays  attention." 
NO  'SENSITIVITY.'  Heavy  fines  are  just 
the  beginning.  Restitution  would  be 
mandatory  except  in  special  cases,  and 
probation  would  become  far  more  com- 
mon. Companies  placed  on  probation 
would  need  approval  for  many  elemen- 
tary corporate  activities,  including  issu- 
ing securities. 

Business  groups  hope  to  persuade  the 
Sentencing  Commission  to  go  back  to 
the  drawing  board.  They  will  argue  that 
the  guidelines  should  give  more  credit  to 
companies  that  take  steps  to  deter  crime 
among  their  employees.  Corporate  offi- 
cials also  contend  that  the  members  of 
the  commission — including  a  federal 
judge  as  chairman  and  a  former  prison 
warden  as  a  commissioner — don't  under- 
stand them.  "The  guidelines  were  done 
without  any  sensitivity  to  the  needs  of 
business,"  says  U.  S.  Chamber  of  Com- 
merce counsel  Stephen  Bokat. 

But  these  critics  may  have  a  hard  time 
persuading  the  commission  to  back  off. 
The  sentencing  group  must  submit  its 
plan  to  Congress  by  May  1,  and  the 
guidelines  will  become  law  in  six  months 
if  lawmakers  don't  act.  In  the  current 
climate,  business'  pleas  for  leniency  are 
likely  to  fall  on  deaf  ears.  "I  don't  want 
to  go  up  to  the  Hill  and  argue  that  you 
shouldn't  dole  out  punishment  to  corpo- 
rations," says  James  P.  Carty,  a  vice- 
president  of  the  National  Association  of 
Manufacturers,  which  has  been  invited 
to  comment  on  the  proposed  guidelines. 
But  the  alternative — huge  fines  and  loss 
of  control  over  a  company's  destiny — 
leaves  Corporate  America  little  choice. 

Bi/  Tim  Smart  in  Washington,  with  Mi- 
chelc  Galen  in  New  York 
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Commentary/by  Mark  Ivey  and  Stanley  Reed 

WARNING:  THE  OIL  MARKET  IS  'TIGHT  LIKE  A  RUBBER  BAND' 


t 


|o  one's  lining  up  at  gasoline 
pumps  yet.  But  wild  swings  in 
I  oil  prices  have  whipsawed  both 
consumers  and  the  oil  industry  over 
the  past  few  months,  rekindling  memo- 
ries of  the  oPEC-dominated  markets  of 
the  197()s.  Now,  following  the  stunning 
60%  rise  of  wholesale  heating-oil  prices 
in  December,  experts  warn  that  gaso- 
line prices,  too,  could  soar  this  summer 
if  demand  surges  un- 
expectedly or  a  refin- 
ery conks  out.  "We 
were  lucky  last  sum- 
mer," says  John  R. 
Dosher,  senior  vice- 
president  of  Hous- 
ton-based Pace  Con- 
sultants Inc.,  "but 
we  could  run  out  of 
luck  this  time." 

Such  comments 
show  how  much 
market  psychology 
has  changed  since 
the  perception  of  a 
world  awash  in  oil 
drove  some  crude  prices  below  $10  per 
barrel  in  1986.  While  most  analysts  say 
there  is  still  plenty  of  oil  around  to 
satisfy  world  demand,  the  gap  between 
OPEC's  sustainable  output  and  the  de- 
mand for  its  oil  is  narrowing  (chart)  as 
a  result  of  depletion  and  the  neglect  of 
fields  during  the  Iran-Iraq  war.  The 
thinner  the  cushion,  the  greater  the  po- 
tential for  price  jolts,  since  OPEC  is  the 
main  source  of  buffer  capacity  in  case 
of  disruptions  or  demand  surges.  In 
fact,  warns  Peter  Bogin,  an  analyst  at 
Cambridge  Energy  Research  Asso- 
ciates, sharp  seasonal  price  upswings 
could  become  regular  occurrences. 
MAIN  CULPRITS.  In  addition,  special  cir- 
cumstances are  putting  the  U.  S.,  the 
world's  largest  energy  consumer,  in 
something  of  a  supply  squeeze  for 
both  products  and  crude.  The  main  cul- 
prits are  the  17%  decrease  in  U.  S.  do- 
mestic refining  capacity  since  1981  and 
declining  U.  S.  production,  which 
forced  this  country  to  rely  on  imported 
oil  to  meet  46%  of  demand  in  1989. 
Together  these  trends  create  "a  mar- 
ket that's  very  finely  balanced  and  ex- 
tremely sensitive  to  disruptions,"  says 
Ann-Louise  Hittle,  a  futures  analyst  at 
Shearson  Lehman  Hutton  Inc. 

That  sensitivity  was  demonstrated 
again  and  again  during  the  past  year 


SURGING  OIL  PRICES 


WEEKLY  CLOSE  OF  NEAREST-MONTH 
CONTRAa  ON  THE  NEW  YORK 
MERCANTILE  EXCHANGE 
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ADOLWRS  PER  BARREL  OF  LIGHT  CRUDE 

DATA:  BRIDGE  INfORMATION  SYSTEMS  INC. 


as  a  series  of  disasters,  including  the 
Exxon  Valdez  oil  spill  in  March,  Hurri- 
cane Hugo's  damaging  of  an  Amerada 
Hess  Corp.  refinery  on  St.  Croix  in 
September,  and  an  explosion  at  a  huge 
Exxon  Corp.  refinery  in  Louisiana  in 
December,  pushed  prices  upward.  Af- 
ter dipping  below  $18  per  barrel  in 
July,  crude  spurted  by  more  than  30%, 
to  nearly  $24  per  barrel,  in  early  Janu- 
ary, before  tailing 
off  slightly  in  recent 
days  (chart). 

Prices  for  some 
petroleum  products, 
including  heating  oil 
and  gasoline,  have 
jumped  around  even 
more — in  part  be- 
cause refiners  have 
struck  a  precarious 
balance  between  re- 
fining capacity  and 
demand. 

In  the  past  decade, 
the  U.  S.  industry 
has  closed  more  than 
100  uneconomical  domestic  refineries, 
leaving  the  survivors  often  running 
near  full  capacity  with  bare-bones  in- 
ventories, according  to  Houston-based 
consultants  Purvin  &  Gertz.  To  cut  car- 
rying costs,  refiners  keep  30%'  less  gas- 
oline on  hand  than 
they  did  a  decade 
ago  and  are  no  long- 
er willing  to  carry 
large  stocks  of  heat- 
ing oil,  which  costs 
50$  a  barrel  for  long- 
term  storage.  That 
leaves  them  unpre- 
pared to  handle  any 
sudden  surges  of  de- 
mand such  as  the 
one  for  heating  oil 
created  by  the  De- 
cember cold  snap. 
"There's  just  no 
slack  left  in  the  sys- 
tem," says  Pace's  Dosher. 

Growing  U.  S.  dependence  on  import- 
ed oil  also  increases  the  possibility  of 
supply  disruptions.  In  1989,  the  U.  S. 
imported  an  average  of  7.95  million 
barrels  of  crude  and  products  per 
day — an  8.2%  increase  over  1988  and  a 
60%  increase  over  1985.  The  balance 
will  continue  to  swing  in  favor  of  for- 
eign oil  in  1990,  as  U.  S.  output  falls  by 


OPEC  IS  RUNNING 
OUT  OF  SLACK 


USTAINABLE  CAPACITY 


350,000  barrels  per  day  after  1989' 
553,000  barrel-per-day  drop,  accordin, 
to  A  US  Consultants  in  Philadelphif 
This  rapidly  growing  reliance  on  in 
ports  "increases  volatility  because 
makes  people's  expectations  of  o 
prices  dependent  on  what  goes  o 
abroad,"  says  Scott  T.  Jones  of  AUS. 

Those  expectations  are  immediatel 
reflected  on  the  New  York  Mercantil 
Exchange's  crude-oil  futures  market- 
one  of  the  world's  leading  oil-pric 
benchmarks.  That's  not  the  only  reaso 
for  market  turbulence,  say  some  am 
lysts.  In  their  view,  volatility  is  exacei  , 

bated  by  the  inexorable  fall  in  the  suj   

ply  of  West  Texas  Intermediat  KiSUSi 
crude — the  oil  traded  on  the  Merc.  I 
remains  in  high  demand  because  Mid 
western  refiners  are  willing  to  pay 
stiff  price  for  this  light,  low-sulfur  oi 
that  their  plants  are  designed  to  run. 
OPEC'S  GRIP.  The  upward  pressure  oi 
l)rices  is  aggravated  by  surprisingl; 
strong  foreign  oil  demand,  eve) 
though  Saudi  Arabia  and  the  othe 
OPEC  members  are  producing  at  least 
million  barrels  per  day  above  their  qu  Jfe 
tas  of  22  million  barrels  per  day 
OPEC's  hand  is  being  strengthened  b^ 
falling  exports  from  the  Soviet  Union 
where  production  has  dropped  an  esti 
mated  7%  since  1988,  to  11.5  millioi 
barrels  per  day.  Tha 
has  left  fewer  sup 
plies  for  U.  S.  refin 
ers  scrambling  to  fil 
their  depleted  inven 
tories.  Refiners  als( 
have  to  pay  up  t( 
compete  agains 
East  Asian  buyers 
notably  Japan,  thai 
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are  eager  for  crud^  j;),^, 
Tui 


to  fuel  their  sizzling  ^ 
economic  growth 
"The  market  is 
stretched  tight  like  £ 
rubber  band,"  says 
Bogin 

That's  not  to  say  that  oil  prices  ar( 
poised  for  an  inexorable  upward  spiral 
Many  analysts  expect  the  next  price 
move  to  be  down,  as  warmer  weathei 
cuts  demand  in  the  coming  weeks.  A 
slowdown  in  the  U.  S.  economy  coulc 
also  take  some  pressure  off  prices.  Bui 
no  matter  where  oil  prices  move  next 
today's  supply-demand  equation  guar- 
antees that  change  won't  be  the  last. 
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SAY  CAN  YOU  SEE 
PENING  DAY? 


ly  baseball  players  could  be  locked  out  of  spring  training 


n  mid-February,  millions  of  baseball 
fans  will  be  looking  forward  to 
spring  training,  the  first  sign  of  their 
orite  pastime.  Instead,  they  may  have 
watch  a  high-stakes  game  of  chicken 
ween  club  owners  and  the  players' 
on. 

''or  more  than  a  year.  Major  League 
seball  has  threatened  a  lockout  if 
yers  don't  agree  to  a  new  system  for 
ting  salaries.  The  clubs  proposed  a 
eeping  plan  to  share  revenues  with 
;  Major  League  Baseball  Players 
sn.  The  union  rejected  it,  believing 
it  players  are  better  off  with  the  sta- 
;  quo.  Now,  the  talks  are  stuck  in  the 
id,  and  there's  little  penalty  for  either 
e  if  they  don't  settle  immediately. 
UGH  TALK.  Clubs  wouldn't  suffer  from 
ockout  during  spring  training,  since 
ist  make  no  money  then.  They  even 
lid  afford  to  keep  ball  parks  empty 
-er  Apr.  2,  the  scheduled  start  of  the 
ison,  because  revenues  hit  their  stride 
!y  in  summer.  But  if  fans  blame  own- 
!  rather  than  players  for  a  lost  season, 
blic  pressure  could  force  clubs  to  set- 
— especially  since  they  would  be  the 
es  padlocking  the  stadiums. 
The  players,  meanwhile,  have  little  in- 
itive  to  settle  fast  because  they  don't 
t  paid  during  training.  They  would 
i\  the  loss  sooner  than  the  clubs  if  a 
;pute  dragged  on  into  the  season: 
)st  players  are  paid  monthly  and  have 


collected  half  their  salaries  by  midsum- 
mer. But  the  union's  $60  million  strike 
fund  would  ease  the  pain  for  a  spell.  In 
addition,  many  players  already  have  col- 
lected big  signing  bonuses. 

The  result:  lots  of  tough  talk  and  no 
progress  in  bargaining.  If  owners  go 
ahead  with  a  lockout,  each  side  will  try 
to  pin  the  blame  on  the  other  until  mid- 
March,  when  a  further  delay  in  training 
would  affect  the  season.  Then,  the  sides 
will  have  to  reassess  their  positions.  "It 
only  starts  to  hurt  when  you  put  the 
season  in  jeopardy,  after  Mar.  15  or  so," 
says  one  source  in  the  owners'  camp. 

At  the  core  of  the  dispute  is  a  propos- 
al by  the  owners  that  resembles  a 
scheme  now  used  by  the  National  Bas- 
ketball Assn.  It  calls  for  38.4%  of  total 
revenues — no  more,  no  less — to  go  to 
player  salaries.  Also,  a  pool,  funded 
equally  by  every  team,  would  be  set  up 
to  pay  players  who  aren't  eligible  for  the 
free-agent  market  since  they  have  less 
than  six  years'  tenure.  Owners  believe 


Since  owners  and  players 
don't  make  real  money  till  the 

season  is  well  under  way, 
there's  little  reason  to  settle 


the  plan  would  control  the  sometimes 
frantic  bidding  for  players,  which  more 
than  doubled  salaries  from  1980  to  1984. 

In  the  mid  1980s,  the  owners  colluded 
to  hold  down  salaries.  But  arbitrators  hit 
tliem  with  multimillion-dollar  fines.  Now, 
salaries  are  soaring:  On  Jan.  22,  for  in- 
stance, the  San  Francisco  Giants  signed 
first  baseman  Will  Clark  to  a  record, 
four-year,  $15  million  contract.  More 
than  50  players  earn  at  least  $2  million  a 
year,  compared  with  19  in  1989. 

Both  players  and  owners  may  find  it 
tough  to  convince  fans  that  they're  not 
the  greedy  ones.  The  average  ball  player 
makes  more  than  $500,000  a  year.  But 
clubs  are  raking  in  the  dough  even  with- 
out the  new  salary  plan.  National  net- 
work- and  cable-TV  contracts  that  begin 
this  year  will  bring  in  $1.5  billion 
through  1993 — more  than  double  the 
previous  amount.  Even  Charles  P. 
O'Connor,  the  clubs'  chief  negotiator, 
concedes  that  owners  aren't  in  a  crisis. 
"We're  not  premising  [the  owners'  i)ro- 
posal]  on  the  idea  that  the  industry  is 
losing  money,"  he  says. 
SMALL  FRY.  The  owners'  plan  also  is  de- 
signed to  deal  with  a  second  worry:  the 
health  of  teams  in  smaller  markets. 
Such  big-city  clubs  as  the  New  York 
Yankees  have  snared  fat  local  TV  and 
cable  contracts,  earning  them  millions 
more  than  rivals  in  smaller  cities,  such 
as  Milwaukee.  The  salary  pool  would 
help  poorer  clubs  by  spreading  some  ex- 
penses equally  among  all  clubs. 

Owners  may  have  a  tough  time  con- 
vincing fans  that  this,  too,  is  worth  a 
lockout.  Their  argument:  The  five  poor- 
est clubs  had  an  average  payroll  of  $8.5 
million  over  the  past  four  years  and  won 
no  World  Series  titles  and  no  division 
titles.  The  five  richest  teams  averaged 
$16.5  million  payrolls  and  scored  two 
World  Series  and  five  division  titles.  Yet 
the  salary  pool  will  not  eliminate  that 
imbalance.  Moreover,  any  squeeze  on 
small-market  payrolls  has  been  post- 
poned by  the  new  TV  money,  which  gives 
all  26  teams  an  average  of  $7  million 
each  in  extra  cash  per  year. 

The  players'  union  has  its  own  ideas 
about  how  to  help  poorer  clubs.  Union 
President  Donald  M.  Fehr  proposed  that 
clubs  share  local  media  revenues  with 
each  other,  just  as  they  do  with  income 
from  national  contracts.  But  big-market 
teams  dislike  the  idea.  "Revenue-sharing 
among  the  clubs  has  as  much  practical 
chance  of  succeeding  as  if  we  asked 
players  to  pool  all  their  salaries  and  di- 
vide them  equally,"  says  O'Connor. 

Given  the  breadth  of  the  division,  a 
lockout  of  a  few  weeks  can't  be  dis- 
counted. Whether  the  dispute  drags  on 
longer  depends  on  how  willing  each  side 
is  to  ignore  the  boos  from  the  stands. 

By  Aaron  Bernstein  and  William  C.  Sy- 
monds  in  Neu'  York 
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Every 500 years  or  soi 


comes»] 


Johannes  Gutenberg^  1454. 


Introducing  the  new  IBM  LaserPrinter: 
25%  faster  printings  advanced  features 
and  a  revohitionary  streamlined  design. 

\  printer  that  can  raise  your  produetivily  as 
nuieh  as  the  new  IliM  LaserlVinler  (hx'sn  t  come 
along  every  day. 

Not  only  does  its  advanced  design  make  it 
outj)erform  the  HI*  LaserJet  Series  II,  which  up 
till  now  has  heen  the  henchmark  in  laser  printing. 
But  also,  its  advanced  design  gives  the  IBM 
LaserPrinter  a  dramatically  new,  more  space- 
efficient  sha[)e. 

IBM  IS  a  registered  irademark  ot  International  Business  Machines  Corporation  HP  LaserJet  Senes  II  is  a  product  of  Hewlett 


Yet  with  all  this,  there's  one  area  in  which  i( 
competition  rises  above  us:  their  pri(>e. 

just  advanced  the  art  of  hiser  printi\ 
a  full  25%.  The  new  IBM  LaserlVinter  gives 
you  state-of-the-art  print  (juality  a  full  25%  faP'^~ 
than  its  main  competitor. 


Wlty  other  prin  ters  can  t  follow  in  our 
footsteps,  riie  advanced  design  and  enginee 
of  the  IBM  LaserPrinter  give  it  a  footprint  that: 
33%  smaller  than  its  main  competitors.  And  tht 
33%  gives  you  more  usable  worl«pace. 

■Packard  Corporation  Canon  is  a  registered  trademark  ot  Canon  Inc  ©  1989  IBM  Corp 


r 


fti  exceptional  printer 
dong. 


The  new  IBM  LaserPrinter,  1989. 


IBM  LaserPrinter 


HP  LaserJet  Series  II 


-handling  options 


les  letters/envelopes 
T  emulation 


:rrd  size*" 


<ard  weight 


per  inctl 


?r  emulation 


2r  engine 


up  to  10  ppm 


291  sq.  in. 


✓    500  sheets.  75  envelopes 


yes" 


credit  card 


400 


300  X  300 


IBM,  HP  compatible 


IBM 


$2,595 


up  to  8  ppm 


432  sq.in. 


15  envelopes' 


optional 


"8-track"  cassette 


1000 


300  X  300 


HP  compatible 


Canon 


$2,695 


velope  tray  replaces  standard  paper  tray    "With  paper-handling  options  ""Approximate 

It  also  takes  the  lead  in  paper-handling 
oils  by  offering  automatic  collating  of  letter- 
(is,  second  sheets  and  envelopes!*  Plus  more 


ample  storage  capacity. 

See  history  in  the  mailing  by  having  your 
IBM  Authorized  Dealer  or  IBM  marketing  repre- 
sentative demonstrate  the  exceptional  nt^w  IBM 
LaserPrinter.  Locate  your  nearest  dealer  by  calling 
1  800  lBM-246a  ext.  194. 

The  new  IBM  LaserPrinter. 
Suddenly,  nothing  else  measures  up. 
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HARDEE'S  GOBBLES  UP 
ROY  ROGERS 


►  Hardee's  just  got  bigger. 
After  climbing  over  Wendy's 
to  grab  the  No.  8  fast-food 
spot  two  years  ago,  tlie  Rocl<y 
Mount  (N.  C.)  burger  chain 
announced  on  Jan.  80  that  it 
will  acquire  the  Roy  Rogers 
chain  from  Marriott  for  $365 
million.  Hardee's,  which  is 
owned  by  Montreal-based 
Imasco,  is  trying  to  swallow 
Roy  Rogers  whole.  It  will  be- 
gin immediately  converting 
the  400  company-owned  Roy 
Rogers  outlets  and  try  to  con- 
vince franchisees  of  the  re- 
maining 200  stores  to  change 
the  sign  on  their  doors,  too. 

The  acquisition  will  push 
Hardee's  into  the  No.  2  spot, 
behind  fast-food  leader  Mc- 
Donald's, in  such  key  markets 
as  Philadelphia,  Washington, 
and  Baltimore.  The  next  goal 
is  to  match  that  performance 
nationwide  and  overtake  Bur- 
ger King,  the  second-largest 
hamburger  chain  (page  38). 


A  'DESPERATE'  SALE 
AT  NORTHROP 


►  Moving  to  cut  its  $1.2  billion 
in  debt,  defense  contractor 
Northrop  on  Jan.  31  sold  its 
Century  City  office  tower  and 
another  property  for  $250  mil- 
lion. The  sales  "show  how 
desperate  Northrop  is  for 
cash,"  says  PaineWebber  ana- 
lyst Jack  Modzelewski.  The 
company,  deeply  in  debt  from 
delays  in  the  B-2  bomber  pro- 
gram, has  also  poured  $800 
million  of  its  own  money  into 
developing  a  new  Air  Force 
fighter.  And  with  more  pro- 
gram delays  likely,  analysts 
say  Northrop  may  soon  be 
forced  to  sell  off  more  of  its 
vast  Southern  California  real 
estate  holdings. 


BASS  BIDS 

FOR  A  PUBLISHER 


►  On  Jan.  29,  investors  led  by 
billionaire  Robert  Bass  of- 
fered $270  million  for  full  con- 


trol of  Times  Publishing. 
The  St.  Petersburg  company 
prints  the  5^  Petersbu  rg 
Ti»/es,  the  Congressional 
Record,  and  two  magazines. 

Bass  is  familiar  with  the 
publishing  outfit.  In  August, 
1988,  his  group  purchased  a 
minority  stake  from  the 
nieces  of  the  company's  late 
founder.  Now,  Bass  wants  the 
rest.  But  the  newspaper's 
chief  executive,  Andrew 
Barnes,  quickly  tacked  a  no- 
tice on  newsroom  bulletin 
boards  opposing  the  deal.  One 
sure  stumbling  block:  future 
funding  for  the  Poynter  Insti- 
tute for  Media  Studies.  The 
nonprofit  educational  facility 
holds  60?;  of  Times  Publisli- 
ing's  voting  stock  and  counts 
on  the  $3.7  million  in  annual 
dividends  it  generates.  Bass 
claims  Times  Publishing  can't 
afford  the  payout. 


WilTSUBISHI  MAY  LOSE 
THE  RACE  FOR  ARISTECH 


►  Japan's  Mitsubishi  may  not 
have  the  last  word  in  its  bid- 
ding war  to  snare  Aristech 
Chemical.  On  Jan.  31,  Aris- 
tech's  outside  directors  said 
they  approved  a  "definitive 
agreement"  to  sell  the  Pitts- 
burgh company  to  Mitsubishi 
and  an  Aristech  management 
group  for  $27  a  share. 

But  the  decision  may  not 
preempt  plans  announced  by 
Huntsman  Holdings  and  Gen- 
eral Electric's  plastics  division 
to  buy  Aristech  for  "at  least 


THE  EARLY  LINE  ON  OSCAR  WINNERS 


Hollywood  will  have 'to  wait  un- 
til Mar.  26  for  the  envelopes. 
But  weeks  before  the  Academy 
Awards  ceremonies.  Las  Vegas 
bookmaker  Lenny  Del  Genio 
says  Jessica  Tandy  and  Morgan 
Freeman  are  a  lock.  Del  Genio,  a 
sports  handicapper  for  Bally's 
Hotel  casino  resort,  made  the 
two  stars  the  early  favorites  for 
the  Best  Actress  and  Actor 
awards.  He  also  predicts  that 
their  film.  Driving  Miss  Daisy,  will  go  to  the  wire  with  Boi 
on  the  Fourth  of  July  for  the  Best  Picture  statuette. 

Del  Genio  has  picked  the  last  four  flicks  to  win  Best  PictuiB»fili' 
Last  year,  he  correctly  predicted  that  Geena  Davis  would  w  Sfs 
Best  Supporting  Actress  in  an  upset.  But  Del  Genio  is  forecas 
ing  for  fun,  not  profit.  Nevada  has  banned  betting  on  entc 
tainment  since  1985.  That's  after  gamblers  bet  heavily  on  tl  'Mts 
"Who  Shot  J.  R."  episode  of  Dallas.  Regulators  worried  th 
Tinseltown  insiders  already  knew  who  pulled  the  trigger. 


$27  per  share."  Analysts  ex- 
pect the  Huntsman  group  to 
top  the  latest  bid.  The  eventu- 
al winners  will  wait  years  to 
collect  on  their  investment. 
Analysts  expect  Aristech's 
earnings  to  fall  over  the  next 
two  years. 


MORE  WOES  AT 

BANK  OF  NEW  ENGLAND 


►  Walter  Connolly  bowed  out 
of  the  top  slot  at  embattled 
Bank  of  New  England  on  Jan. 
26  amid  further  indications  of 
problem  real  estate  loans  in 
its  Connecticut  subsidiary. 
The  bank's  board  named  as 
interim  chief  executive  Ridge- 


ly  Bullock,  head  of  a  Ne 
York  consulting  firni,  Moi 
chanin  Management. 

Bullock  will  also  serve 
CEO  of  the  holding  company 
main  banking  unit,  replacii 
Richard  Driscoll,  who 
signed.  Leo  Breitman  w 
named  the  unit's  chief  open 
ing  officer.  His  predecessc 
Thomas  Wilson,  also  resignej 
along  with  the  bank's  t< 
credit  officer  and  the  head 
real  estate  lending. 


seati 


SilSl 


A  HURDLE  IN  CHICAGO 
FOR  GOLDSMITH 


►  Sir  James  Goldsmith's  coi 
ly  and  time-consuming  pursi 
of  BAT  Industries  could  hin: 
on  what's  decided  in  a  Chi( 
go  hearing  room.  At  issi 
whether  Goldsmith's  plan 
presell  B.AT's  Farmers  Insi 
ance  Group  to  Axa  Midi  A 
surances  for  $4.5  billion  w 
leave  the  French  insurer  % 
financially   strapped  that 
would  endanger  Farmers. 

The  battle  in  Illinois,  one 
nine  states  where  insuran 
commissioners  will  hear  tes 
mony  on  the  proposed  tab 
over,  is  expected  to  last  unj 
late  February.  If  the  commj 
sioners  rule  against  Go 
smith,  says  a  source  close 
the  financier's  group,  he  mi 
decide  to  give  up  the  chase, 
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i  NEWT  GINGRICH  TOO  FIERY 
!  0  LEAD  THE  HOUSE  GOP? 


J ouse  Minority  Leader  Robert  H.  Michel  (R-Ill.)  has  kept 
^Bmum  about  his  future.  But  the  Republican  cloakroom 
His  already  buzzing  with  talk  about  who  will  succeed 
;hel  when  he  retires,  if  not  after  this  term,  then  in  1992. 
•'ar  more  is  at  stake  than  the  minority  leader's  job,  which 
s  given  the  66-year-old  Michel  little  but  frustration  for  the 
it  nine  years.  The  issue  is  whether  House  Republicans,  in  a 
mingly  permanent  minority  for  35  years,  should  become  a 
re  forceful  opposition,  even  though  the  GOP 
ds  the  White  House. 

\Iinority  Whip  }ievrt  Gingrich  (R-Ga.),  leader  of 
!  GOP's  Young  Turks,  definitely  thinks  so.  Ging- 
h  preaches  that  the  Republicans  can  only  re- 
•se  their  fortunes  with  an  all-out  assault  on  the 
mocrats  as  the  party  of  a  corrupt  welfare 
ite,  while  making  the  GOP  the  party  of  entrepre- 
arship,  high  technology,  and  tax  cuts. 
The  Republicans  have  to  do  something.  The 
rty  continues  to  lose  ground  in  the  House.  Last 
ar,  it  dropped  six  of  eight  special  elections, 
or  candidate  recruitment  and  a  shortage  of 
en  seats  limit  the  chances  for  gains  this  fall, 
sapportionment  after  the  1990  census  will  move 
seats  to  the  more  Republican  South  and  West.  But  the 
rty  failed  to  capitalize  on  a  similar  opportunity  in  1982. 
Gingrich's  uncompromising  platform  is  being  buffeted  by 
rces  that  are  shaking  the  conservative  bedrock  of  the  GOP.  A 
•ong  anti-abortion  stance  is  backfiring,  and  anticommunism 
losing  its  sway.  "The  themes  that  have  been  the  glue  that 
l(i  us  together  no  longer  have  the  urgency  they  used  to," 
nuts  Representative  Henry  Hyde  (R-IIL),  a  possible  contend- 
for  the  leader's  job. 

Although  the  Republicans  have  held  the  White  House  for 
ae  years,  Gingrich  still  sees  himself  as  leader  of  a  not- 
.rticularly-loyal  opposition.  He  is  frustrated  by  George 
ash's  penchant  for  bipartisan  compromise.  "The  President 
.n't  take  the  kind  of  radical  gambles  that  an  opposition  party 
.n  take,"  he  says.  "That  shouldn't  prevent  the  rest  of  us 


from  inventing  an  absolute  explosion  of  reform  ideas,  throw- 
ing them  into  the  hopper  and  letting  them  ferment." 

The  GOP  likes  such  Gingrich  ideas  as  replacing  welfare  pro- 
grams with  cash  payments  for  the  working  poor,  housing 
vouchers  for  low-income  renters,  and  grants  to  schools  that 
give  parents  the  right  to  choose  where  their  children  will  be 
educated.  And  many  younger  Republicans  have  been  cheered 
by  his  efforts  to  limit  incumbency  and  break  the  Democratic 
lock  on  the  House. 

Despite  good  ideas,  Gingrich's  personality  may 
get  in  the  way.  Even  many  Republicans  were 
made  queasy  by  his  fierce  assault  on  former 
Speaker  Jim  Wright  (D-Tex.).  They  wonder  if 
Gingrich's  attack-dog  temperament  makes  him 
too  polarizing  to  be  their  leader.  "Newt's  glad 
that  question  doesn't  have  to  be  answered  today," 
says  Representative  Vin  Weber  (R-Minn.).  Weber, 
who  is  just  as  conservative  as  Gingrich  but  a  lot 
smoother,  could  emerge  as  the  Young  Turks'  al- 
ternative. He  has  won  respect  as  both  an  idea 
man  and  a  savvy  political  tactician.  But  his  age — 
37 — and  relative  inexperience  work  against  him. 
The  old  guard  that  has  dominated  GOP  ranks  in 
the  House  for  decades  was  stunned  when  Gingrich  beat  out 
Representative  Edward  Madigan  (R-Ill.)  for  the  minority 
whip's  job  last  March.  They're  not  going  to  surrender  more 
power  without  a  fight.  A  leading  candidate  of  the  traditional 
wing  is  House  Republican  Policy  Committee  Chairman  Mickey 
Edwards  of  Oklahoma.  Edwards,  a  skilled  legislator,  is  a  re- 
former, not  a  revolutionary.  Hyde,  one  of  the  most  respected 
House  Republicans,  would  be  a  strong  candidate  were  he  not 
so  closely  identified  with  an  extreme  anti-abortion  stance. 

Gingrich  still  had  a  chance  to  win.  If  he  can  take  credit  as 
the  architect  of  big  GOP  gains  in  the  next  two  elections,  the 
leadership  may  be  his.  Otherwise,  the  firebrand  from  Georgia 
may  burn  out  before  he  gets  the  opportunity  to  make  his  mark 
in  the  top  House  job. 

By  Paula  Dwyer 


APITAL  WRAPUPI 


RECORDINGS 


Congress  may  soon  clear  the  way 
for  sale  of  digital  audio  tape  re- 
corders in  the  U.  S.  Representative 
Robert  W.  Kastenmeier  (D-Wis.)  and 
■Senator  Dennis  DeConcini  (D-Ariz.)  will 
introduce  legislation  requiring  circuits 
that  limit  the  machines'  ability  to  dupli- 
"-Ate  tapes.  The  bill,  implementing  a 
pact  between  the  recording  and  elec- 
tronics industries,  should  pass  easily. 


POLITICS 


One  of  the  aging  Democratic  lions 
in  the  House  may  face  a  surpris- 
ingly strong  reelection  challenge  this 
fall.  Frank  Annunzio  of  Illinois  is  a 


senior  member  of  the  Banking  Commit- 
tee and  was  a  key  player  in  last  year's 
thrift  bailout.  But  Annunzio,  75  years 
old  and  ailing,  looks  vulnerable  in  a 
district  carried  by  both  George  Bush 
and  Ronald  Reagan.  The  challenger: 
Republican  State  Senator  Walter  W. 
Dudycz,  who  won  fame  last  year  by 
leading  protests  against  an  art  display 
that  invited  patrons  to  walk  on  an 
American  flag.  In  Senate  races,  Demo- 
crats think  they  have  a  real  chance  to 
capture  the  seat  being  vacated  by 
James  A.  McClure  (R-Idaho).  The  Dem- 
ocratic nominee  will  probably  be  for- 
mer Governor  John  V.  Evans,  who  lost 
a  close  race  to  unseat  Senator  Steven 
Symms  in  1986. 


ENFORCEMENT 


Labor  Dept.  snoopers  may  soon  be 
making  their  presence  felt  at  more 
U.  S.  businesses.  The  White  House  has 
approved  Labor  Secretary  Elizabeth  H. 
Dole's  plan  to  ask  Congress  for  more 
money  to  hire  pension-  and  health-and- 
safety-enforcement  officers.  The  de- 
partment's fiscal  1991  budget  calls  for 
133  new  positions  to  police  pension 
rules  and  27  additional  Occupational 
Safety  &  Health  Administration  inspec- 
tors. Congress,  which  has  been  critical 
of  Labor's  enforcement  record  during 
the  Reagan  and  Bush  Administrations, 
is  likely  to  lose  little  time  in  approving 
the  requests. 
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EAST  GERMANY  I 


DEALMAKERS  ARE  POURING  THROUGH 
THE  BRANDENBURG  GATE 


An  expected  flood  of  capital  and  a  rush  to  form  joint  ventures  are  hastening  German  reunification 


The  economy  is  in  shambles,  care- 
taker Communists  are  clashing 
with  new  opposition  parties,  and 
2,500  East  German  residents  are  fleeing 
every  day  to  West  Germany.  Yet  in  a 
remarkably  brief  period — only  11  turbu- 
lent weeks  since  the  Berlin  Wall  fell — 
several  East-West  business  pacts  have 
been  signed.  Many  more  are  currently 
being  negotiated. 

West  German  executives  are  betting 
that  East  Germany  will  set  up  a  market 
economy  in  short  order.  Their  hopes 
have  been  further  advanced  by  Soviet 
leader  Mikhail  Gorbachev's  suggestion 
on  Jan.  30  that  reunification  is  now  pos- 
sible. East  Germans  on  Mar.  18  will  vote 
for  a  new  government  that  is  likely  to 
loosen  current  restrictions  on  Western 
investment.  As  those  barriers  crumble,  a 
flood  of  West  German  private  capital, 
now  estimated  at  $6  billion  a  year,  is 


expected  to  wash  across  the  border.  In 
addition,  the  West  German  government 
is  offering  $3.5  billion  in  credits  to  re- 
build East  German  companies. 

The  first  wave  of  money  is  headed  for 
tourism,  services,  machinery,  textiles 
and  automobile  production  (table).  Volks- 
wagen has  announced  a  $3  billion  joint 
venture  with  IFA  Kom- 
binat  to  replace  the  two- 
cylinder  Trabant  car 
with  a  small  car  similar 
to  vw's  Polo  and  Golf 
models.  Mitsubishi 
Corp.  has  also  an- 
nounced plans  to  build 
cars  in  East  Germany. 
Other  deals  range  from 
software  production  to 
heavy  machinery  to 
shipbuilding.  West  Ger- 
many's largest  hotel 
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SETTING  UP  SHOP 
IN  EAST  GERMANY 

DAIMLER  BENZ  Negotiating 
truck  and  aerospace  ventures 

METALLGESELLSCHAFT  A  $117 
million  project  to  reprocess 
copper  scrap 

THYSSEN  Exploring  a  $40 
million  steel  project 


VOIKSWAGEN  A  $3  billion 
joint  venture  to  assemble 
small  cars  dai 


company,  Kempsinski,  and  VEB  Int« 
hotel  of  Berlin  have  signed  a  joint  ve  i'Eai 
ture  to  build  hotels  in  Dresden,  Berli 
and  Leipzig.  Officials  in  East  Berl  m 
have  been  swamped  with  more  th{ 
2,000  applications  by  Western  investo  i(m 
to  build,  lease,  or  buy  restaurants  ai 
bars  in  East  Germany. 

STEEL  DEAL.  These  aA; 
just    the  beginnin 
"Many  hundreds 
joint  ventures  and  i 
vestment  deals  are  u  titf 
der  negotiation,"  sa; 
Thyssen  Chief  Exec 
five  Heinz  Kriwet,  wl 
is  discussing  a  $40  m 
lion  joint  steelmakir 
venture.  Between  40 
and  50%  of  West  Ge 
man  industry  wants 
invest  in  East  Germanl 


INTERNATIONAL  BUSIh 


I  ordinfi  to  a  poll  by  the  IFO  Institute 
'  ■  Kconomic  Research  in  Munich. 
\\  est  German  executives  are  confident 
it  East  Germany's  new  government 
II  push  ahead  with  daring  economic 
orms.  Says  Karl-Otto  Pohl,  president 
Deutsche  Bundesbank:  "If  a  freely 
I  ted  government  tiikes  the  necessary 
;sions  in  the  near  future,  which  is 
lal  I  expect,  the  situation  could 
•  inge  dramatically.  East  Germany 
ill!  become  the  destination  of  a  tre- 
hdous  flow  of  capit^il." 
riie  new  leadership  will  have  much  to 
So  far.  Communist  Prime  Minister 
ins  Modrow's  government  has  put  te- 
ther plodding  reforms.  His  new  joint- 
iiture  law  generally  limits  Western  in- 
stors  to  a  49'a  stake,  and  his  tax 
oposals  do  little  to  whet  foreign  busi- 
ss  interest.  But  West  German  execu- 
tes think  that  the  leaders  elected  in 
arch  will  liberalize  the  joint-venture 
M  and  push  through  new  tax  laws,  a 
'o-tier  banking  system,  and  a  much- 
_  iproved  investment  law  within  six 

| :)nths.   State   monopolies   in  foreign 
ide,  consumer  goods,  and  light  indus- 
_  V  will  also  be  eliminated. 
MK  BLITZ.  Western  banks,  which  can't 
iw  lend  money  directly  to  East  German 
mpanies,  are  setting  up  shop  so  they 
n  start  the  minute  the  laws  change, 
eutsche  Bank  announced  on  Jan.  30 
at  it  was  sending  squads  of  executives 
ready  operations  in  six  East  German 
ties  from  Rostock  to  Leipzig.  And  In- 
istriekreditbank  of  Diisseldorf  is  creat- 
g  an  investment  insurance  fund  initial- 
capitalized  at  $15  million. 
Already,  West  German  venture  capi- 
.lists  are  spending  weekends  in  East 
erlin,  tracking  down  opposition  leaders 
1  learn  their  plans  for  economic  reform, 
hey  foresee  investment  opportunities  if 
;ate-owned  combines  or  kombinate, 
hich  dominate  85%  of  East  Germany's 
;onomy,  are  broken  up  and  privatized, 
j)  5  many  managers  want.  More  than 
'\  500  East  German  entrepreneurs  and 
ij  lanagers  have  registered  for  an  indus- 
:^  y  conference  in  Hannover  in  February. 
I  Many  koynbinate  managers  believe 
■\  last  Germany  has  no  choice  but  to  push 
I  3r  swift  change.  "We  must  have  a  mar- 
et  economy,  and  quickly,"  says  Hein 
j  llare,  a  director  at  7th  of  October,  a 
j  tate-owned  machine  maker  in  East  Ber- 
j  n.  Strikes  are  multiplying  and  workers 
j  re  demanding  wage  increases  that 
ould  total  $20  billion,  a  sum  that  would 
ankrupt  the  economy.  But  if  their  liv- 
ig  standard  doesn't  improve  soon,  more 
IX'  likely  to  leave  for  the  West.  The  loss 
t  skilled  machinists,  doctors,  and  other 
irofessionals  has  already  hurt  the  econ- 
I  'my.  Now,  East  Germans  are  racing  to 
irove  that  conditions  can  change  faster 
han  anyone  imagined. 

By  Gail  E.  Schares  in  East  Berlin 


CANADA I 


THAT  HOWLING  UP  NORTH 
IS  CANADA 


Brickbats  for  Mulroney  are  mounting  after  a  year  of  falling  barriers 


For  Canada,  the  first  year  of  the 
Free  Trade  Agreement  with  the 
U.  S.  is  ending  in  a  chorus  of  sour 
notes — plant  closings  and  layoffs,  a  rare 
trade  deficit,  severe  fiscal  problems,  and 
an  embarrassing  impasse  on  a  U.  S. 
trade  dispute.  Opinion  polls  show  that  a 
majority  of  Canadians  now  oppose  the 
phaseout  over  10  years  of  trade  barriers 
with  the  U.  S.  and  that  Conservative 
Prime  Minister  Brian  Mulroney's  popu- 
larity has  sunk  to  an  all-time  low  of  287' . 

Ironically,  the  first  year  was  the  easy 
part.  Now,  the  U.  S.  and  Canadian  gov- 


SHUTTERED  IN  SCARBOROUGH,  ONT.:  IS  FREE  TRADE  TO  BLAME? 


ernments  are  headed  into  the  nitty-gritty 
but  critical  issues  of  settling  trade  spats 
and  paring  back  sensitive  government 
subsidies  on  both  sides  of  the  border. 
The  challenge  will  be  doing  this  in  a 
period  of  deepening  economic  gloom  in 
Canada.  "It's  going  to  be  very  difficult 
to  sustain  the  momentum  in  this  envi- 
ronment," warns  Peter  G.  Morici,  a  Can- 
ada specialist  at  the  University  of  Maine. 
PORK  DUTY.  Key  to  making  the  trade 
agreement  work  are  the  five-person  bi- 
national  panels  set  up  to  settle  U.  S.- 
Canadian disputes  and  to  avoid  unilater- 
al U.  S.  action.  A  panel  established  to 
settle  a  Pacific  salmon-  and  herring-fish- 
ing dispute,  however,  failed  to  resolve 
the  issue  because  the  two  sides  inter- 
preted its  findings  differently.  At  the 
same  time,  the  U.  S.  has  slapped  duties 
on  processed  pork  and  is  considering  a 
ban  on  undersize  Canadian  lobsters. 


"We  occasionally  have  to  remind  our 
American  friends  that  there  is  a  free- 
trade  agreement,"  says  a  senior  Canadi- 
an diplomat.  Other  cases  involving  pav- 
ing equipment  and  steel  rails  are  headed 
for  action. 

Derek  H.  Burney,  Canada's  ambassa- 
dor to  the  U.  S.,  argues  that  Canadians 
must  wait  two  to  three  years  before  try- 
ing to  judge  the  accord.  But  if  the  agree- 
ment does  not  yield  clear  gains  for  Mul- 
roney, he  will  be  increasingly  vulnerable. 
Organized  labor  and  other  critics  already 
blame  him  and  free  trade  for  the  loss  of 
72,000  manufacturing 
jobs  to  the  U.  S. 

In  fact,  it  is  the  auto 
industry  shakeout  rath- 
er than  free  trade  that 
accounts  for  some  of 
the  shutdowns,  includ- 
ing the  transfer  of  Gen- 
eral Motors  Corp.  van 
production  from  Scar- 
borough, Ont.,  to  Flint, 
Mich.  A  Canadian  dollar 
now  at  a  nine-year  high 
of  86(t  to  the  U.  S.  dollar 
also  costs  jobs  because 
it  "amounts  to  a  self-im- 
posed tariff,"  grouses 
James  L.  Taylor,  presi- 
dent of  the  Canadian 
Exporters'  Assn. 

But  Ottawa  is  boxed 
in  on  its  monetary  poli- 
cies because  of  jittery 
currency  markets.  The 
Bank  of  Canada  was  forced  to  reverse 
modest  cuts  in  interest  rates  in  late  Jan- 
uary after  traders  fled  the  Canadian  dol- 
lar. To  help  cure  budget  woes,  Mulroney 
has  cut  train  service  and  is  pushing  a 
new  sales  tax.  Overall,  the  government 
argues  that  free  trade  has  increased  net 
employment,  but  the  plant  closings  have 
been  more  visible.  "The  opposition  has 
been  successful  in  linking  bad  economic 
news  with  the  free-trade  agreement  in 
the  public  mind,"  says  Guy  Stanley,  a 
Pace  University  expert  on  Canada. 

Mulroney  has  time,  if  he  can  resist 
elections  until  late  1992.  The  Liberal  Par- 
ty is  gearing  up  to  choose  a  new  leader, 
and  that  process  is  being  watched  close- 
ly to  see  if  the  party  takes  up  the  cudgel 
against  free  trade.  For  Mulroney,  siring 
a  North  American  economy  could  be- 
come an  increasingly  lonely  job. 

By  Todd  Mason  in  Toronto 
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ITALY  I 


THE  WORLD'S  FASTEST  CAR 
IS  NOW— A  CHRYSLER? 


Well,  it's  a  Lamborghini,  but  its  U.S.  owner  is  one  proud  parent 


It  looks  as  if  you  should  fly  it,  not 
drive  it.  With  a  top  speed  of  202.1 
mph,  the  Lamborghini  Diablo  is 
billed  as  the  fastest  factory-built  car  on 
earth.  "It  will  beat  anything  out  there," 
boasts  Emile  Novaro,  Lamborghini's 
president.  He  should  know:  He  recently 
took  a  Diablo  on  a  leisurely  test  drive 
around  his  factory  near  Bo- 
logna and  covered  150 
miles  in  an  hour. 

You'd  land  in  jail  if 
you  drove  like  that  in 
the  U.  S.,  where  the  Di;i 
bio  is  being  presented  on 
Feb.  9  at  the  Chicago  Aut( 
Show.  Nevertheless,  Lam- 
borghini says  it  has  received  more  than 
0,000  orders  from  dealers  around  the 
world,  including  the  U.  S.  But  it  reckons 
that  only  600  of  the  handmade  cars, 
which  now  command  a  price  of  $200,000, 
will  ever  be  produced  in  a  year. 

That  spells  one  of  the  best  little  over- 
seas success  stories  ever  for  Chrysler 


Corp.,  which  bought  Lamborghini  in 
1987.  All  of  Detroit's  Big  Three  have 
been  trying  to  capture  European  luxury 
marques — Ford  Motor  has  purchased 
Jaguar  PLC  and  Aston  Martin  Lagronda, 
and  General  Motors  bought  Group  Lotus 
and  a  half  interest  in  Sweden's  Saab. 


DIABLO:  HANDMADE,  AND  ONLY  $200,000 


Chrysler  paid  approximately  $25  million 
for  Lamborghini. 

The  Lamborghini  patina  could  boost 
Chrysler's  overall  European  offensive. 
From  nothing  two  years  ago,  Chrysler 
sold   50,000   cars   and   trucks — mostly 


Jeeps  and  minivans — in  Europe  in  19: 
and  its  1990  target  is  65,000  vehicles, 
also  announced  joint  ventures  with  Au| 
tria's  Steyr-Daimler-Puch  and  Francejj 
Renault  to  help  achieve  total  Europe; 
sales  of  1.50,000  by  1992  or  1993. 
though  Lamborghini  will  never  make  b 
money,  it  "has  increased  the  believabi 
ity  of  Chrysler  in  the  European  mark 
place,"  says  Michael  N.  Hammes,  vii 
president  of  international  operations. 
ARM'S  LENGTH.  Chrysler's  problem 
Lamborghini  is  that  rapidly  increasi 
production  would  quickly  hurt  the  excl|i 
sive,  handmade  quality  of  the  cars.  Sti 
production  this  year  will  be  up  50%, 
about  470  cars.  Chrysler  is  also  investi 
$80  million  in  a  new  plant  that  in  19^,  M 
will  start  turning  out  as  many 
1,700  slimmed-down  versioi 
with  VlO  engines,  compare  mii 
with  the"  Diablo's  VI 
The    new    car,  cod 
named  the  P140,  wi 
cost  under  $100,000. 

Unlike  what  it  did 
its  troubled  linkup  witj 
Maserati,  Chrysler  has  offered  sty 
ing  and  manufacturing  suggestions  l| 
Lamborghini  but  has  not  interfered  h 
yond  that.  The  arm's-length  formuM 
seems  to  be  working.  If  only  it  cou^ 
help  Chrysler  win  the  race  for  Europe  'Far 
By  John  Rossant  in  Sant'Agata  Bol  Iry, 
gnese,  with  Wendy  Zellner  in  Detroit 
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illegal  under  the  treaty  of  Rom 
As  the  antismoking  efforts  i: 
crease,  the  tobacco  companif 
are  likely  to  turn  to  acquisitior 
to  gain  market  share.  "Most  ai 
stuck  with  national  brands 
says  Paul  Beaufrere,  a  stock  aiftdJur 
alyst  with  London's  James  Cap^ 
&  Co.  Analysts  expect  mor 
deals  such  as  Rothmans  Intern; 
tional  PLC's  recent  $90  millio 
purchase  of  a  Belgian  tobacq 
group. 

Across  Europe,  it's  gettm 
tougher  to  light  up.  Some  Be] 
gian  restaurants  now  have  n(| 
smoking  sections.  Scandinavia 
Airlines  System  and  Alitalia  no^ 
ban  smoking  on  domestic  flight; 
Air  France  is  testing  no  smokin 
on  morning  flights  from  Paris  to  Milai 
Geneva,  and  London.  In  Britain,  compj 
nies  such  as  Ford  Motor,  Marks  &  Spei  L 
cer,  and  British  Telecom  are  putting  lin 
its  on  smoking. 

For  now,  smoking  habits  remai 
strong  in  Europe.  In  Britain,  for  exan 
pie,  397(  of  adults  smoke.  But  as  noi 
smokers  gain  political  strength,  the  lin 
its  will  keep  coming. 

By  Jonathan  Kapstein  in  Bnissels,  wit 
bureau  reports 


EUROPE  I 


EUROPE  TRIES  TO 
CLEAR  THE  AIR 


Tobacco  companies  are  battling 
new  antismoking  laws 


Cigarette  smokers  light  up  in  West 
German  elevators,  [luff  away  in 
Italian  emergency  rooms,  and 
wreathe  smoke  plumes  around  neighbor- 
ing tables  in  restaurants  from  Spain  to 
Scandinavia.  But  big  changes  are  com- 
ing. European  Community  offices  in 
Brussels  are  about  to  hit  Europe's  $.50 
billion  tobacco  industry  with  the  first 
cross-border  crackdown. 

Why?  Because  Europeans  are  begin- 
ning to  respond  to  antismoking  com- 
plaints, and  that  will  dampen  growth 
and  profits  for  the  industry,  dominated 
by  such  giants  as  Britain's  BAT  Indus- 
tries, Philip  Morris,  and  lUR  Nabisco. 
The  EC's  proposed  set  of  directives  aims 
to  force  an  expensive  shift  to  milder  cig- 
arettes by  setting  strict  limits  on  tar 
content.  The  EC  also  wants  to  slap  re- 
strictions on  cigarette  advertising  that 


BLOWING  SMOKE  IN  A  MUNICH  BEER  HALL 


Si* 


would  cut  in  half  such  spending,  now  at 
.$720  million  annually,  in  publications  and 
on  billboards. 

The  cigarette  makers  are  fighting 
back,  invoking  freedom  of  the  press  and 
claiming  that  health  hazards  from  smok- 
ing remain  unproved.  Philip  Morris  Cos., 
with  sales  of  about  $4  billion  in  Western 
Europe,  is  working  with  Formula  One 
racing  and  other  European  sporting 
groups  that  rely  on  cigarette  sponsors. 
PM  and  RJR  argue  that  bans  on  ads  are 


'  I?; 
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EDITED  BY  JOHN  PEARSON 


GORBACHEV'S  CHARM  OFFEHSIVE, 
ISIAH-STYLE 


It  has  been  almost  four  years  since  Mikhail  Gorbachev 
called  for  an  expanded  Soviet  role  in  the  Far  East  and  a 
new  detente  with  Asian  neighbors.  That  Vladivostok 
leech  brought  widespread  attention  but  little  progress.  Now, 
ough,  Gorbachev  is  rapidly  pushing  ahead  on  his  Asia-Pacific 
an,  which  he  sees  as  the  Asian  counterpart  to  his  "common 
iropean  house."  It's  a  way  to  connect  the  floundering  Soviet 
onomy  to  the  flourishing  Pacific  Rim. 
To  carry  out  this  strategy,  Gorbachev  is  moving  on  three 
onts.  On  Jan.  16  in  Paris,  his  delegates  made  a  key  conces- 
)n  in  a  plan  drawn  up  by  permanent  members  of  the  United 
ations  Security  Council — including  the  U.  S.,  China,  Britain, 
id  France — to  settle  Cambodia's  civil 
ir  by  giving  the  U.  N.  a  major  peace- 
■eping  role.  Previously,  the  Soviets  had 
jected  a  U.  N.  presence  because  they 
it  it  would  undercut  the  claim  by  Cam- 
idia's  Vietnamese-installed  regime  to 
the  country's  legitimate  government. 
On  Jan.  17,  Soviet  Foreign  Minister 
luard  Shevardnadze  told  visiting  U.  S. 
nators  that  Moscow  will  withdraw  mil- 
\xy  forces  with  offensive  capabilities 
Dm  Far  Eastern  bases  outside  Soviet 
rritory,  mainly  in  Mongolia  and  at 
etnam's  Cam  Ranh  Bay.  A  Mig-23 
uadron  and  some  TU-16  bombers  have  already  left  Cam 
mh.  The  withdrawal  eases  worries  in  Southeast  Asia  and 
lina  about  a  Soviet  military  threat.  It  may  also  make  U.  S. 
ses  in  the  Philippines  seem  less  vital  just  as  Washington  and 
inila  are  about  to  start  talks  on  renewing  their  leases. 
The  third  and  most  sensitive  phase  will  be  negotiations  over 
pan's  demand  that  the  Soviets  return  four  small  islands  they 
ized  during  World  War  II.  Up  to  now,  Moscow  has  stone- 
illed  on  the  issue.  But  on  Jan.  15,  Gorbachev  talked  with 
iiting  Japanese  legislators  led  by  former  Foreign  Minister 
lintaro  Abe.  Afterward,  Japan's  Chief  Cabinet  Secretary, 
ayumi  Moriyama,  said  there  had  been  a  "subtle"  change  in 
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Moscow's  position.  Although  the  exact  content  of  the  talks 
hasn't  been  disclosed,  it  is  believed  that  Gorbachev  acknowl- 
edged some  basis  for  Japan's  claim  to  the  islands.  "Previously, 
our  position  was  that  this  issue  does  not  exist,  it  was  settled 
by  the  war,"  says  Soviet  Foreign  Ministry  spokesman  Gen- 
nady  I.  Gerasimov.  "Now,  our  position  is  that  we  may  discuss 
anything  that  both  sides  bring  to  the  discussion  table."  The 
Soviets  have  suggested  compromises  ranging  from  demilitari- 
zation to  joint  development  of  the  islands. 
'STRANGE  COUNTRY.'  In  effect,  Gorbachev  has  set  a  deadline 
for  a  settlement  by  announcing  that  he  will  visit  Tokyo  in 
1991.  Hokkaido  University  Soviet-watcher  Hiroshi  Kimura  sug- 
gests that  Gorbachev  could  agree  to 
turn  over  two  islands  soon  and  promise 
to  return  the  others  by  the  end  of  the 
century.  Sensing  a  warm-up  in  relations, 
Japanese  companies  are  launching  a 
flurry  of  business  ventures  in  the  Soviet 
Union.  Sanyo  Electric  Co.,  for  example, 
will  build  a  compressor  plant,  while  Mit- 
sui &  Co.  leads  a  group  that  will  build  a 
joint-venture  Moscow  hotel.  Horie 
Group,  a  Tokyo  trading  company, 
liought  a  Mir  space  station  in  December 
and  is  acquiring  rights  to  use  and  sell  a 
Soviet  space-technology  data  base. 
Gorbachev  wants  more  such  business  deals  with  Japan.  In  a 
recent  Pravda  article,  Evgeni  P.  Bazhanov,  an  official  of  the 
Communist  Party's  Central  Committee,  said  that  the  Soviet 
Far  East  lags  behind  economically  for  lack  of  close  ties  with 
its  dynamic  neighbors.  The  Soviet  Union,  he  wrote,  is  seen  by 
Asians  as  "a  strange  country  trying  to  penetrate  into  the 
Pacific  Ocean  using  forceful  methods  and  political  maneu- 
vers." Since  that  approach  has  failed,  Gorbachev  now  hopes  to 
expand  Soviet  strength  and  influence  in  the  region  by  taking 
just  the  opposite  tack. 

By  Rose  Brady  in  Moscow,  Dinah  Lee  in  Hong  Kong,  and  Amy 
Bornis  in  Tokyo,  with  bureau  reports 
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VEST  GERMANY 


)skar  Lafontaine,  the  46-year-old 
rime  minister  of  Saarland,  has 
merged  as  a  leading  Socialist  contend- 
r  to  run  against  Chancellor  Helmut 
Lohl  in  national  elections  next  Decem- 
■er.  Lafontaine's  sweeping  victory  on 
an.  28  in  a  Saarland  state  election 
aakes  him  a  top  vote-getter  for  the 
emoralized  Social  Democratic  Party, 
le  led  the  party  to  a  record  547'  of  the 
ote,  against  337  for  the  Christian 
)emocratic  Union.  Although  helped  by 
is  status  as  a  Saarland  native,  Lafon- 
aine's  strong  campaign  proved  ex- 
remely  popular  with  Germans  weigh- 
ig  their  new  role  as  swing  players 


between  Eastern  and  Western  Europe. 

The  feisty  Lafontaine  campaigned  on 
issues  such  as  trimming  the  country's 
490,000-man  army,  canceling  a  $13  bil- 
lion project  to  build  a  new  jet  fighter, 
and  boosting  environmental  spending. 
Kohl  charged  Lafontaine  with  "incredi- 
ble demagoguery."  But  his  themes,  in- 
cluding curbs  on  social  security  hand- 
outs to  East  Germans  and  other  East 
European  resettlers,  halted  the  string 
of  gains  scored  by  the  far-right  Repub- 
lican Party  in  state  elections.  He  held 
the  'Reps'  to  just  3.5%-  of  the  total  vote, 
less  than  the  minimum  .57'  required  to 
win  a  seat  in  the  state  Parliament.  And 
he  halved  the  vote  of  Kohl's  Free  Dem- 
ocratic Party  allies  to  just  over  5%. 


MEXICO 


Eastern  Europe  is  drawing  official 
aid  away  from  Latin  America. 
Sources  close  to  Mexican  President 
Carlos  Salinas  de  Gortari  say  Japan, 
for  example,  has  cut  to  .$4  billion  from 
$10  billion  the  amount  it  planned  for 
Latin  debt  relief. 

But  there  is  still  a  lot  of  foreign 
interest  in  privatized  Latin  enterprises. 
European,  Japanese,  and  U.  S.  compa- 
nies are  bidding  for  a  497^  share  in 
Mexico's  state-run  phone  company,  Tel- 
mex,  which  will  be  privatized  soon.  The 
winner  will  need  to  raise  $10  billion  for 
modernization  but  will  be  rewarded 
with  huge  equipment  contracts. 
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HOW  DON  SHEELEN  MADE  A  MESS 
THAT  REGINA  COULDN'T  CLEAN  UP 
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The  CEO  convinced  the  world  he  had  turned  the  company  into  a  powerhouse.  Now,  he's  in  jail 


If  treat 


The  letter  G  has  broken  apart  in  the 
huge  sign  atop  the  Regina  Co.  cor- 
porate headquarters  in  Rahway, 
N.J.  A  tattered  flag  flaps  above  the 
squat  concrete  building  on  the  street 
named  for  the  vacuum-cleaner  company. 

Within  a  month,  the  few  remaining 
employees  at  the  huge  complex  that 
once  employed  hundreds  will  bolt  the 
door  on  another  symbol  of  failure  in 
American  business.  This  was  not,  howev- 
er, a  company  whose  fatal  flaw  was  an 
inability  to  compete.  This  was  a  compa- 
ny whose  entrepreneurial  CEO  turned  out 
to  be  a  con  man. 

OVERZEALOUS.  Donald  D.  Sheelen  had 
taken  over  the  single-product  company 
in  19X4  at  the  age  of  38  and,  everyone 
thought,  transformed  it  into  a  marketing 
powerhouse,  with  a  host  of  new  prod- 
ucts. By  1988,  he  had  more  than  tripled 
reported  sales  in  a  string  of  four  years 
of  record  profits  and  sales.  He  talked 
about  setting  off  "consumer  hot  but- 
tons" and  of  achieving  his 
of  entrepreneurship." 
What  he  didn't  say 
was  that  he  cooked 
the  books,  plunging 
Regina  into  a  morass 
of  lawsuits  and,  final- 
ly, bankruptcy.  Shee- 
len, who  pleaded  guilty 
to  fraud,  is  serving 
time  in  a  work-release 
correction  center. 

What  happened  to  the 
company  is  a  tale  of  thi' 
'80s,   the   story   of  ai 
overzealous  MB.\  entre- 
preneur, cheerleading 
Wall  Street  analysts,  anri 
independent  auditors  who 
failed  to  uncover  a  less- 
than-subtle  fraud.  "The 
story  of  Don  Sheelen,"  his 
lawyers  contend  with  hy 


perbole,  "is  similar  to  the  great  fictional 
Shakespearean  and  Greek  tragedies." 

Sheelen,  who  declines  comment, 
seemed  more  suited  to  the  role  of  Shake- 
speare's conniving  lago  than  the  tragic 
hero  Othello.  It  depends  on  whose  story 
you  believe.  His  wife,  Louise,  a  former 
Franciscan  nun,  described  him  in  a  pre- 
sentencing  appeal  to  the  judge  as  a 
"good,  honest,  sincere,  and  loving"  man. 
She  related  how  he  helped  his  eldest  son 
set  up  a  business  selling  flowers  on 
Mother's  Day  at  the  local  supermarket. 

Sheelan's  business  colleagues  saw  a 
different  side  of  him.  They  saw  him  as  a 
tough,  aggressive  boss.  Some  associates 
found  him  so  abrasive  that  even  when 
he  was  a  marketing  vice-president,  they 
discouraged  him  from  making  calls  for 
fear  he  would  offend  customers.  And 
once  Sheelen  became  CEO,  he  committed 
fraud  rather  than  accept  failure. 

Son  of  a  Gulf  Oil  Co.  salesman,  Shee- 
len was  born  into  a  mid- 
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die-class  family  in  Middletown,  N.ljf 
The  boy  with  rugged  good  looks  was  a 
overachiever  from  the  start,  playing  vai 
sity  football  and  basketball  in  hig' 
school  and  emerging  as  a  Big  Man  0 
Campus  at  the  University  of  Dayton.  H 
was  senior-class  president  and  gradua 
ed  with  a  business  degree  in   196i  ^  '^! 
Armed  with  an  MB,4.  from  Syracuse  Unfff 
versity,  he  joined  Bache  &  Co.  as 
stockbroker  in  1970.  Three  years  late  ■» 
he  landed  an  accounting  job  with  Johi  H'STOi 
son  &  Johnson,  ending  up  at  a  sma  ft^^R' 
subsidiary  called  Jelco,  which  made  catl  s  ^^ss 
eters  and  syringes.  In  1980,  he  joine 
Regina,  where  he  became  head  of  ma 
keting.  The  company,  founded  in  Ralf  J 
way  in  1892  as  a  maker  of  music  boxe; 
virtually  owned  the  market  for  electr 
brooms,  but  growth  was  slowing. 
'ENVIOUS.'  What  his  colleagues  quick!  Ik.  5 
noticed  about  Sheelen  was  his  ambitioi 
He  put  in  long  hours,  ,and 
talked  about  the  success  ( 
others  in  his  family,  partici 
larly  his  sister,  a  real  esta1 
broker.  "He  was  envious  thi 
his  sister  had  done  so  well 
recalls  Ronald  Nolan,  th( 
vice-president  of  sales.  "Ar 
he  said  he  didn't  feel  like  b 
ing  last  in  the  foot  race  wii 
them." 

They  noticed  somethir 
else:  Sheelen's  drive  to  su 
ceed    alienated  peopi 
Turnover  in  his  depar 
ment  was  high.  "Wh( 
you  reported  to  him,  y< 
faced  a  good  grilling 
says  John  Borowiec 
former  sales  manage 
"He   would  just  intin 
date  people." 

Still,  Sheelen  broug 
good  ideas  with  him.  I  let  so 
moved   Regina,  th( 
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MAY,  1980 

Donald  Sheelen,  34, 
leaves  a  job  with  Johnson 
&  Johnson  to  join  Regina 
as  head  of  marketing 


JUNE,  1984 

Sheelen,  now  CEO,  leads 
a  $31.4  million  leveraged 
buyout  of  Regina  from 
General  Signal 


NOVEMBER,  1985 

Regina  goes  public  at  the 
equivalent  of  $5.25  a 
share.  Sheelen  pockets  $2 
million  and  keeps  a  40% 
stake  worth  $19  million 


JUNE,  1988 

Sheelen  orders  his  c  V]e<,^ 

nancial  officer  to  ju)  ii||Q,j  ^ 
nances  to  moke  sale 

profits  higher  :«SW^j 
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ned  by  coiit^lomerate  General  Signal 
rp.,  into  higher-margin  accessories, 
•h  as  vacuum  bags.  He  also  promoted 
lew  product,  a  carpet  shanipooer.  He 
nbed  the  ladder,  becoming  CEO  in 
<4,  the  same  year  he  led  Regina  in  a 
.4  million  leveraged  buyout.  Sheelen 
vi\  up  $750,000  for  nearly  a  54%  stake 
the  company.  Little  more  than  17 
■nths  later,  he  brought  Regina  public. 
The  shareholders  who  attended  his 
i  annual  meeting  in  1986  at  The 
ndmark  Inn  in  Woodbridge,  N.J., 
IV  treated  to  their  first  glimpse  of  his 
iwmanship.  A  woman  clad  in  a  bath- 
:  suit  sat  in  a  see-through  bathtub  to 
nonstrate  one  of  his  newest  products, 
■  Homespa.  It  used  the  exhaust  side 
a  vacuum  motor  to  blow  bubbles  in 
ler  and  create,  for  less  than  $100,  the 
ect  of  a  whirlpool.  He  also  launched 
!  Housekeeper,  his  bid  to  compete  in 
i  upright  vacuum-cleaner  market, 
ige  ad  spending  helped  1987  sales 
rge  68%,  to  $128  million.  Earnings 
9Vv-  74%,  to  $7.1  million. 
iXY  STORY.'  Wall  Street,  eager  to  feed 
'estors'  frenzy  for  hot  growth  compa- 
is,  began  to  take  notice.  "If  you  lis- 
led  to  Don  and  looked  at  the  compa- 
's  numbers,  it  was  a  very  sexy  story," 
ys  James  M.  Meyer  of  Janney  Mont- 
mery.  His  firm  jumped  on  the  band- 
igon,  and  so  did  many  other  brokerage 
uses,  including  Shearson  Lehman  Hut- 
1  Inc.  Shearson  promoted  Regina  on 
emerging  growth-stock  list,  inform- 
,^  investors  on  June  16,  1988, 
it  the  company's  stock  could 
predate  by  50%  in  the  next 
ar.  Meyer  was  one  of  the 
St  to  remove  Regina  from 
?  "aggressive  buy"  list,  but 
learson,  which  declined  com- 
mt,  didn't  advise  investors 
retreat  until  the  stock  be- 
.n  dropping  like  a  stone. 
Analysts  liked  Sheelen's 
mbative,  no-frills  approach  ^ 

business.  A  tall,  stocky 
an  with  dark,  curly  hair, 
!  showed  up  at  analysts' 
eatings  in  rumpled  suits 
1th   his    shirttails  un- 
cked.  He  was  going  to 
)omb"  industry  leader 
cover  Co.  And  at  the  en- 
ance  to  his  office,  Shee- 
n  placed  a  Hoover  door- 
at  on  the  orange  shag 
irpet  so  that  people 
•uld  "walk  over"  his  ri- 


val. Once  inside,  analysts  couldn't  help 
but  notice  the  mousetrap  with  cheese 
under  the  radiator. 

Yet,  nothing  fired  Sheelen's  emotions 
like  the  company's  stock  price.  Even  a 
temporary  flutter  would  cause  him  to 
rush  to  the  phone  to  drum  up  support. 
"He  would  pick  up  the  phone  himself 
and  say,  'Why  don't  you  write  some- 
thing to  get  the  stock  up?'  "  says  Meyer. 

No  wonder.  By  July,  1988,  it  'had 
soared  to  a  peak  of  $27. .50  from  the 
equivalent  of  $5.25  a  share  when  the 
company  went  public  in  1985 — making 
Shf'olen's  stake  worth  more  than  $99 

His  1988 


compensation,  amounting  to  $577,500  in 
salary  and  bonus,  enabled  him  to  live  in 
a  spacious  12-room  house  on  1.8  acres  on 
Sycamore  Lane  in  tony  Rumson,  N.J. 

Trouble  was  brewing,  though.  Shee- 
len's secretary  tried  out  one  of  the  first 
Housekeeper  vacuums  and  quickly  re- 
l)orted  to  Sheelen  that  when  she  lifted 
the  vacuum,  its  handle  fell  off  and  the 
belt  often  slipped  off  the  motor.  "There 
were  so  many  things  wrong  with  it," 
recalls  Barbara  Drozdowski,  "but  he 
didn't  want  to  hear  it.  He  said,  'Well, 
we'll  fix  it  on  the  next  go-round,  but 
we've  got  to  get  it  out  of  here.'  " 

So  anxious  was  he  to  ramp  up  the 
company's  revenues  that  he  skipped 
proper  testing,  says  David  A.  Jones,  who 
has  headed  Regina  since  its  purchase  by 
Electrolux  Corp.  in  June.  Product  re- 
turns swamped  the  company,  beginning 
as  early  as  the  spring  of  1987.  An  inter- 
nal memo  showed  that  customers  re- 
turned more  than  40,000  Housekeeper 
vacuums  in  the  quarter  ended  on  Sept. 
30,  a  daunting  16%  of  sales. 
DEFECTIVE.  Sheelen  became  desperate. 
In  December,  1987,  he  ordered  his  chief 
financial  officer,  Vincent  P.  Golden,  not 
to  record  the  company's  returned  prod- 
ucts. Golden,  who  declined  to  be  inter- 
viewed for  this  story,  initially  protested 
but  obliged  by  having  his  staff  alter  Re- 
gina's  computer  systems.  He  went 
along,  his  lawyer  would  later  say,  "to 
■protect  his  job."  The  returns,  meanwhile, 
kept  piling  up.  The  problem  became  so 
severe  that  Sheelen  leased  a  building  to 
store  the  defective  products. 

Even  as  brokers  advised 
their  clients  to  buy 
Regina  stock  in  mid- 
1988,   Sheelen  was 
making    his  deceit 
more  elaborate.  As  de- 
tailed  in  stipulations 
entered  as   part  of 
their    guilty  pleas, 
Sheelen  told  Golden  to 
come  up  with  sales  of 
about  $180  million  and 
per-share  earnings  of 
$1.20.  The  solution:  By 
booking  a  sale  when  Re- 
gina received  an  order, 
rather  than   when  it 
shipped  the  goods.  Gold- 
en put  $6  million  worth 
of  extra  sales  into  Regi- 
na's  fourth  quarter.  By 
understating  expenses,  he 


squeezed 


million  m 


1988 

reaches  high  of 
0  a  share,  making 
sn's  holdings  worth 
than  $99  million 


SEPTEMBER,  1988 

Regina  reports  impending 
loss,  Sheelen  resigns,  stock 
plunges  to  $4  per  share 


FEBRUARY,  1989 

Sheelen  pleads  guilty  in 
Newark,  N.J.,  federal  dis- 
trict court  to  falsifying 
company  financial  records 


APRIL,  1989 

Regina  begins  reorganiza- 
tion under  Chapter  1 1  of 
bankruptcy  code 


JULY,  1989 

Sheelen  begins  a  one-year 
sentence  in  a  work-release 
program  at  a  correction 
center  in  St.  Petersburg 

DATA.  BW 


CORPORATION 


BUSINESS  WEEK/FEBRUARY  12,  1990  47 


PAN    AM  1990 


PROGRESS  REPORT 
NO.  1 


OURONEANDONIYGCML  . 
IS  TO  REBUILD  CNECF  r 
AMEHBCA^  GKEAT  RESOU«CES.^! 

FM  PLEASED  TO  REPOOT  t 
WE  ARE  RIGHT  OSr  SCHEDUm 

iustoiT 


Onjanuaryil,  1988,  this 
management  team  took  on  the 
challenge  of  renewing  Pan  Am. 

An  airline  monumental  in  its 
contributions.  Vital  in  its  impor- 
tance. Historic  in  its  significance. 

For  it  was  Pan  Am,  single- 
hanck'dly  and  against  enormous 
odds,  that  opened  America,  and 
the  world,  to  international  air 
travel. 

Over  sixty  years  ago,  hacking 
airports  out  of  the  jungles  of  South 
America. ..building  landing  strips 
and  refueling  bases  across  the 
Pacific  to  the  Far  F^ast... conquering 
weather  and  distance  to  cross  the 
Atlantic  to  Fairopc,  and  on  to  the 
Near  F^ast  and  Africa. 

Along  the  way  developing 
weather  forecasting  and  naviga- 


tional systems  that  set  standards 
for  the  entire  industry. 

Setting  service  standards  by 
providing  the  first  flight  attendants, 
the  first  meals,  the  first  First  01ass, 
the  first  movies,  the  first  music. 

And  from  the  very  beginning, 
assisting  in  the  design  and  intro- 
duction of  virtually  every  new 
aircraft  from  the  early  Sikorsky 
single  engine  flying  boat  to  the 
worlds  first  jumbo  jet. The  remark- 
able Boeing  747 

The  aircraft  that  helped  Pan  Am 
open  yet  another  world  of  air 
travel. The  world  of  affordable  air 
travel. 

THEN  CAME  THE  70s. 

Deregulation,  increased  compe- 
tition, soaring  fuel  prices,  recession 


and  double  digit  inflation  all 
hit  at  once. 

Some  airlines,  because  of  the 
nature  of  their  routes  and  compe- 
tition,were  hurt  more  than  others. 
Pan  Am  was  one  of  them. 

And  as  often  happens  with 
companies  reacting  to  financial 
adversity.  Pan  Am  made  mistakes 
in  its  turnaround  efforts. 

Unfortunately,  it  made  the  basic 
mistake. 

Pan  Am  became  so  involved 
with  its  corporate  problems  that  it 
lost  sight  of  its  customers  needs. 

A  RETURN  TO  BASICS. 

Our  first  act  as  Pan  Ams  new 
management  was  to  put  into 
effect  a  plan  for  renewal,  all 
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revolving  around  our  customers: 

1.  Invest  the  money  required  to 
return  Pan  Am  to  the  service  stan- 
dards that  once  led  the  industry. 

2.  Rebuild  employee  commit- 
ment so  that  once  again  Pan  Am 
people  feel  and  act  like  the  special 
people  they  are. 

3.  Provide  financial  resources 
by  selling  assets  not  fundamental 
to  the  operation  of  a  strong  airline. 

To  date,  over  $220,000,000  has 
been  committed  to  this  program, 
and  the  results  are  more  than 
encouraging. They  are  measurable. 

And  in  spite  of  some  setbacks  in 
1989,  we  are  on  course. ..our 
customers' course. 


A  RETURN 
OF  PASSENGERS. 


We  are  now  seeing  record 
passenger  growth  system-wide. 

In  the  hard-to-plcase  First  Class 
area,  we're  now  carrying  more 
passengers  across  the  Atlantic  than 
any  other  airline. 

In  Clipper  Class,  with  service 
that  is  actually  better  than  First 
Class  on  some  airlines, we've  shown 
consistent  system-wide  gains. 

We  now  have  one  of  the  youn- 
gest fleets  across  the  Atlantic,  were 
first  with  the  A310  Airbus,  and 
operate  the  largest  fleet  of  these 
big,  roomy,  technologically 
advanced  aircraft. 

In  all,  we  continue  to  fly  to 
more  European  cities  than  all  other 


U.S.  airlines  combined. 

We  are  the  only  U.S.  airline 
serving  the  Soviet  Union  and  the 
only  U.S.  carrier  that  serves  every 
emerging  country  in  Eastern  Europe. 

Our  flights  out  of  Miami  are 
up  48%  over  1989— now  serving  68 
international  destinations  and  27 
domestic  cities— from  one  of  the 
fastest-growing  areas  of  world 
travel. 

The  response  to  our  quality  of 
service  on  the  Pan  Am  Shuttle  has 
been  so  overwhelming  that  we 
now  carry  over  50%  of  the  Boston- 
New  York-Wash  i ngton  market. 

Domestically,  we  now  serve  43 
U.S.  cities, with  a  13%  gain  in 
capacity,  1989  over  1988. 

Internationally,  Pan  Am  con- 
tinues to  be  the  number  one  U.S. 
airline  to  the  world — flying  to  85 
cities  in  53  countries  on  4  continents. 


SECURITY  IN  AN 
INSECURE  WORLD. 


The  need  for  sophisticated  avia- 
tion security  is  now  being  felt  by 
travelers  everywhere.  On  all 
airlines. 

We'd  like  to  emphasize  that 
Pan  Am  security  measures  exceed 
the  requirements  of  the  Federal 
Aviation  Administration  and  are 
among  the  highest  of  all  U.S. 
airlines. 

Pan  Am  today  is  not  only 
continuing,  but  strengthening  its 
historical  leadership  role. 


We  have  now  so  enhanced  our 
security  systems,  equipment, 
personnel  and  procedures  that  we 
more  than  ever  exceed  the  security 
standards  of  foreign  airlines. 

Nothing  is,  or  ever  has  been,  as 
important  to  us  as  the  safety  and 
security  of  our  customers — and  of 
our  own  Pan  Am  people  who  serve 
them. 


OPTIMISM 
OF  A  HIGH  ORDER. 


Pan  Am  is  once  again  becoming 
the  kind  of  airline  that  will 
deservedly  attract  more  than  its 
share  of  travelers. 

Further,  it  is  an  airline  in 
position  to  benefit  from  the  tremen- 
dous growth  that  is  coming  in 
world  air  travel. 

And  while  we  have  debt,  it  is 
the  lowest  long-term  obligation  of 
any  major  carrier. 

We  are  most  definitely  beginning 
to  see  light  at  the  end  of  the  tunnel. 

And  we  cordially  invite  you  to 
discover,  or  rediscover,  the  Pan  Am 
that  is  Pan  Am  again. 


Thomas  G.  Plaskett 

Chairman  and  Chief  Executive  Officer 
Pan  American  World  Airways,  Inc. 
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profits  from  the  income  statement.  Gold- 
en then  rigged  the  computer  systems  to 
generate  about  200  fake  invoices  worth 
$5.4  million  on  the  last  three  business 
days  of  the  fiscal  year  ended  on  June  30. 

These  machinations  enabled  Sheelen 
to  fool  Wall  Street  one  last  time.  On 
Sept.  15,  Sheelen  and  his  secretary  met 
the  analysts  in  New  York.  He  was  buoy- 
ant, showing  the  superiority  of  a  House- 


keeper over  a  Hoover  by  sprinkling  corn 
flakes  on  the  carpet  and  vacuuming 
them  up.  The  impressed  analysts  didn't 
know  that  the  Regina  model  was  rigged 
by  engineers  to  have  greater  suction  and 
could  not  be  purchased  in  stores,  says 
Drozdowski. 

If  Sheelen  worried  that  he  would  be 
discovered,  he  didn't  show  it.  At  board 
meetings,  he  played  the  cool,  confident 


WHY  DIDN'T  PEAT  MARWICK  SMELL 
THE  BOOKS  COOKING? 


It  was  the  kind  of  article  that  execu- 
tives would  pay  to  get  into  print.  It 
praised  the  CEO  and  told  how  he 
brought  "disciplined  management  plan- 
ning" and  "measured  risks"  to  an  ail- 
ing company  and  turned  it  around. 

The  problem  was  that  the  "master- 
ful practitioner"  was  Regina  Co.  Chief 
Executive  Donald  D.  Sheelen.  And  only 
months  after  the  1987  profile  appeared 
in  World  magazine,  a  slick  quarterly 
published  by  auditors  KPMG  Peat  Mar- 
wick,  Sheelen  began  to  falsify  Regina's 
financial  statements.  Worse,  as  Regi- 
na's auditors.  Peat  withdrew  its  un- 
qualified opinion  only  after  Sheelen 
publicly  reported  his  company  would 
have  an  unexpected  loss  in  the  quarter 
ended  in  September,  1988. 

Why  couldn't  the  accountant  spot  it? 
"This  is  a  case  where  the  CEO  and  chief 
financial  officer  pleaded  guilty  to 
fraud,"  says  a  Peat  spokesman.  "If 
you're  a  good  book-cooker,  it's  almost 
impossible  to  detect." 

Regina  is  one  of  three  recent  New 
York  area  cases,  along  with  Coated 
Sales  and  Crazy  Eddie,  in  which  the 
firm  has  been  named  a  defendant  in 
lawsuits  alleging  a  failure  to  detect 
flawed  bookkeeping.  Peat  says  the 
cases  have  nothing  in  common. 


Regina's  interim  chairman,  Malcolm 
L.  Sherman,  launched  an  investigation 
after  Sheelen  resigned.  But  one  month 
into  the  probe,  Sherman,  an  outside  di- 
rector, was  unsatisfied.  "I  think  that 
Peat  was  doing  nothing  more  nor  less 
than  a  full-scale  'How  do  you  cover 
your  ass?'  "  he  says. 
HOT  SEAT.  Sherman  was  particularly 
frustrated  with  William  J.  Murray,  the 
Peat  partner  on  the  Regina  account. 
"I'd  ask  one  question  and  get  an  an- 
swer to  a  different  question,"  he  says. 
It  wasn't  Murray's  first  time  on  the 
hot  seat.  In  1975,  Peat  entered  a  con- 
sent decree  with  the  Securities  &  Ex- 
change Commission  over  its  accounting 
work  for  bankrupt  homebuilder  Stir- 
ling Homex  Corp.  Murray  was  a  con- 
sulting partner  on  the  Stirling  assign- 
ment. Sherman  fired  Peat  in  April. 
Murray,  58,  retired  in  July  as  he  had 
previously  planned,  according  to  a  Peat 
spokesman,  who  added:  "Murray  con- 
ducted himself  in  an  appropriate  and 
professional  manner." 

Eventually,  Sherman  called  in  Coo- 
pers &  Lybrand.  When  the  books  were 
sorted  out,  the  supposedly  profitable 
Regina  showed  a  $16.8  million  loss  for 
the  15  months  that  ended  on  Sept.  30, 
1988. 


CEO,  recalls  Malcolm  L.  Sherman,  formi! 
head  of  Zayre  Stores  Inc.,  who  joint 
Regina's  board  earlier  in  1988.  But  tl 
board  sessions  were  largely  consumt: 
by  product  and  marketing  plans. 

"At  the  first  board  meeting,  the  fa  , 
that  I  didn't  get  any  numbers  didri  j 
bother  me,"  says  Sherman.  "By  tl  | 
third  meeting,  I  was  extremely  co'v 
cerned.  'If  we  don't  start  seeing  som 
thing  specific,  this  isn't  the  right  boaii 
for  me,'  I  told  him.  He  said,  'Don't  wq 
ry.  From  here  on,  you'll  get  numbers.'- 

Sherman  did  not  realize  how  shockirj 
those  numbers  would  be.  On  Sept.  2% 
Sheelen  called  his  two  outside  directo 
separately  to  read  a  press  release  sayi: 
that  Regina  would  post  substantial 
lower  sales  and  a  loss  for  the  Septembi 
quarter  because  of  a  slowdown  in  orde 
and  product  returns.  Sheelen  assign^ 
most  of  the  blame  to  a  computer  snaf 
"He  seemed  very  upset,  extremely  u 
set,"  remembers  board  director  Richa; 
Skelly.  "He  started  to  cry." 

The  news  sent  Regina's  stock.  tuxl{ ' 
bling.  On  Sept.  21,  a  Wednesday,  shanli 
fell  from  11  to  7 Vs.  Shearson  final liilisi 
yanked  the  stock  from  its  growth  lis 
Sheelen  closeted  himself  in  his  offic] 
refusing  to  take  all  but  a  few  of  the  1 
calls  being  logged  in  daily  from  an 
investors  and  analysts. 
COUNTRY  CLUB  PRISON?  Over  the  wee 
end,  according  to  his  lawyers,  Sheelel 
confessed  to  his  wife  and  then  to  h 
priest.  On  Monday,  he  resigned.  A  we( 
later,  Sheelen  would  make  a  full  confe 
sion  to  the  U.  S.  attorney  in  Newar 
and  he  eventually  would  plead  guilty  i 
one  count  of  mail  and  securities  fraud 

Sheelen  is  now  serving  a  one-year  se 
tence  in  the  Goodwill  Industries  Comm 
nity  Correction  Center  in  St.  Petersbur 
Fla.  It  is  not  a  hard  life.  There  are  r 
bars  on  the  windows  nor  locks  on  tl 
doors.  With  its  brightly  painted  beds  ar 
lockers,  the  building  has  the  feel  of 
college  dorm.  Sheelen,  his  lawyer  say 
leaves  the  center  every  weekday  to  woi 
at  an  undisclosed  business.  Sheelen  ah 
was  fined  $25,000.  (Golden's  sentem 
and  fine  were  exactly  half  of  Sheelen's 
The  court  ultimately  refunded  the  fir 
from  Sheelen's  Regina  stock  that  hi 
been  turned  over  to  the  court  as  restit 
tion  to  the  shareholders  in  April.  TI 
stock  is  now  virtually  worthless. 

Sheelen  hasn't  given  up  hope  of  r 
suming  his  business  career.  Prior  to  h 
sentencing,  he  asked  Sherman — then  i 
terim  chairman — if  he  could  return  i 
Regina.  "When  his  attorney  asked  n 
what  I  thought,"  says  Sherman,  "I  sai 
'You  could  tell  him  it's  a  straight  no.  ( 
you  could  say  to  him,  Are  you  f  cr 
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zy?  Pick  whichever  one  you  want'  " 
By  John  A.  Byrne  in  Rahway,  N. 
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In  the  heat  of  battle,  it's  nice  to  know 
you  ve  got  plenty  of  ammunition. 


Crunch  time  can  hit  at  any  time.  And  when  it 
does,  you  want  to  be  ready. 

Enter  NEC.  We  make  a  line  of  high  quality,  indus- 
try-compatible personal  computers  that  can  take  the 
heat  off  in  a  hurry.  Portables  or  desktops,  286-based 
or  386-based,  our  PowerMate®  family  gives  you  the 
kind  of  speed,  memory  and  graphics  capabilities  you 
need  to  tough  it  out  in  today's  business  environment. 
Add  an  NEC  printer  to  the  equation  and  you've 
got  yourself  an  unbeatable 
—  formula.  Our 

I        Pin  writer*^ 
^^^^  dot  matrix 

■ '  V      ■  ,\\\      printers  and 


laser-quality  page  printers  are  legendary  for  their 
reliability  and  print  quality.  These  are  the  kind  of 
workhorses  you  want  pulUng  for  you 
at  bottleneck  time. 

Rest  assured.  When  you've 
got     a  $24 

,i  B.  . 

'  "  '     billion  world 

_       L_  ' ■ "  " "  3     leader  in 
computers  and 
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communications  like  NEC  on  your  side,  you're 


going  to  win  a 
lot  more  battles 
than  you  ever 
thought  possible. 


NEC 


PiiwerMaW  SX  Plus 


PnwerMnle  PnrlabU-  Plus  SilentWHter® 


WE'RE  MAKING  THINGS  BETTER  FOR  YOU 


NEC  Technologies,  Inc.,  1414  Massachusetts  Ave.,  Boxborough,  MA  01719.  1-800  NEC-INFO.  In  Canada,  1-800-343-4418. 

©  Cflpynght  198.9  NEC  Ttf  hntjloOP.s.  Inc  f  owprMalp,  Pinwnt^r  and  .Silentw  ril^r  ar¥  rpgisU-nHl  trademarks  uf  NEC  tV)rp 


You  left  a  teapot  in  a  taxi.  We  replaced  it. 

You  wrecked  your  rented  car.       covered  it.  You  niiM^jed  your  flight.  We  changt 


TO     APPLY.     CALL     1    ♦    800    •    THE    •  GOLD 


■Underwritten  by  The  Ins  Co  of  No  America  a  CIGNA  Co  The  American  Express-  Purchase  Protection^"  Plan  covers  most  worldwide  Card  purchases  for  90  days  Conditi 
Administrative  Offices,  San  Rafael.  CA.  Certain  exotic,  expensive  and  antique  cars  are  not  covered,  nor  are  trucks,  jeeps,  certain  vans  and  other  vehicles  that  are  non  ren^ 


0460 ; 
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1  a  ILMLLMit  •<&! 
THE      AMERICAN      EXPRESS      GOLD  CARD 


*PPLr.  $2,500  LIMIT  PER  ITEM  ON  JEWELRY,  WATCHES  AND  FURS  CAR  RENTAL  INSURANCE  SUBJECT  TO  POLICY  TERMS  AND  CONDITIONS  UNDERWRITTEN  BY  AMEX  ASSURANCE  COMPANY 
SS  COVERAGE  THAT  REIMBURSES  FOR  ELIGIBLE  LOSSES  NOT  COVERED  BY  OTHER  SOURCES  OF  INSURANCE  OR  REIMBURSEMENT  PLANS    COVERAGE  APPLIES  TO  U  S   CARDMEMBERS  ONLY, 
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DIVERSIFICATIONS! 


GM  AND  HUGHES: 

IS  THE  MARRIAGE  FIZZLING? 


So  far,  the  defense  contractor  has  been  more  problem  than  prize 


I 


t  didn't  take  GM  long  to  get  nervous. 
Shortly  after  it  decided  to  bid  $5.2 
billion  to  acquire  Hughes  Aircraft 
Co.,  the  auto  giant  began  to  worry  that 
some  of  the  defense  contractor's  radar 
and  missile  businesses  were  running  into 
trouble.  General  Motors  Corp.  went 
ahead  with  the  purchase.  But  a  week 
after  the  1985  deal  closed,  GM  got  the 
real  story:  The  carmaker  would  have  to 
swallow  $200  million  in  penalties  on  a 
troubled  Hughes  program  to  link  U.  S. 
Navy  radar  operations  by  satellite. 

Hughes  has  been  a  thorn  in  GM's  side 
ever  since.  Now  a  unit  of  G.M  Hughes 
Electronics  together  with  GM's  Delco 
Electronics,  the  aerospace  company  has 
been  plagued  by  production  problems, 
high  costs,  slowing  Pentagon  spending, 
and  a  tangle  of  federal  investigations.  A 
special  class  of  stock  that  GM  issued  in 
partial  payment  for  the  deal  is  trading  at 
22,  near  its  all-time  low.  Analysts  esti- 
mate that  Hughes  Aircraft  is  worth  al- 
most $2  billion  less  than  GM  paid  for  it. 

All  the  bad  news  about  GM  Hughes 
makes  it  likely  that  keeping  the 
defense  contractor  will  be  hotly 
debated  within  GM's  inner  sanc- 
tum after  Chairman  Roger  B. 
Smith,  who  made  the  deal,  retires 
in  August.  GM  denies  it  is  unhap- 
py with  Los  Angeles-based 
Hughes.  "There  will  never  be  a 
plan  to  sell,"  insists  Hughes  Air- 
craft Chief  Executive  Malcolm  H. 
Currie,  who  thinks  GM  Hughes 
can  cope  with  declining  defense 
spending.  But  the  drumbeat  of 
auto-company  defections  from  de- 
fense and  aerospace  is  getting 
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A  HUGHES  "HEAD-UP  DISPLAY"  FOR  GM  CARS 


louder:  In  the  past  two  months,  both 
Ford  Motor  Co.  and  Chrysler  Corp.  have 
decided  to  sell  out  so  they  can  focus  on 
their  woes  in  the  domestic  auto  market. 
"It's  got  to  make  you  wonder  if  GM  is 
going  the  same  way,"  says  Paul  Nisbet, 
an  analyst  with  Prudential-Bache  Securi- 
ties Inc. 

Eager  to  diversify,  the  Big  Three  all 
spent  heavily  in  the  1980s  to  buy  or  en- 
large their  defense  holdings.  But  the 


A  BEATING  IN  DEFENSE  DEALS 

Purchased  Acquisition  price    Current  value* 

Millions  of  dollars 


GENERAL  MOTORS 

►  HUGHES  AIRCRAFT 

1985 

$5,200 

$3,500 

FORD 

►  FORD  AEROSPACE  1956-61 

NA 

530 

►  BDM  INTERNATIONAL 

1988 

451 

271 

CHRYSLER 

►  6ULFSTREAM  AEROSPACE 

1985 

641 

385 

►  ELECTROSPACE  SYSTEMS 

1987 

374 

224 

'Estimates   NA    not  applicable 

DATA:  C  J 

UWRENCE,  MORGAN  GRENFELL  INC 

auto  makers  bought  into  the  market  i 
its  peak.  Now,  they're  likely  to  take 
bath  as  they  try  to  unload  their  defens 
units  (table).  GM's  fear  of  taking  a  stai 
gering  loss  may  be  the  company's  stro 
gest  remaining  incentive  to  hang  on  i 
G.M  Hughes.  The  carmaker  was  willing  ' 
bid  a  stunning  amount  for  Hughes  b 
cause  it  hoped  to  use  the  defense  co 
tractor's  radar  and  satellite  technologJifEWi 
in  futuristic  cars.  But  so  far,  only 
trickle  of  Hughes  gadgetry  is  showin 
up  in  GM  cars,  such  as  the  fighter-sty 
"head-up  display"  that  projects  the  car 
speed  on  the  windshield  of  some  Oldsm 
bile  and  Pontiac  models. 
BAD  FIT.  GM  executives  say  more  aerfces 
space  spinoffs  should  start  showing  i 
in  cars  soon.  Still,  not  everyone  thinl 
the  merger  makes  sense.  Autos  ar 
aerospace  "just  don't  mix  very  well 
says  Albert  D.  Wheelon,  former  Hugh( 
chairman  and  chief  executive.  Ad( 
Montgomery  Securities  analyst  Rona 
A.  Glantz:  "I  don't  know  what  GM  h; 
got  out  of  Hughes  that  they  couldn 
have  gotten  by  putting  an  ad  in  tl 
newspaper  and  hiring  100  engineers." 

The  delay  in  finding  applications  f( 
Hughes  technology  has  also  left  tl 
aerospace  portion  of  the  company  da  |teei 
gerously  dependent  on  defense.  Hugh* 
Aircraft  still  relies  on  the  Pentagon  f( 
fully  807<  of  its  business,  about  the  san 
level  as  throughout  the  1980s.  The  aer 
space  unit,  in  turn,  accounts  for  tw 
thirds  of  (;m  Hughes  Electronics'  sak 
but  less  than  half  its  profits. 

That's  partly  because  of  hig 
costs.  G.M  has  saved  money  t 
centralizing  some  of  GM  Hughes 
electronic-component  manufactu 
ing.  But  costs  are  still  hig 
enough  to  have  lost  GM  Hugh( 
several  major  contracts  recent! 
including  a  $3.6  billion  contra 
for  upgrading  the  air  traffic  co: 
trol  system.  As  the  Pentagon  hf 
turned  to  lower-priced  contra 
tors,  GM  Hughes's  share  of  tl  t  iij^ 
$10  billion-a-year  tactical  missi 
market  has  fallen  over  the  pa; 
five  years,  to  just  over  20%  fro: 
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:)()ut  ;50'  ',  says  C.  J.  Lawrence,  Morgan 
rccnfell  Inc.  analyst  Howard  Rubel. 
Nor  have  things  gone  smoothly  with 
le  contracts  GM  Hughes  has  won.  The 
aborate  $12  billion  .XMRAAM  air-to-air 
issile  program,  which  Hughes  shares 
ith  Raytheon  Co.,  is  nearly  three  years 
■hind  schedule,  while  the  cost  of  a  sin- 
k'  missile  has  skyrocketed  to  $500,000 
(im  an  original  estimate  of  $200,000. 
iial  prompted  the  Pentagon  to  delay 
ill  production  of  the  missile  until  the 
nks  are  worked  out. 
i,M  Hughes's  Pentagon  woes  have  tak- 
1  their  toll.  Backlogs  have  been  flat 
/er  the  past  three  years  at  $11.4  billion, 
or  the  first  nine  months  of  last  year, 
•ofits  declined  by  7%,  to  $486.6  million, 
1  revenues  of  $8.5  billion.  Much  of  the 
iird-quarter  decline  resulted  from  a  $24 
illion  write-down  to  cover  layoffs  of 
000  GM  Hughes  workers  in  1989.  At  an 
itimated  $610  million,  full-year  earn- 
gs  should  also  be  down  T7<,  says  Jack 
odzelewski  of  PaineWebber  Inc.,  al- 
lough  they  may  rise  5%  this  year. 
:lRPEDOED?  There  could  be  more  bad 
jws  on  the  horizon.  GM  Hughes  has 
ien  caught  up  in  three  federal  grand 
ry  investigations,  including  allegations 
■  kickbacks  involving  top  Hughes  offi- 
als  and  Intelsat.  The  Justice  Dept.  is 
so  reviewing  a  whistle-blower's 
larges  that  Hughes  delivered  $3  billion 
orth  of  defective  torpedoes  to  the 
avy.  GM  Hughes  denies  all  the  charges. 
Executives  believe  the  marriage  be- 
/een  GM  and  Hughes  needs  more  time, 
ars  with  high-tech  gadgetry  such  as 
illision-avoidance  radar  are  just  "a  cou- 
e  of  years  away,"  says  Robert  J. 
;hultz,  president  of  GM  Hughes.  And 
vl  officials  say  there  have  been  many 
ss  obvious  benefits,  such  as  using  GM 
ughes  computer  whizzes  to  improve 
itomation  software  at  auto  plants. 
Company  officials  concede  that  GM 
ughes  could  be  in  for  a  rough  time  as 
ifense  budgets  shrink.  So  it  is  trying  to 
ash  its  reliance  on  the  Pentagon  over 
le  next  five  years  to  60%-  of  sales  from 
)%.  Already  a  leader  in  commercial  sat- 
lites,  GM  Hughes  has  made  $700  million 
orth  of  acquisitions  in  the  past  two 
jars  in  such  growth  areas  as  corporate 
itellite  systems  and  flight  simulators. 
Other  large  aerospace  companies, 
)wever,  also  hope  to  snare  much  of  the 
ime  commercial  work.  That  means  GM 
ughes  will  have  to  sharpen  perfor- 
ance  and  keep  diversifying.  "It's  a  lot 
'  fun  having  an  aerospace  company," 
lys  Wheelon,  Hughes's  former  chair- 
an.  "But,  like  a  fancy  yacht,  it's  a  little 
t  of  a  luxury."  At  a  time  when  GM 
ices  critical  challenges  in  the  auto  busi- 
3SS,  the  cost  of  that  luxury  is  looking 
eeper  and  steeper. 

By  Eric  Sckine  in  Los  Angeles,  with  Da- 
d  Woodruff'  in  Detroit 


STRATEGIES  I 


DAIMLER'S  DRIVE  TO  BECOME 
A  HIGH-TECH  SPEEDSTER 


Why  Edzard  Reuter  is  shaking  up  a  self-satisfied  culture 


e; 


Idzard  Reuter,  collector  of  modern 
art,  intellectual,  and  numbers  man, 
is  no  engineer.  So  he  was  a  sur- 
prise choice  three  years  ago  to  take  the 
helm  of  West  Germany's  Daimler  Benz, 
a  company  whose  engineering  prowess 
is  legendary.  Reuter,  a  trim,  multilin- 
gual 61-year-old,  has  a  vision  instead. 
Not  content  to  leave  Daimler  in  the  auto 
age,  despite  its  name  for  quality,  Reuter 
wants  to  bring  the  $48  billion  conglom- 
erate into  the  high-tech  future. 

Reuter  is  shaking  up  Daimler's  con- 
servative, self-satisfied  culture,  insisting 
that  every  unit,  from  washing  machines 
to  jet  fighters,  innovate  with  microelec- 
tronics and  new  materials.  He  has 
bought  new  companies,  diversifying 
Daimler  into  household  goods,  defense 
electronics,  and  automation  systems.  He 
also  wants  to  be  Europe's  premier  aero- 
space and  defense  contractor  and 
spread  those  units'  technological  know- 
how  throughout  the  company.  Says 
Reuter:  "We  are  convinced  high  tech  is 
to  be  the  glue  for  all  these  companies." 

Renter's  task  is  to  remake  Daimler  in 
what  promises  to  be  one  of  the  toughest 
decades  ever  for  European  business. 
Just  as  industries  are  consolidating, 
Reuter  is  broadening  Daimler,  making  it 
vulnerable  to  the  opening  of  Europe's 
markets  after  1992.  Defense  spending,  a 
linchpin  in  his  aerospace  effort,  is  al- 


most certain  to  fall  as  the  postwar 
order  shifts.  And  the  strategy  of 
using  aerospace  to  boost  auto  tech- 
nologies has  failed  other  carmak- 
ers. Now,  even  Mercedes-Benz, 
whose  cars  and  trucks  pull  in  near- 
ly lOO'X  of  profits,  is  under  attack 
from  the  Japanese. 
FLEET-FOOTED.  Transforming  Daim- 
ler is  a  more  complex  task  than 
many  corporate  makeovers.  With 
its  copious  cash  flow  from  cars  and 
trucks,  Daimler  must  shake  off  the 
role  of  white  knight  to  many  failing 
enterprises.  In  West  Germany,  ma- 
jor industrial  groups  are  inter- 
locked in  a  web  of  big  banks  and 
government  ministries,  sharing 
board  members  and  shareholders. 
They  are  often  called  on  to  help 
bolster  Germany  Inc.  Like  other 
members  of  this  elite,  including  Sie- 
mens and  Deutsche  Bank,  Daimler 
is  trying  to  break  the  traditional 
business  gestalt,  cultivating  more  entre- 
preneurial spirit  as  it  becomes  a  fleet- 
footed,  global  company. 

There  is  also  tension  inside  Daimler's 
executive  suite.  Reuter,  an  avid  tennis 
player  and  skier,  aced  out  a  high-rank- 
ing auto  engineer  to  take  the  top  job  at 
Daimler  in  1987,  putting  some  noses  out 
of  joint  in  the  engineer-dominated  hier- 
archy. Still,  he  insists  that  whatever  the 
risks,  Daimler  must  join  West  Germa- 
ny's corporate  revolution. 

Renter's  first  challenge  is  to  get 
Daimler's  core  business  in  shape  for  the 
bumpy  road  ahead  in  luxury  autos.  His 
strategy:  rehabilitate  diesel  models  now 
reeling  from  environmental  backlash, 
revamp  its  elegant  S-Class  models,  and 
move  rapidly  into  "smart"  cars  loaded 
with  devices  that  enhance  vision  and 
warn  about  road  hazards.  That  will 
mean  cranking  out  "one  new  model  or 
major  variant  every  year,"  says  Mer- 
cedes chief  Werner  J.  Niefer. 

But  the  vast  U.  S.  market  is  deflating, 
especially  in  luxury  cars.  Mercedes-Benz 
sales  slid  9.67^  last  year,  to  75,700  units, 
vs.  an  overall  decline  of  5.5%  in  the  U.  S. 
import  luxury-car  market.  That  has 
helped  keep  overall  profits  flat  at  about 
$1  billion  for  the  last  three  years.  Now, 
the  pressure  is  building  in  Europe, 
where  the  Mercedes  insignia  is  ubiqui- 
tous. Japan's  Toyota  Motor  Corp.  will 
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THE  POWER  OF  BELIEF:  #3  in  a  series 


Free  trade  always  sounds  good,  but 
sometimes  you  have  to  fight  for  it. 


In  a  Fair-Trade  pi 


world,  every  consiiiiier  and  company  could 
buy  the  world's  best  quality  product  at  the 
world's  best  price.  ■  This  belief  guides 
Motorola's  efforts  worldwide.  Our  success 


in  Japan  is  the  product  of  30 
years.  First  as  teacher,  later  as 
student,  only  now  as  friendly 


competitor  and  supplier. 
We  have  learned  that 


Motorola  recently  introduced  the 
JSMR  "  trunked  two-way  radio  system  and 
the  first  trunked  portable  two-way  radio  to  Japan. 


Winner  1988 


M.ik.-lm  BaldriKC 

National 
Quality 
Award 


management  on  both  sides  must 
play  a  role.  We  build  unique 


products  for  each  market, 
and  strive  to  make  the  best 
in  the  world,  ■  We  fought 


Motorola's  pagers, 
like  this  one  manufactured  in 
Boynton  Beach,  Florida,  were  the  first 
pagers  imported  to  the  Japanese  paging  market. 


for  the  right  to  sell  radio  pagers,  cellular 
telephones  and  two-way  radios  in  Japan. 
Motorola  benefits.  So  do  its  customers.  So  do 
the  Japanese  consumers  who  use  Motorola's 


products.  Nobody  on 
earth  succeeds  alone. 


Building  On  Beliefs 


M)  MOTOROLA 


(?)  ,  Motorola,  Bravo  and  JSMR  are  trademarks  of  Motorola.  Inc.,  ©  1989  Motorola,  Inc. 


e  Corporation 


DAIMLER'S  THREE  MOTORS 

1 989  TOTAL  CONSOLIDATED  SALES  $47.9  BILLION 


MERCEDES-BENZ 


Reuter  wants 
technology  from 
the  oerospoce  and 
defense  business  to 
be  the  glue  for  all 
other 
Daimler 
units 


ELfORONICS 
AND  TECHNOLOGY  \ 
57 1  BIILION 


DATA  DAIMLER  BENZ 


15% 


start  shipping  Lexus  models  to  Europe 
soon,  and  Honda  Motor  Co.  plans  a  mid- 
year launch  of  a  $50,(J00-pius  NS-X  sports 
car.  Although  initial  numbers  may  be 
small,  Mercedes  "should  be  very  wor- 
ried about  the  Japanese,"  says  Peugeot 
marketing  executive  N.  Victor  Dial. 

What's  more,  Ford  Motor  Co.  has  ac- 
quired Jaguar  PLC  in  hopes  of  denting 
Mercedes'  supremacy,  and  General  Mo- 
tors Corp.  joined  forces  with  Saab- 
Scania  to  get  into  the  upscale  market. 
"Europe  will  be  the  international  auto 
battleground  of  the  1990s,"  warns  Rob- 
ert J.  Eaton,  president  of  GM  Europe. 
CAR  WARS.  Many  of  the  new  challengers 
are  still  several  notches  below  Mercedes 
in  reputation  and  quality,  but  they  could 
"dissuade  buyers  from  trading  up," 
says  Philip  Ayton,  an  auto  analyst  at 
London's  Barclays  de  Zoete  Wedd  Ltd. 
So  Daimler  is  fighting  back.  Last  year, 
it  unveiled  the  sporty  SL  roadster,  which 
now  has  an  order  backlog  stretching  to 
the  mid-1990s.  Next  fall,  Mercedes  will 
launch  a  lower-priced  version  of  the  190, 
aimed  at  younger  buyers.  But  the  criti- 
cal model  is  a  completely  new  version  of 
the  S-Class  line,  expected  to  be  unveiled 
at  yearend  for  sale  in  1991.  Reuter  is 
betting  this  car  will  keep  Mercedes  from 
losing  ground  among  the  1  million  elite 
drivers  who  are  willing  to  shell  out 
.$72,000  for  the  S-Class  cars. 

Reuter  is  also  moving  to  free  up 
Daimler's  hidebound  corporate  system. 
Six  months  ago,  he  turned  Daimler 
into  a  holding  company  and  set  up  three 
operating  units:  Mercedes-Benz  for  cars 
and  trucks,  .\EG  for  nondefense  electron- 
ics and  consumer  goods,  and  a  new  com- 
pany, Deutsche  Aerospace  (DA),  for 
civil  and  military  aerospace  and  defense 
electronics.  A  new,  1,400-employee  re- 


search and  development  center  will 
help  the  divisions  with  innovations — 
and  break  down  rivalries  among  them. 

Creating  Deutsche  Aerospace  was  the 
biggest  step.  It  groups  Dornier  Air- 
craft, aero  and  marine  engines,  and 
ap:g's  defense  electronics.  It  also 
is  home  to  languishing  planemaker 
Messerschmitt-Boelkow-Blohm  (MBB), 
bought  by  Daimler  in  1989.  If  Reuter 
hadn't  scooped  MBB  up  for  a  cool  $1 
billion,  he  would  have  built  something 
like  it  to  make  Daimler  "a  serious 
worldwide  competitor  in  aerospace  and 
defense  technology."  mbb's  appeal  is 
the  rich  overflow  of  its  microelectron- 


Ford,  GM,  and  the  Japanese 

are  all  moving  to  test 
Mercedes'  supremacy  in  the 
European  luxury-car  market 


ics  and  communications  technologies 
into  other  businesses,  particularly  cars. 

Just  as  important,  MBB  pulls  Daimler 
directly  into  the  big-league  airplane 
business.  It  is  now  the  effective  owner 
of  Germany's  37.9%  stake  in  the  Euro- 
pean Airbus  Industrie  consortium, 
which  is  competing  head-on  with  Boeing 
Co.  and  McDonnell  Douglas  Corp.  With 
MBB,  Daimler  strengthens  its  position  in 
defense,  raising  it  to  about  10'^  of  glob- 
al sales,  just  as  a  groundswell  of  pres- 
sure to  cancel  arms  outlays  is  growing 
throughout  Europe.  Governments  may 
have  to  rein  in  funding  of  the  new  Euro- 
pean Fighter  Aircraft,  of  which  MBB  is 
one  of  four  European  contractors.  Some 


German  politicians  want  to  nix  the  pr 
ect  altogether.  Daimler  faces  losing 
large  chunk  of  the  $18  billion  that  a  fi 
production  run  would  yield. 

Despite   the  problems,   Reuter  h 
some  very  strong  cards  to  play.  F 
starters,  Daimler  has  a  cash  hoard 
$12  billion  at  its  disposal,  a  big  chunk 
which  Reuter  is  sinking  into  R&b.  Dai 
ler  also  has  a  large  and  faithful  band 
long-term  shareholders.  Only  about  or 
third  of  the  voting  stock  is  held  by  t 
general  public.  Mercedes-Automob 
Holding,  controlled  by  several  banl 
and  institutions,  has  257':,  while  Kuw 
owns  14%'.  Largest  of  all  is  Deutsc 
Bank,  with  28%  of  the  stock.  With  W 
Germany's  biggest  bank  holding  a  c 
trolling  stake  in  the  country's  bigg 
industrial  company,  there  is  little  dou 
of  Daimler's  pivotal  position  in  the  G 
man   Establishment.   If  that  were 
enough,  Daimler  Benz  stock  alone  r 
resents  12%  of  the  market  capitalizati 
of  West  German  stock  markets. 

The  economic  stakes  involved  in 
making  Daimler  are  so  high  that  "it 
not  be  allowed  to  fail,"  says  one  Fra 
furt  banker.  The  close  ties  to  Deutsc 
Bank,  the  lead  financier  of  the  new 
rope,  will  also  help  propel  Daimler  in 
Eastern  Europe  as  a  leader  in  Ger; 
ny's  move  into  the  region  with  U' 
plants  and  investment. 

Reuter  has  little  time  to  finish 
work — he  must  retire  in  1998.  "T 
strategy's  success  will  be  proven  in  tv 
or  three  years,"  he  says.  But  wheth^ 
Reuter  succeeds  in  making  Daimler 
new  activities  as  profitable  as 
wealthy  auto  company  will  only  be  a 
parent  after  he  is  gone. 

By  John  Templernan  in  Stuttgart,  m 
bureau  reports 
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800  reasons 
to  leave  ATSST 

Choose  MCI  800  Service'"  for  reasons  like 
Direct  Termination  Overflow'"  (DTO),  one 
of  our  advanced  routing  features.  If  your 
dedicated  MCI  800  lines  are  jammed  with 
customers,  the  extra  calls  will  be  automatically 
switched  onto  your  regular  business  lines. 
Something  AT&T  doesn't  do  for  you. 

Another  good  reason  to  choose  MCI  800 
Service  is  itemized  Call  Detail.  Unlike  AT&T, 
we  offer  it  to  all  our  customers.  And  MCFs 
Call  Detail  provides  the  complete  phone 
number  of  virtually  every  call.  Imagine  what 
you  could  do  with  that  information. 

And  only  MCI®  can  offer  your  business 
real-time  calling  number  identification  today* 
using  the  standard  signaling  technology  you 
already  have.  So  you  can  help  your  customers 
faster  than  ever  before. 

But  some  of  the  best  reasons  to  choose 
MCI  800  Service  are  unsurpassed  call  quality 
and  MCI  specialists  who  will  customize  our 
800  service  to  your  needs  and  be  there  to  an- 
swer questions,  24  hours  a  day  7  days  a  week. 

If  you  sign  up  now,  we'll  give  you  a  spe- 
cial credit!  just  for  switching,  plus  a  satisfac- 
tion guarantee.  If  you're  not  completely  satis- 
fied, we'll  pay  to  re-install  you  to  your  old 


carrier. 
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For  even  more  reasons  to  switch,  contact 
your  MCI  Account  Representative  or  call 
1-800-888-0800. 


MCI 

Let  us  show  you; 
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htrodudng  Chrysler  Fifth  Avenue 

Study  the  interior  of  the  1990       Available  Marie  Cross  leather,  an       through  eight  speakers.  Cliinatc 


Chrysler  Fifth  Avenue,  and  luxury 
impacts  every  sense.  Legroom 
not  found  in  many  larger,  far 
more  expensive  cars. 


eight- way  power  memory  seat  for 
the  driver  and  Infinity  II  stereo 


controlled  aii'  conditioning.  An 
more  standard  features  than  ar 
car  in  it 


class ''^3pf 


'  Set'  limited  warranties  and  rest  net  urns  at  dealer.  7/70  protects  eiifjiiie.  ijuwi  rti  ain  and  afjainst  outerbody  rust  -tlimugh.  5/5(iexi  ludes  normal  maintenance,  adjustments 
and  wear  items.  Deductible  on  nowertrain  after  5/50.  Based  on  competitive  warranty  information  at  time  of  pnntint;.  LeCTOom  vs.  Cadillac  Broucham. 


t  Chrysler  believes  true  luxury 

St  also  include  the  luxury  of 

)histicated  engineering. 

World's  most 
advanced 
transmission. 

Ultradrive  is  a  quan 

a  leap  forward.  It  is  the 

-  rid's  first  and  only  fully 

iiptive,  electronically 

itrolled,  four- speed  automatic 

insmission.  It  "fine-tunes"  itself, 

iistantly  sensing  and  adapting  to 

iinges  in  speed  and  driving  sit- 


uations over  140  times  a  second. 
Electronically  and  automatically, 
Ultradrive  shifts  Chrysler  Fifth 
Avenue  into  precisely  the  right 
gear  at  precisely  the  right 
moment.  The  result  is  a  remarka- 
bly smooth  ride,  enli^mced  engine 
performance,  and  impressive  fuel 
efficiency  And  because  the  adap- 


Chrysler's  Crystal  Key  Program 

BASIC  CAR 
WARRANTY 
Covers  entire 

car  except 
normal  upkeep 

MAJOR 
COMPONENTS 
PROTECTION 

DEDUCTIBLE 
YOU  PAY 

FDR  REPAIR 
of  major 

components 

POWERTRAIN/ 

ENGINE 
PROTECTION 

OUTER  BODY 
RUST 
THROUGH 
PROTECTION 

CHRYSLER 
NEW  YORKER 
FIFTH  AVENUE 

5  YEARS/ 
50.000 
MILES 

5  YEARS/ 
50.000 
MILES 

NONE 

7  YEARS/ 
70,000 
MILES 

7  YEARS/ 
100,000 
MILES 

ROLLS  ROYCE 
CORNICHE 

3  YEARS/ 
UNLIMITED 

3  YEARS/ 
UNLIMITED 

NONE 

3  YEARS/ 
UNLIMITED 

3  YEARS/ 
UNLIMITED 

MERCEDES 
BENZ 
560  SEL 

4  YEARS/ 
50,000 
MILES 

4  YEARS/ 
50.000 
MILES 

NONE 

4  YEARS/ 
50,000 
MILES 

4  YEARS/ 
50,000 
MILES 

CADILLAC 
SEDAN 
DEVIL  LE 

4  YEARS/ 
50.000 
MILES 

4  YEARS/ 
50.000 
MILES 

$100  AFTER 
1  YR  /12,000 
MILES 

4  YEARS/ 
50,000 
MILES 

6  YEARS/ 
100,000 
MILES 

LINCOLN 
CONTINENTAL 

1  YEAR/ 
12,000 
MILES 

6  YEARS/ 
60,000 
MILES 

S100  ARER 
1  YR  /12,000 
MILES 

6  YEARS/ 
60,000 
MILES 

6  YEARS/ 
100,000 
MILES 

and  multi-point  electronic  fuel 
injection.  Designed  and  engi- 
neered for  Chrysler's  luxury 
sedans,  it  delivers  90  percent  of 
its  full  torque  at  only  1,600  rpm. 
Translation:  It  ensures  smoother 
idling,  gets  Fifth  Avenue  off  the 
mark  fast,  pulls  the  hills  with 
ease,  and  stays  nicely  quiet  at 
cruising  speeds.  And 
it  never  needs  a  timing 
adjustment. 

The  most 
comprehensive 
protection. 


five  controls  in  Ultradrive  also 
compensate  for  fluid  changes, 
engine  changes  and  internal 
wear... its  performance  remains 
dependable  after  years  of 
ownership. 


Ultradnve.  1  he  first 
fully  adaptive,  electronic 
controlled,  four-speed 
automatic  transmission 


i  A  high-tech,  high- 
performance  engine. 

Ultradrive  is  linked  to  a  new 

3.3-  liter  V-6  with  direct  ignition 


Fifth  Avenue's 
new  engine  and  trans- 
mission form  a  power- 
train  with  quality  and 
performance  Chrysler 
has  the  confidence  to 
back  for  7  years  or  70,000  miles. 
And  Crystal  Key  Owner  Care 
covers  Fifth  Avenue  from  bumper 
to  bumper. ..  including  air  condi- 
tioning, steering,  suspension, 
electrical,  and  electronic  compo- 
nents... for  5  years  or  50,000 
miles.  That's  a  warranty  you  can't 
get  from  Rolls  or  Mercedes:" 

Automotive  luxury  today  is 
not  simply  the  name,  but  the 
engineering  behind  the  name. 
Chrysler  New  Yorker  Fifth 
Avenue. 

For  information,  please  call 

1-800-4A-CHRYSLER 

Available  at  your  Chrysler- Plymouth  Dealer 

There  Is  No  Luxury 
Without  Engineering. 
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MERGERS  &  ACQUISITIONS! 


lEVERAGED  BUYOUTS 
FALL  TO  EARTH 
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The  deals  of  the  '90s  will  feature  more  equity,  less  junk,  and  humbler  returns 


market's  recent  decline  will  make  trai 
actions  more  attractive.  More  importai 
the  forces  that  generated  LBOs  in  t 
first  place  remain  powerful.  "There  a 
still  a  lot  of  public  companies  that  a 
underperforming,  and  we  can  mal 
them  operate  better,"  says  Dubili( 
With  so  many  such  targets,  LBO  firr 
will  fortune-hunt,  and  investment  ban 
ers  will  push  deals.  Meanwhile,  ma: 
corporations  want  to  shed  noncore  bu; 
nesses.  All  this  "will  keep  a  base  of  £ 
tivity  going — absolutely,"  Timbers  saj 

What  will  keep  the  buyout  firms  Btm  i 
business  is  the  money  available 
LBOs.  LBO  equity  investment  funds  alo^fatfi 
may  total  as  high  as  $40  billion,  expe: 
say.  Why  so  much?  "Some  partnershi] 
[have]  returned  80%'  or  even  over  100% 
Timbers  says.  When  Wilshire  Ass 
ciates,  an  investment  adviser,  studied 
LBOs  that  have  made  a  "round-trip" 
either  going  public  or  being  sold — it  d 
covered  that  the  median  annual  net 
turn  to  investors  was  43%.  The  averai 
was  81% .  By  comparison,  Wilshire  fou 
that  stocks  produced  an  average  ann 
return  of  18%-  in  the  past  10  year] 
bonds,  8%;  and  real  estate,  9/^'. 

No  wonder  pension  funds  and  oth 
investors   have  flocked  to  LBO  fir 


To  say  that  these  are  trying  times  in 
the  leveraged-buyout  business  may 
be  the  understatement  of  1990. 
The  buyout  world  is  in  total  disarray. 
It  is  haunted  by  the  bankruptcies  or  re- 
structurings of  Hillsborough  Holdings, 
SCI  Television,  Leaseway,  and  other 
shaky  companies.  It's  stymied  by  a  jit- 
tery junk-bond  market  that  is  rejecting 
most  new  offerings  and  savaging  even 
solid  issues — including  its  largest  credit, 
R,jR-Nabisco  Holdings  Capital  Corp. 
(box).  And  it's  suffering  from  high  inter- 
est rates  and  an  uncertain  economic  out- 
look that  undermines  the  projections 
buyouts  dejjend  on.  Some  deals — a  $700 
million  bid  for  Philips  Industries  Inc.  and 
a  $525  million  offer  for  Birmingham 
Steel  Corp.,  for  example — have  cratered. 
New  LBO  activity  has  all  but  stopped. 

But  these  troubles  won't  stop  IJios: 
They'll  just  squeeze  the  excesses  out  of 
the  buyout  game.  There  are  likely  to  be 
fewer  LBOs  in  the  1990s.  Unless  the  junk 
market  stages  a  miraculous  recovery, 
they'll  be  smaller  and  more  conservative- 
ly financed.  And  they  will  be  done  large- 
ly by  LBO  sponsors  that  pay  down  debt 
mainly  by  improving  operations,  rather 
than  by  financial  firms  that  break  up 
companies  and  sell  assets  to  make  inter- 


est payments  or  do  deals  to  earn  fees. 
"We're  going  through  a  healthy  transi- 
tion," says  Martin  H.  Dubilier,  chairman 
of  LBO  firm  Clayton  &  Dubilier  Inc. 

Along  the  way,  there  will  be  some 
pain.  More  deals  may  run  into  trouble, 
leaving  creditors  exposed  and  stalling 
the  market  all  over  again.  "If  a  few 
more  failures  hit,"  says  one  top  LBO 
lender,  "there  may  be  an  overreaction." 
Then,  banks  may  really  withhold  funds 
for  LBOs,  and  politicians  may  try  again 
to  cui'l)  buyouts  with  new  laws. 
UNDER  CONTRACT.  The  dearth  of  deals  is 
already  troubling  some  investors  in  LBO 
equity  funds.  Some  sponsors,  including 
such  heavyweights  as  Forstmann  Little 
&  Co.,  haven't  done  a  deal  in  a  year  or 
more.  Even  so,  fund  investors  are  con- 
tractually obliged  to  pay  annual  commit- 
ment fees  of  V'''  to  2%  of  the  money- they 
pledged.  "You  start  to  say,  'Should  I  be 
paying  a  management  fee  if  they're  not 
doing  anything?'  "  says  Stephen  B.  Tim- 
bers, chief  investment  officer  of  Kemper 
Financial  Services.  "On  the  other  hand, 
you  don't  want  them  to  do  bad  deals." 
Most  bad  deals  can't  get  financing  now, 
anyway.  Undoubtedly,  it's  getting  hard- 
er for  anyone  to  make  a  buck  on  LBOs. 

But  LBO  activity  will  revive.  The  stock 
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LBO  ACTIVITY 
HAS  SLOWED.. 


...AND  SO  HAS 
LBO  FUND-RAISING... 


...BUT  MANY  PLAYERS  HAVE 
NEW  MONEY  TO  SPEND 


COMPLETED  IBO  DEALS 

  □  VALUE   

O  NUMBER 


■86  '87  '88  ■89' 

i  BIILIOKS  OF  DOLIARS     'INCLUDES  S25  BILLION  FOR  RJR  NABISCO 


CAPITAL  COMMinED 
TO  LBO  FUNDS 

□  DEBT" 

□  EQUITY 


Firm 


A  sampling  of  equity  funds  raised  in  1939 

Millions  of  dollars 


CLAYTON  &  DUBILIER                   $  1,000 

THOMAS  H.  LEE  CO. 

712 

KELSO  &  CO. 

525 

FORSTMANN  LITTLE 

500 

BOSTON  VENTURES  MANAGEMENT 

327 

WELSH,  CARSON  ANDERSON  &  STOWE 

300 

LEONARD  GREEN  &  PARTNERS 

225 

ADLER  &  SHAYKIN 

150 

'86 


'87  '88  '39 

▲  BILLIONS  OF  DOLLARS       ' '  'MEZZANINE'  FUNDS,  WHICH  RANK  BELOW  SENIOR  SECURED  D£6I 


DATA:  SECURITIES  DATA  CO.,  VENTURE  ECONOMICS  INC,  81 
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larls).  Kven  durinj^  1989,  after 
e  spectacular  fight  for  R.JK  re- 
wed  controversy  about  the 
sdom  of  buyouts,  many  spon- 
rs  raised  fresh  money — among 
em  Clayton  &  Dubiiier  and 
!lso  &  Co.  Luckily,  though, 
^y  started  the  search  for  funds 
ry  early  in  the  year. 
Money  got  tighter  as  1989 
•nt  on  and  LBO  woes  grew, 
ily  a  few  experienced  spon- 
rs,  such  as  Leonard  Green  & 
rtners,  have  succeeded  in  clos- 
y  an  LBO  fund  in  recent 
)nths.  And  Green,  who  split 
th  his  longtime  partners  at 
bbons.  Green,  van  Amerongen 
Co.  last  May,  has  so  far  had  to 
lie  for  just  $225  million  of  the 
30  million  he  was  shooting  for. 
m  pleased  with  the  outcome," 
insists.  "We  raised  money  un- 
r  the  worst  conditions  for  this 
a  decade."  He  expects  to  get 
J  remaining  $75  million  this 
ar  by  going  to  Japan  and  Europe. 
Investors  haven't  withdrawn  just  be- 
ase  of  poor  deals.  "These  failures 
n't  deter  us  any  more  than  two  down 
arters  in  the  stock  market  would," 
/s  Douglas  K.  LeBon,  Wilshire's  vice- 
isident  for  special  investments  and  ad- 


viser to  many  pension  funds.  "I'm  still 
bullish  on  LBOs."  But  there  is  so  much 
money  chasing  so  few  U.  S.  deals  that 
investors  are  reluctant  to  put  up  more. 
So  some  firms  are  sponsoring  funds  de- 
signed to  do  deals  overseas. 

Investors  are  also  put  off  by  inexperi- 


enced players  seeking  funds. 
When  deals  were  plentiful,  the 
prospect  of  juicy  returns  drew 
many  newcomers  into  the  game. 
No  more.  "Barriers  to  entry  are 
substantial  now,"  says  a  veteran 
LBOer.  In  fact,  Dubiiier  predicts 
that  "players  will  drop  out  of 
this  business,  but  you  won't  hear 
about  them.  They  are  small." 

In  the  current  environment, 
even  experienced  sponsors  may 
have  to  change  their  ways  to  get 
their  deals  financed.  U.  S.  and 
Japanese  banks  were  warned 
months  ago  by  regulators  to 
scrutinize  deals  more  carefully. 
And  they  are.  The  lack  of  Japa- 
nese participation  killed  UAL 
Corp.'s  bid  to  go  private  last  Oc- 
tober. Both  the  Birmingham 
Steel  and  Philips  Industries  deals 
fell  apart  when  key  lenders  with- 
drew support,  citing  declining 
earnings.  Says  a  Security  Pacific 
National  Bank  official:  "[Philips] 
did  not  come  up  with  the  numbers.  We 
are  still  in  the  business  of  doing  lever- 
aged transactions,  and  the  fact  that  this 
didn't  go  forward  is  deal-specific." 

Bankers  insist  that  they  will  finance 
good  LBOs.  "It  all  depends  on  the  trans- 
action," says  one  major  lender.  "We'll 


MOODY'S  MAY  HAVE  LOWERED  THE  BOOM  TOO  FAST 


Did  Moody's  goof?  If  so,  the 
gaffe  could  be  costly — for  R.JR- 
Nabisco  Inc.,  a  lot  of  junk-bond 
ciders,  and  anyone  hoping  the  junk 
larket  will  soon  revive  enough  to  al- 
)w  new  issues  and  boost  takeovers. 
The  imbroglio  began  on  Jan.  26  when 
le  rating  agencies  passed  judgment 
n  rjr's  proposed  offering  of  $1.25  bil- 
on  in  senior  notes.  Standard  &  Poor's 
'orp.  and  Moody's  Investors  Service 
ac.  gave  them  "speculative"  ratings — 
NO  and  three  notches  below  invest- 
ment grade,  respectively.  Then 
loody's  dropped  a  bomb.  It  lowered 
s  ratings  on  RjR's  existing  debt,  ask- 
ig  whether  cash  flow  and  tobacco 
arnings  would  improve  enough  to  cov- 
r  interest  that  may  come  due  on  con- 
ertible  debentures  in  1993.  It  also 
ited  the  difficulty  of  launching  new 
roducts,  using  Uptown,  a  cigarette 
imed  at  blacks  that  RJR  had  to  pull 
rom  a  test  market,  as  an  example. 
S&P  (owned  by  McGraw-Hill  Inc., 
i?hich  publishes  BUSINESS  week)  af- 
irmed  its  ratings.  But  rjr's  bonds 
lunged  anyway,  some  losing  as  much 
s  20%  of  their  value  in  two  days 
ijhart).  Other  junk  issues  followed  RJR 
'Ver  the  cliff. 


A  stunned  R.JR  declined  to  comment. 
But  others  leapt  to  its  defense.  Overre- 
action,  cried  analysts.  They  say  a  lot  of 
nontraditional  junk  holders — such  as 
the  arbitrageurs  that  got  the  bonds 
when  RJR  went  private  last  year — fled 
RJR  because  they're  being  squeezed  by 
margin  calls  in  other  markets.  Nothing 
has  changed  at  the  com- 
pany to  merit  a  down- 
grade, they  say. 
'OFF  THE  WALL.'  On  that 
they  get  little  disagree- 
ment. RJR  is  ahead  of 
schedule  on  asset  sales 
and  debt  repayment. 
Free  cash  flow,  which 
was  expected  to  come  in 
at  minus  $400  million  in 
1989,  will  be  well  over 
$300  million.  Uptown 
cost  RJR  only  $2  million 
to  $3  million.  Cigarette  industry  vol- 
ume did  fall  in  1989,  but,  when  ad- 
justed for  changes  in  inventory  prac- 
tices, only  by  about  ZJo — not  much 
more  than  the  2.4%  drop  of  1988.  And 
since  tobacco  companies  can  raise 
prices,  industry  profits  can  grow,  says 
Hans  G.  Storr,  chief  financial  officer  at 
rjr's  tobacco  rival,  Philip  Morris  Inc. 


THE  BIG  DROP 
IN  RJR  JUNK 
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BOND  PRICE 

13.5%,  DUE  2008 

1    1    1    1    1    1    1  1 

JAN. 30 


JAN  15 
▲  DOLUIIS 

DATA:  IDD  INFORMATION  SERVKES/IliADEUNE 


And  he  adds:  "Moody's  is  off  the  wall." 

But  Moody's  has  dug  in  its  heels. 
"We  feel  comfortable  with  our  opin- 
ion," says  Harold  H.  Goldberg,  chair- 
man of  its  corporate  ratings  commit- 
tee. "It'll  be  a  challenge  to  increase 
operating  profits  in  a  declining  busi- 
ness. RJR  has  not  demonstrated  its  abil- 
ity to  stabilize  market 
share,  let  alone  improve 
it."  Goldberg  admits 
that  "reasonable  men 
can  differ,"  but  adds: 
"We  don't  flip-flop  on 
our  opinions  overnight." 

If  that's  true,  RJR 
may  have  to  postpone 
its  new  offering.  Yet 
sources  speculate  that 
Moody's  will  reevaluate 
RJR  at  its  earliest  oppor- 
tunity. Goldberg  says 
only  that  "because  of  the  size  of  the 
debt,  it  will  have  the  highest  priority  of 
surveillance.  It  will  receive  continuous 
monitoring."  In  the  end,  the  flap  may 
be  more  smoke  than  fire.  But  smoke 
causes  damage,  too. 

By  Judith  H.  Dobrzynski,  with  Daind 
Zigas,  in  New  York  and  Walecia  Konrad 
in  Atlanta 
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THE  MERGER-GO-ROUND 
IS  COMING  AROUND  AGAIN 


VALUE  OF  COMPIETEO 
TAKEOVER  DEALS 


ABILUONSOF  DOLLARS 

DATA:  SECURITIES  DATA  CO. 


Like  leveraged  buyouts,  takeovers 
have  slowed  markedly  since  Octo- 
ber, when  banks  refused  to  fi- 
nance the  $6.9  billion  buyout  of  UAL 
Corp.  The  very  public  woes  of  over- 
leveraged  Campeau  Corp.  haven't 
helped.  Nor  have  prolonged  battles 
such  as  Georgia-Pacific  Corp.'s  Oct.  30 
bid  to  buy  Great  Northern  Nekoosa 
Corp. — a  deal  whose  outcome  rests  on 
the  decisions  of  U.  S.  and  Maine  courts. 

But  don't  be  surprised  if  takeovers 
emerge  soon  from  their  big  chill.  After 
a  quiet  first  quarter,  activity  is  expect- 
ed to  pick  up.  The  key  question  is  to 
what  degree.  "Our  pipe- 
line is  good,  but  not 
gangbusters,"  says  Ste- 
phen M.  Waters,  co- 
chief  of  mergers  and  ac- 
quisitions at  Morgan 
Stanley  &  Co.  "We're 
very  busy — our  backlog 
is  still  pretty  high," 
agrees  James  R.  Maher, 
his  counterpart  at  First 
Boston  Corp.  But 
Maher  adds  that  it's 
taking  longer  for  deals 
to  get  done.  "The  strength  of  the  year 
depends  on  the  credit  markets,  and  at 
the  moment  that's  uncertain,"  he  says. 
FEAR  OF  FALLING?  Some  experts  are 
moL'e  bullish:  "1990  will  be  a  very 
strong  year  for  M&A,"  says  Donald  W. 
Mitchell,  managing  director  of  Boston 
consultants  Mitchell  &  Co.  He  cites  the 
stock  market's  decline  as  a  big  plus.  It 
could  lead  some  companies  to  sell  as- 
sets because  they  fear  further  price 
declines.  And  it  should  entice  corporate 
buyers  interested  in  the  better  values. 

Only  the  most  cockeyed  optimists 
see  activity  reaching  the  record  levels 
of  the  past  two  years,  however.  The 
jumpy  junk-bond  market  has  consigned 
corporate  raiders  to  the  sidelines  and  is 
torpedoing  dreams  of  mega-LBOs.  And 
in  big  years,  those  two  sources  provid- 
ed a  large  portion  of  M&A  activity. 

Still,  there  are  compelling  reasons 
for  other  types  of  takeovers  to  contin- 
ue apace.  To  prepare  for  a  slowing 
economy — and  possibly  a  recession — 
many  large  companies  are  divesting 
peripheral  businesses  to  concentrate  on 
their  core  concerns.  Ford  Motor  Co.  re- 
cently hung  a  for-sale  sign  on  its  aero- 
space unit,  and  Marriott  Corp.  just 
agreed  to  sell  its  Roy  Rogers  fast-food 


A  PLATEAU 
FOR  M&A  DEALS 


chain  to  Hardee's.  J.  Tomilson  Hill  HI, 
co-head  of  investment  banking  at 
Shearson  Lehman  Hutton  Inc.,  says 
many  big  industrial  companies  are  ac- 
tively considering  major  asset  sales. 
Meanwhile,  cash-strong  companies  that 
see  no  need  to  add  capacity  in  a  weak- 
ening economy  will  try  to  boost  earn- 
ings by  acquiring  other  companies. 
RETAIL  SALE.  The  quest  for  competi- 
tiveness is  spurring  consolidation  in 
many  industries:  pharmaceuticals, 
food,  banks  and  financial  institutions, 
media  and  entertxiinment,  and  energy, 
to  name  a  few.  The  apparel  industry 
will  likely  see  mergers, 
too — fallout  from  retail- 
ing's  disasters.  And 
don't  forget  the  retail- 
ers on  the  block:  Bloom- 
ingdale's  from  Cam- 
peau, Bonwit  Teller 
from  bankrupt  Hooker 
Corp.,  and  Marshall 
Field,  Saks  Fifth  Ave- 
nue, and  others  fi'om 
Britain's  BAT  Industries 
PLC,  which  is  paring 
down  to  escape  a  hostile 
bid  from  Sir  James  Goldsmith. 

The  urge  to  go  global  will  also  drive 
deals.  Says  Stephen  A.  Oxman,  manag- 
ing director  at  Wasserstein,  Perella  & 
Co.:  "1990  will  be  more  active  in  Eu- 
rope. The  upsurge  is  occurring  as  com- 
panies position  themselves  for  1992," 
when  the  European  Community  be- 
comes one  market.  Some  evidence: 
Rorer  Group  Inc.,  a  drugmaker,  just 
accepted  a  bid  from  France's  Rhone- 
Poulenc  for  $3.2  billion.  And  Sankyo 
Co.,  a  Japanese  pharmaceutical  maker, 
agreed  to  buy  a  74%  stake  in  Germa- 
ny's Luitpold-Werk  Group,  a  Munich 
drugmaker,  for  $130  million. 

Takeovers  can't  get  very  far  without 
financing,  though.  Is  the  money  there? 
Clearly,  many  highly  leveraged  deals 
will  have  trouble  making  the  grade. 
But  even  in  this  nervous  environment, 
bankers  are  willing  to  fund  basic  indus- 
trial combinations.  When  Georgia  Pa- 
cific sought  $4.5  billion  for  its  Nekoosa 
bid,  the  deal  was  way  oversubscribed. 
Banks  offered  to  lend  some  $13.5  bil- 
lion— even  though  the  bid  is  hostile  and 
will  take  debt  as  a  percentage  of  capi- 
tal for  the  combined  company  to  6.5%. 
Offers  like  that  will  help  revive  M&A. 
By  Judith  H.  Dobrzynski  in  New  York 
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obviously  be  looking  for  more  equil 
less  debt,  managements  we  like,  ai 
deals  not  dependent  on  major  asset  sal 
or  major  gains  in  revenues."  The  fact 
banks  are  under  pressure  to  improi 
earnings.  And  given  the  fat  margins  i  '"'J 
lending  in  highly  leveraged  deals,  ban 
need  LBOs  almost  as  much  as  LBOs  ne^ 
them.  Says  another  money-center  bar  jifjot 
er:  "Some  banks  have  said,  'We'll  ccft 
our  heels  for  a  while.'  But  no  one  w 
abandon  this  market.  It's  just  too  vasi 
NO  BIG  DEALS.  "Mezzanine"  money 
typically  the  30%  or  so  of  an  LBO's  ca; 
talization  that  has  been  provided  ov 
the  past  decade  mainly  by  junk  bonds 
is  more  troublesome.  Junk  inves 
have  simply  disappeared,  spelling  an 
to  big  deals.  "There  is  a  distinct  corre 
tion  between  billion-dollar-plus  LBOs  a: 
the  junk-bond  market,"  says  J.  Tomils' 
Hill  HI,  co-head  of  investment  bankii 
at  Shearson  Lehman  Hutton  Inc. 

It  also  means  trouble  for  margir 
deals.  Some  financings  had  actual 
squeaked  through  with  an  operatin 
cash-flow-to-interest-costs  ratio  of  le 
than  1.  Coverage  demands  undoubted 
will  increase:  Some  experts  are  sayii 
the  credit  markets  will  want  to  see 
minimal  coverage  ratio  of  1.2  or  moi  ftn 
Says  Green:  "I've  been  told  by  inves  "itet 
ment  bankers  that  you  need  cash  flow 
at  least  1.5  times  interest  in  the  fii 
yeai'  and  1.75  times  interest  when  you' 
[ii'ojecting  improvements  in  cash  flow 
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Meanwhile,  the  demand  for  equity  h 
risen.  Traditionally  10%  of  total  capit; 
ization,  it  has  been  inching  up  to  tl  J  se(. 
mid-teens  in  the  past  year  and  may  { 
higher.  Deals  in  cyclical  industries  sui 
as  airlines  and  retailing  may  face  ev< 
tougher  hurdles — if  they  get  done  at  a 

Add  up  these  trends,  and  it  looks  lil  :ke 
a  return  to  the  early  days  of  LBOs.  Th 
is  just  what  many  LBO  experts  are  pi 
dieting.  "We  did  transactions  before  tl 
junk  market  existed,"  says  Gree 
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lere  are  other  ways  to  get  mezzanine 
ney."  Many  predict  a  resurgence  of 
/ate  placements  with  insurance  com- 
lies  and  large  pension  funds — which 
1  take  subordinated  debt  when  accom- 
lied  by  an  equity  sweetener.  Or  LBO 
ns  may  ask  a  company  divesting  a 
sion  to  take  debt  as  payment,  in  ef- 
t  supplying  the  mezzanine  money. 
IS  LBOs  go  back  to  the  future, 


though,  there  will  be  one  key  change: 
lower  returns,  because  of  the  more  con- 
servative structures  the  deals  will  take 
on.  Pricing  is  more  efficient  now,  too.  In 
years  past,  most  deals  were  done  pri- 
vately. These  days,  more  sales  are  con- 
ducted as  public  auctions,  which  usually 
bring  higher  prices  to  the  seller.  One 
player  estimates  that,  on  average,  spon- 
sors will  aim  for  returns  of  35%  to  45%  a 


year,  instead  of  the  previously  targeted 
40%  to  50%. 

The  loss  of  buyouts'  get-rich-quick 
glitz  will  probably  reduce  their  appeal  to 
the  highfliers  who  made  LBt)s  so  contro- 
versial. That's  good.  As  one  Wall 
Streeter  notes:  "There  is  sanity  in  the 
market  for  the  first  time  in  a  long  time." 

By  Judith  H.  Dobrzynski  in  New  York, 
with  bureau  reports 


''i'ULATIONI 


WHAT  SHARP  TEETH 
HE  SEC  MAY  BE  GETTING 


le  better  to  crack  down  on  a  range  of  securities-law  violators 


ts  crusade  against  insider  trading  on 
Wall  Street  has  grabbed  plenty  of 
headlines.  Its  huge  fines  and  forced 
ayment  of  illegal  profits  have  run 
»  the  millions  of  dollars.  Sounds  like 
Securities  &  Exchange  Commission 

1  pretty  formidable  watchdog,  right? 
Veil,  for  insider  trading,  yes.  For 
re  prosaic  frauds,  the  SEC  is  ham- 
mg  by  a  lack  of  flexibility — 
:ed  to  choose  either  a  wrist 
)  or  a  sledgehammer  blow, 
has  the  clout  to  shut  a 
urities  firm,  for  instance, 

prefers  a  consent  decree, 
which  the  accused  often 
— paradoxically — that  they 
ti't  violate  the  law  and  won't 
it  in  the  future.  Such  a  de- 

2  "doesn't  leave  much  of  a 
r  on  anyone,"  says  former 
:  Commissioner  A.  A.  Som- 
f  Jr. 

'iXlBLE  POWERS.  Under  new 
s  Richard  C.  Breeden,  the 
mission  wants  to  expand 

arsenal  of  enforcement 
ipons.  The  agency  is  seek- 

a  broad  array  of  new  pow- 
that  would  allow  it  to  move 
ter  and  apply  more  judicious 
ledies.  And  in  the  wake  of 

Wall  Street  scandals,  the 
ting  is  that  the  SEC  will  get 
st  of  what  it  wants.  "In  a 
)ersonic  securities-trading 
,  we  have  to  put  more  teeth 
our  securities  laws,"  says 
Dresentative  Edward  J.  Markey  (D- 
ss.),  chairman  of  a  key  subcommit- 

of  the  House  Energy  &  Commerce 
umittee. 

VI  the  agency's  request.  Congress  is 
isidering  legislation  that  would  allow 
SEC  to  levy  civil  penalties  of  as  much 
$500,000  per  violation  for  a  wide 
ige  of  securities-law  breaches,  from 


penny-stock  Ponzi  schemes  to  not  report- 
ing large  stock  purchases.  And  Breeden 
is  asking  lawmakers  to  give  the  agency 
more  latitude  to  issue  "cease-and-desist" 
orders  to  halt  illegal  conduct  without 
court  action. 

"We  don't  want  to  put  major  broker- 
age firms  out  of  business  or  suspend 
them  for  30  days,"  says  SEC  Enforce- 


THE  SEC'S  BREEDEN  AND  McLUCAS:  CONGRESS  MAY  LET  THEM 
LEVY  PENALTIES  OF  AS  MUCH  AS  $500,000  PER  VIOLATION 


ment  Div.  Chief  William  R.  McLucas. 
"We  can  get  better  compliance  by  hit- 
ting them  where  it  hurts — in  the  pocket- 
book."  Agency  hawks  complain  about 
what  they  regard  as  the  namby-pamby 
response  to  Salomon  Brothers  Inc., 
which  allegedly  broke  the  law  on  Bloody 
Monday  in  1987  by  selling  stock  short  in 
a  falling  market.  The  rule  is  intended  to 


prevent  traders  from  driving  the  market 
down  further.  Salomon,  which  neither 
admitted  nor  denied  wrongdoing,  was 
censured  by  the  SEC  but  paid  no  fine. 

To  win  support  for  its  package,  how- 
ever, the  commission  has  pulled  back  a 
bit.  The  SEC  agreed  to  drop  its  request 
for  administrative  authority  to  ban  viola- 
tors from  serving  as  officers  or  directors 
of  public  companies.  This  provision  pro- 
voked protests  from  business  groups, 
which  say  that  that's  a  corporate  gover- 
nance matter  reserved  to  the  states.  As 
a  compromise,  the  SEC  wants  to  gain  the 
right  to  seek  such  banishment  in  court. 
LITIGATION  LOAD.  Meanwhile,  the  courts 
have  awarded  the  SEC  some  added  clout. 
In  December,  the  appeals  court  in  Wash- 
ington upheld  a  lower  panel's  ruling  that 
Canadian  financier  Marc  Belzberg  must 
pay  back  $2.7  million  he  made  by  con- 
cealing stock  purchases  during 
an  unsuccessful  1986  attempt 
to  take  over  Ashland  Oil  Inc. 
The  SEC  said  Belzberg  broke 
the  rule  requiring  him  to  report 
more  than  5%  of  his  Ashland 
holdings — an  area  where  the 
agency  did  little  in  the  past. 
Securities  experts  believe  the 
ruling — the  first  time  the  SEC 
has  sought  and  won  repayment 
for  a  stock-parking  violation — 
could  be  used  in  other  areas, 
such  as  illegal  stock  manipula- 
tion or  filing  misleading  proxy 
statements. 

The  proposed  new  powers 
carry  risks  for  a  commission 
accustomed  to  negotiating  set- 
tlements, which  it  does  90'/<'  of 
the  time  rather  than  going  to 
court.  The  tougher  sanctions 
undoubtedly  will  prompt  the 
targets  of  SEC  investigations  to 
fight  charges  in  court.  That  ex- 
tra work  load  could  stretch  an 
already  overworked  enforce- 
ment division. 
McLucas  isn't  worried.  He 
says  the  agency  can  afford  to  try  more 
cases  thanks  to  a  hefty  budget  increase. 
The  money  will  give  him  70  more  staff 
attorneys,  up  from  the  current  244.  If 
so,  the  sequel  to  the  insider-trading 
crackdown  might  not  grab  as  many 
headlines.  But  it  may  do  more  to  main- 
tain the  integrity  of  the  markets. 

By  Deau  Foust  in  Washington 
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"IT  WAS  AN  OPPORTUNITY  NONE  OF  US  COULD  PASS  UP":  ARTEMIS  PRINCIPALS  BURESH, 
ALWORTH  (REAR),  ESPOSITO,  CONNOLLY,  BROWN,  AND  WIESSMANN 


WHAT  DO  WOMEN  WANT? 

A  PIECE  OF  THE  MUNI  BUSINESS 


Arteinis  Capital  Group  stands  a  good  chance  of  getting  it 


Leaving  the  prestige  of  an  estab- 
lished Wall  Street  firm  to  start  a 
new  business  is  a  wrenching  deci- 
sion. For  women,  an  even  tougher  task 
is  to  brave  the  traditionally  macho  world 
of  investment  banking.  But  don't  tell 
that  to  Phylis  M.  Esposito,  one  of  six 
women  who  have  just  forsaken  their 
well-established  financial  houses  to  cre- 
ate the  newest  entrant  in  the  $120  bil- 
lion, cutthroat  municipal  bond  business. 
"We  are  going  to  be  a  significant  factor 
in  the  municipal  bond  market  in  1990 
and  beyond,"  she  promises. 

Their  firm,  Artemis  Capital  Group, 
has  a  lot  in  its  favor,  including  experi- 
ence. Esposito  is  one  of  five  alumni  of 
Goldman,  Sachs  &  Co.,  the  largest  and 
among  the  most  influential  municipal 
bond  firms  on  Wall  Street.  The  sixth 
member  is  from  Citicorp.  "I've 
worked  with  them,  and  they  are 
first-rate,"  says  a  competitor,  Carol 
Bellamy,  a  principal  at  Morgan  Stan- 
ley &  Co.  and  a  former  New  York 
City  Council  president. 
'REAL  SUBSTANCE.'  Of  equal  impor- 
tance is  their  chance  to  ride  a  strong 
political  trend.  Many  states  and  mu- 
nicipalities are  urging  their  muni-un- 
derwriting syndicates  to  include 
firms  owned  by  blacks,  Hispanics, 
and  women.  California,  for  example, 
passed  a  law  in  1988  that  called  for 
5%  of  the  state's  municipal  bond  con- 
tracts to  go  to  women  lawyers,  un- 


derwriters, and  bankers.  The  law  also 
set  a  goal  for  an  additional  15'^'  to  go.  to 
minority^owned  firms.  Countless  other 
borrowers  are  pushing  for  minorities 
and  women  without  explicit  legislation. 
"We  are  very  interested  in  encouraging 
a  broad-based  underwriting  syndicate," 
says  a  spokesman  for  New  York's  may- 
or, David  N.  Dinkins. 

So  far,  female-owned  muni  firms  are 
scarce:  Only  about  15  are  registered 
with  California.  But  they  have  the  ad- 
vantage of  following  a  trail  blazed  by 
Hispanics  and  blacks  since  the  early 
1980s.  Chicago  Mayor  Richard  M.  Daley 
recently  picked  a  team  of  minority  firms, 
headed"  by  M.  R.  Beal  &  Co.  of  New 
York,  to  raise  $50  million  in  general  obli- 


LOOK  WHO'S  GAINING  IN 
MUNI  BOND  UNDERWRITING 


Firms  headed  by 

1989 

1986 

minorities  or  women 

Volume* 

Share 

Volume* 

Share 

(billions)  of  total  (billions) 

of  total 

WR  LAZARD 

$11.2 

9.3%  $0.7 

0.4% 

PRYOR,  GOVAN,  COUNTS  11  1 

9.2 

4.2 

2.9 

GRIGSBY  BRAND! ORD 

8.6 

7.1 

3.7 

2.5 

M.R.  BEAL 

4.1 

3.4 

NM 

NM 

AIBC  INVEST.  SERVICES 

2.2 

1.8 

NM 

NM 

TOTAL  FOR  TOP  20 

46.3 

38.6 

16.4 

11.1 

*  Includes  issues  managed  or  c 

o-managed 

NM  =  Not  material 

■M 


gation  bonds.  Besides  Beal,  which  gl 
owned  by  blacks  and  a  woman,  the  st- 
cessfu!  firms  include  New  York-basj 
WR  Lazard  Securities  Corp.,  which 
black-owned  and  was  co-manager 
only  $656  million  in  municipal  bond 
sues  in  1986.  The  firm  took  part  in  $1 
billion  worth  of  issues  last  year,  or  9 
of  all  money  raised  (table),  making 
No.  15  among  all  muni  underwriters. 

The  women  of  Artemis  are  convin' 
they  can  crack  the  top  20,  too,  and 
just  by  exploiting  equal  opportunity  pi 
visions.  "'They  are  not  saying,  'I'm 
woman,  hire  me.'  They  are  talking  ab 
real  substance,"  says  Robert  N.  Dc 
ney.  As  head  of  the  municipal  bond 
partir.ent  at  Goldman  Sachs,  he  sup 
vised  five  of  the  Artemis  partners.  "} 
will  be  considered  because  of  our  exp(  litms 
ence  and  quality  and  because  we  prov: 
a  full  range  of  services,"  says  Robin 
Wiessmann.  Artemis  will  not  only  adv   'h  li 
municipalities  but  also  underwrite,  dm^^ 
tribute,  and  sell  their  bonds. 
MALE  PRESERVE?  In  addition  to  Wie 
mann  and  Esposito,  the  founders 
Sandra  Alworth,  Aimee  Brown,  Dehor 
Buresh,  and  Roberta  Connolly.  None  1: 
a  title  other  than  principal.  They  i 
mostly  in  their  mid-  to  late  30s  and  h 
worked  in  all  aspects  of  the  business, 
saleswomen,  syndicate  managers,  aMM 
investm.ent  bankers  skilled  at  debt- 
structuring  programs  and  new  producJuKi 
Esposito,  for  example,  helped  piom 
variable-rate  muni  bonds  in  the  ea:  k 
1980s. 

If  opportunity  pulled  them,  anoti 
factor  might  have  pushed  them 
daunting  task  of  cracking  the  partn 
ship  ranks  at  Goldman  Sachs,  where  ji 
1  out  of  128  partners  is  a  woman.  "P  mn 
haps  we  would  have  made  partner,  pBeiasI 
haps  not.  It  was  an  opportunity  none 
us  could  pass  up,"  says  Esposito.  T 
Artemis  partners  deny  they  encounter 
the  glass  ceiling  of  subtle  bias  tl 
many  women  feel  blocks  their  way 
top  jobs  in  Corporate  America.  Down 
also  denies  that  this  was  a  fact 
Whatever  their  reasons  for  setti 
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up  shop,  their  timing  is  perfe  ^in,'; 
Many  of  the  major  muni  houses  ha 
lost  money  lately  in  the  saggi 
market,  says  the  head  of  municij 
finance  at  one  of  the  biggest  firn 
But  with  deficits  swelling  amo 
states  and  municipalities  nationwi( 
governments  will  have  to  pick 
their  pace  of  borrowing  soon.  Tn 
Artemis'  slim  capitalization  of  $3  n 
lion  means  the  firm  will  have  to  pl 
sue  clients  aggressively  to  becom( 
serious  competitor.  Maybe  tha 
why  they  named  their  firm  after  t 
Greek  goddess  of  hunting. 

By  Leah  J.  Nathans  in  New  Yt 
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/ESTMENT  BANKING  I 


»ETER  COHEN  IS  OUT  OF  HIS 
MISERY.  SHEARSON  ISN'T 


EO  Howard  Clark  has  a  lot  of  damage  to  control 


I  M  Mhen  rumors  began  sweeping 
mm^^m  through  Shearson  Lehman 
llv^V  Hutton  Inc.  on  Jan.  30  that 

lief  Executive  Officer  Peter  A.  Cohen 
IS  resigning,  the  spirits  of  any  num- 
r  of  top  Shearson  executives  soared, 
ley  were  hoping  to  be  picked  to  take 
;  place.  Instead,  American  Express 
I.,  which  owns  617(  of  Shearson,  imme- 
itely  installed  its  own  chief  financial 
ficer,  Howard  L.  Clark  Jr.,  as 
0.  Says  a  Shearson  insider: 
ImEx  has  no  confidence  in 
tearson's  people  to  run  the 
m." 

Not  that  AmEx  CEO  James  D. 
)binson  III  is  doing  Clark  a  big 
vor.  Turning  around  Shearson 

II  be  a  Herculean  task.  Clark, 
,  must  shore  up  its  finances, 
est  the  morale  of  its  10,600  re- 
1  brokers,  and  convince  inves- 
rs  that  Shearson's  battered 
)ck  is  undervalued. 
Robinson  says  he  "wanted  to 
ing  in  someone  from  American 
;press"  to  "reposition  the  mo- 
intum  and  leadership  [at  Shear- 
n]  on  a  worldwide  basis."  That 
jans,  people  close  to  Robinson 
y,  he  believes  Shearson  officials 
;k  strategic-planning  skills.  And 
)binson  notes,  "a  few  months  back," 
ihen  asked  him  if  he  "could  free  up 
)ward  Clark  to  spend  more  time  at 
earson."  Robinson  says  the  moves 
ure  can  change  the  uncertainty  that 
isted  at  Shearson — Is  Peter  Cohen  in 
out?  It  was  difficult  for  him  to  be  an 
fective  CEO."  Cohen  didn't  return  BUSI- 
;SS  week's  phone  calls. 

ST  STAND.  Clark's  first  test  will  be 
learson's  proposed  $250  million  rights 
faring  to  its  common  shareholders, 
ji  10  will  be  able  to  buy  the  stock  at  $12. 
me  may  be  hesitant,  though,  aware 
at  the  shares  had  been  trading  as  low 
$10-and-change  in  recent  sessions. 
hEx  will  buy  any  shares  not  pur- 
ased  by  Shearson  holders, 
n  Under  Cohen,  Shearson  had  hoped  to 
E  ise  $250  million  through  a  secondary 
|)i  fering  of  20  million  shares.  But  insti- 
tional    and    individual  investors 
)uldn't  go  for  it,  and  the  plan  was 
E  led  on  Jan.  30. 

It  was  Cohen's  last  stand.  The  offer- 
il  ?  was  announced  hastily  last  Dec.  14 


to  stave  off  a  threatened  debt  down- 
grading by  Moody's  Investors  Service 
Inc.  One  problem  was  that  Cohen  scared 
off  prospective  investors.  Said  one  mon- 
ey manager  who  had  a  two-hour  meet- 
ing with  Cohen:  "He  seemed  under  so 
much  pressure  that  he  couldn't  appear 
confident  about  his  firm.  I  felt  he  was 
out  of  touch  with  the  securities  busi- 
ness. I  was  interested  in  investing  $25 


Vlark  must 
shore  up  fi- 
nances, boost 
broker  morale, 
and  convince  in- 
vestors that 
Shearson's  stock 
is  undervalued  ■ 


HOWARD  L.  CLARK  JR. 

President  &  CEO 
Shearson  Lehman 
Hutton  Inc. 


million  until  I  talked  with  him."  Robin- 
son hints  that  investor  interest  might  be 
aroused  now.  Many  people  "called  in 
with  applause"  after  the  management 
change  was  made,  he  says. 

Still,  Shearson's  numerous  problems 
remain.  It  had  net  income  of  only  $3.8 
million  in  the  fourth  quarter  of  1989  and 
eked  out  earnings  of  about  $1  a  share  in 
each  of  the  past  three  years.  Its  books 
sag  under  $1.7  billion  of 
goodwill.  Its  tangible 
net  worth  as  of  last 
Sept.  30  is  only  $2.66  a 
share,  Shearson  says. 
Shearson's  Balcor  Co. 
real  estate  investment 
unit  has  $114  million  of 
nonperforming  loans 
and  loss  reserves  of 
only  $10  million.  Its 
Boston  Co.  money-man- 
agement arm  has  just 
$15  million  of  loss  re- 
serves for  $5.6  billion  of 
home  mortgages. 


SHEARSON'S  STOCK 
HITS  THE  SKIDS 
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Clark,  a  graduate  of  Boston  Universi- 
ty with  an  .MBA  from  Columbia  Universi- 
ty, is  regarded  as  an  expert  numbers- 
cruncher  and  corporate  financial 
manager.  Son  of  a  former  AmEx  CEO, 
he  was  a  managing  director  with  Blyth 
Eastman  Dillon  and  is  also  well  ac- 
quainted with  Japan's  Nippon  Life  In- 
surance Co.,  a  13"'''  owner  of  Shearson's 
stock.  However,  Clark  has  no  experi- 
ence at  running  a  securities  firm — "and 
that  will  be  his  biggest  problem  in  the 
beginning,"  asserts  the  chairman  of  a 
rival  firm.  Clark  must  also  find  a  way  to 
boost  earnings  despite  the  Street's 
low  trading  volume  and  scarce  takeover 
activity. 

PRIORITY.  Clark  plans  to  visit  employees 
in  London  and  Tokyo  in  "the  next  three 
months."  He  will  also  travel  to  many 
U.  S.  branches.  One  early  priority  will 
be  pacifying  Shearson's  brokers,  who 
have  been  furious  ever  since  Co- 
hen cut  their  commissions  by  1  to 
2  percentage  points  last  October. 

Over  the  years,  Cohen,  43,  dis- 
pleased his  boss,  too.  Cohen  seized 
control  of  Shearson's  1988  negoti- 
ations in  the  $25  billion  leveraged 
buyout  of  RJR  Nabisco  Inc. — and 
blew  it.  He  was  outfoxed  by  Kohl- 
berg  Kravis  Roberts  &  Co.  Says  a 
Shearson  investment  banker: 
"People  here  were  really  mad  at 
him  for  a  long,  long  time." 

Cohen  in  turn  may  have  reason 
to  be  furious  at  the  Robinson  fam- 
ily. In  their  best-selling  book.  Bar- 
barians at  the  Gate,  authors  Bry- 
an Burrough  and  John  Helyar 
report  that  public  relations  spe- 
cialist Linda  Robinson,  the  wife  of 
AmEx's  chief  executive,  maneu- 
vered behind  Cohen's  back  to 
bring  her  client  RJR  CEO  F.  Ross  John- 
son and  Henry  A.  Kravis  together — 
with  her  husband's  approval.  "When  it 
was  discovered  at  Shearson  that  the 
boss's  wife  had  undermined  Peter," 
says  a  Shearson  official,  "nobody  here 
had  any  respect  for  him." 

In  retrospect,  Cohen's  fall  began  with 
Shearson's  1987  acquisition  of  E.  F.  Hut- 
ton &  Co. — after  which  Shearson's  earn- 
ings suffered.  A  back- 
office  whiz  kid  and 
long-time  Shearson  ex- 
ecutive, Cohen  took 
charge  in  1983.  Given 
the  broad  scope  of 
Shearson's  global  busi- 
ness along  with  its 
many  troubles,  there's 
no  doubt  that  Peter  Co- 
hen had  one  of  the 
toughest  jobs  on  Wall 
Street.  Now,  Howard 
Clark  Jr.  has  it. 

By  Jon  Friedman  in 
New  York 
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BY  GENE  G.  MARCIAL 


ARE  FORD  AND  AT&T 
EYEING 

DEC'S  DECLINE? 


The  disarray  in  the  stock  and  bond 
markets  would  seem  to  make  big 
deals  unlikely.  But  don't  give  up 
just  yet,  say  some  smart-money  play- 
ers. They  argue  that  the  grim  invest- 
ment climate  actually  creates  takeover 
targets  despite  the  trauma  over  junk. 
One  such  prize,  they  say,  is  DigiUil 
Equipment. 

Although  most  analysts  find  it  hard 
to  believe  that  anybody  would  make  a 
run  for  the  giant  worldwide  maker  of 
minicomputers  just  now,  a  number  of 
takeover  investors  insist  that  the  idea 
isn't  farfetched. 

Investment  pros  who  are  close  to 
some  DEC  insiders  say  that  several  top 
executives  are  "running  scared"  about 
the  possibility  of  a  raid  or  a  takeover. 
One  reason:  The  company's  stock, 
which  has  tumbled  to  79  from  its  52- 
week  high  of  122,  has  been  edging  clos- 
er to  its  book  value  of  68. 

"Some  insiders  believe  that  once  the 
stock  gets  down  to  book,  DEC  will  be 
vulnerable  and  will  find  itself  in  |ilay," 
says  one  California  money  manager. 
He  explains  that  several  investor 
groups  overseas  and  in  the  U.  S.  that 
have  been  accumulating  Digital  shares 
have  started  to  boost  their  buying  as 
the  stock  has  spiraled  downward. 

DEC  has  been  in  a  steady  decline 
since  September  because  of  slowing 
revenue  growth  and  narrowing  profit 
margins  both  in  the  U.  S.  and  overseas, 
as  reflected  in  worse-than-expected  fis- 
cal first-quarter  results.  "Gross  mar- 
gins have  declined  and  will  remain  un- 
der pressure  throughout  fiscal  1990," 
says  John  Dean,  an  analyst  at  Salomon 
Brothers.  Marc  Sehulman,  a  vice-presi- 
dent at  UBS  Securities,  has  pulled  his 
buy  rating  and  cut  his  fiscal  1990  esti- 
mate from  $5.20  a  share  to  $4.35. 
SKITTISH.  But  Sehulman  is  aware  of 
dec's  increasing  vulnerability  to  a 
takeover.  He  agrees  that  "there  is 
some  fear"  within  the  company,  "but 
it's  not  abundantly  clear  who  is  after 
[dec]."  Rumored  to  be  interested:  Ford 
Motor  and  American  Telephone  &  Tele- 
graph. Digital,  Ford,  and  AT&T  all  de- 
clined comment. 

Any  deal  with  Digital  appears  daunt- 
ing. At  its  current  price,  DEC's  market 
capitalization,  based  on  125  million 
shares,  totals  $9.6  billion.  A  buyout 
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price  with  a  507'  premium,  or  about 
$115  a  share,  would  raise  Digital's  val- 
ue to  $14.8  billion.  In  December,  Digi- 
tal's board  adopted  a  shareholders' 
rights  plan  to  deter  "coercive  or  unfair 
takeover  tactics"  and  to  prevent  any- 
one from  gaining  control  without  offer- 
ing a  "fair  price"  to  all  stockholders. 

With  or  without  a  takeover,  Sehul- 
man is  bullish  on  Digital  for  the  long 
term.  He  believes  the  stock  has  already 
bottomed  out  and  won't  go  below  68. 
Moreover,  earnings  should  improve  by 
this  summer,  he  says,  which  should 
help  lift  1991  profits  "to  $8  a  share. 


Ireshly  listed  on  the  New  York 
I  Stock  Exchange,  Horsham  has  al- 
ready attracted  an  international 
following.  The  Toronto  investment 
company  first  traded  at  10  on  Jan.  15 
and  is  now  at  9.  But  a  crowd  of  big 
investors  think  the  little-known  stock  is 
an  enticing  asset  play  in  today's  uncer- 
tain economic  environment.  In  fact, 
they  believe  the  shares  are  worth  twice 
their  current  price. 

Horsham  has  two  major  assets.  It 
owns  Clark  Oil  &  Refining  in  St.  Louis, 
which  it  acquired  in  November  for 
about  $454  million  in  cash,  notes,  and 
stock.  Apart  from  oil  refining  and  pipe- 
line-and-terminal  service,  Clark  owns 
953  gasoline  stations  in  12  states  that 
offer  convenience  stores  as  well.  Hor- 
sham also  holds  a  26%  stake  in  Ameri- 
can Barrick  Resources,  a  North  Ameri- 
can gold-mining  company. 

Alan  Gaines,  a  managing  partner  at 
Gaines  Berland,  a  New  York  invest- 


ment firm,  puts  Horsham's  breakujl 
value  at  $1.2  billion,  or  $17  a  share 
Horsham's  stake  in  Barrick  alone,  h( 
figures,  is  worth  $7  a  share.  Gaines  if 
also  encouraged  by  the  assortment  oi 
smart-money  investors  who  are  buy 
ing.  Killarney  Investments,  which  man 
ages  money  for  the  royal  family  ol 
Saudi  Arabia,  owns  12.37  of  the  stock 
the  MCPP  investment  group  in  Chicago 
which  includes  Itel  Chairman  Samuel 
Zell,  holds  5.47',  Kuwait  Investment! 
which  oversees  funds  for  the  Kuwai 
government,  holds  4.9'^'^;  and  Horshan 
Chainnan  Peter  Munk,  who  is  als( 
chairman  of  Barrick,  owns  11.1'%. 


A  SHORT'S 
SHORT  LIST 
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For  most  of  1989,  investment  advisliaowii 
er  Bert  Dohmen  stayed  rigidlj  nfdisi 
bullish.  But  when  the  Dow  closec 
at  2,753  just  a  few  days  before  a  re 
cord  high  of  2810.15  on  Jan.  2,  Dohmer 
turned  bearish.  He  cautioned  tha' 
many  fundamental  and  technical  indi 
cators  had  deteriorated  to  a  poim 
where  the  market  was  moving  to  the 
downside.  Dohmen  has  been  prescien 
in  calling  major  market  moves  in  th( 
past. 

"The  great  big  bear  has  come  out  oliamtrv 
hibernation  after  seven  years,  and  it's  f.irji 
very  powerful,"  says  Dohmen,  presi 
dent  of  Dallas'  Wellington  Financial 
That's  the  bad  news.  The  good  news 
he  says,  is  that  investors  can  make 
lot  of  money  in  a  bear  market,  too. 

Dohmen  has  been  shorting  what  h( 
says  are  very  overvalued  stocks,  basec 
on  both  fundamental  and  technica 
grounds.  At  the  top  of  his  short-sak 
list:  Time  Warner,  the  publishing  am 
entertainment  behemoth  whose  stoci 
has  fallen  to  $101  a  share  from  $124  i 
share  on  Jan.  2.  Despite  the  sharj 
drop,  Dohmen  believes  the  shares  ar( 
still  an  alluring  short.  "Time  Warnei 
typifies  the  overburdened  and  highlj 
leveraged  restructured  company,"  h( 
says.  "It's  in  danger  of  getting  en 
snared  in  a  tight  web  in  a  recession.' 

Dohmen's  three  other  favorite 
shorts:  L.  A.  Gear,  which  has  slipped  t( 
24  from  28;  Blockbuster  Entertain 
ment,  down  to  14  from  21;  and  Alumi 
num  Co.  of  America,  down  to  61  fron 
76.  He  thinks  these  companies'  earn 
ings  could  be  hurt  in  an  economic 
downturn.  While  Dohmen  concede; 
that  the  market  could  rally  soon,  h( 
thinks  it  would  be  short-lived.  By  th( 
end  of  May,  Dohmen  believes  the  Dow 
will  tumble  to  2,200. 
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Make  it  easy 
on  yourself 


I  Easy  access  to  AIKT. 

Most  public  phones  automatically 
give  you  AT&T  But  sometimes 
you'll  find  a  phone  where  the  loca 
tion  owner  has  chosen  another 
long  distance  carrier.  Even  then 
it's  still  easy  to  reach  AT&Tin  most 
cases.  Simply  dial  our  easy  access 
code,  10  +  ATT+  0,  before  dialing 
the  area  code  and  number 
you're  calling,* 

'Calls  more  places. 

Whether  you're  calling  across  the 
country  or  across  the  world,  the 
ATsrCard  makes  it  easy  AT&T 
connects  you  to  over  250  countries 
and  areas  worldwide— more  than 
any  other  long  distance  card. 


ATbT 
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Most  reliable. 

You  can  count  on  the  AT&T  Worldwide 
Intelligent  Network  to  get  your  call 
where  it  needs  to  go.  So  you  have  less 
to  worry  about.  And  when  calling  from 
overseas, you  can  rely  on  this  network 
to  access  AT&T  USADirect"  Service 
—the  only  service  that  connects  you 
to  an  operator  back  in  the  States  from 
over  60  countries.That's  worldwide 
service  no  one  even  comes  close  to. 

So  make  it  easy  on  yourself. 

Use  the  AT&J'Card,  the  only  calling  card 
you'll  ever  need— and  it's  free.To  order  an 
additional  card  or  a  new  one,  call  toll-free 
1 800  222-0300,  Ext.  500. You'll  also  receive 
the  latest  information  on  how  best  to  use 
yom  AT&T  Card. 


Fast  connections. 

With  the  AT&T  network  you  get 
fast  connections  for  all  your  long 
distance  calls.  And  since  all  local 
telephone  companies  honor  the 
AT&TCard,  it's  convenient  for  all 
your  calls. 

Best  service. 
Best  value. 

This  card  delivers  the  quality 
service  you've  come  to  expect 
from  AT&l'  With  more  operators, 
consistent  low  prices  and  inno- 
vative calling  plans,  AT&T  gives 
you  the  best  value. 


'For  imernaiional  calls. pleast-  dial  10  +  ATT+  01  +  iht-  tun iitrv code  +  the  local  number 
©AT&T  1990 
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The  right  choice. 
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'At  Beech,  we  rely 
on  innovation  and 
quality  to  keep 
us  ^1.  That's  why 
weVe  got  Digital 
on  boardr 


"Beech  Aircraft  Corporation  is  an 
innovative,  quality-driven  company. 
Because  Digital  fits  that  same  profile, 
tliey  were  our  choice  when  we  set  up 
our  Scientific  Computing  Center. 

"Tlie  power  and  interaaiveness  of 
Digital's  VAX™  and  VAXcluster"  com- 
puter systems  let  us  perform  sophisti- 
cated testing,  simulation,  and  analysis 
faster  and  better  than  we  could  before. 
We  rely  on  Digital  to  help  us  constandy 
improve  the  quality  and  performance 
of  our  product  line -the  widest  range 
of  business  aircraft  offered  by  any  air- 
craft manufaaurer.  This  includes  our 
top-of-the-line  Beechjet,  now  in  full- 
scale  production  at  our  facilities  in 
Kansas,  the  new  all-composite  Starship, 
and  the  dominant  Super  King  Air 
Turboprop. 

"We  appreciate  the  difference 
Digital  has  made.  They  help  us  bring 
much  more  to  the  marketplace  than 
the  competition." 

The  rewards  of  working  together. 

Digitids  VAX  architecture  provides 
a  highly  interactive  and  expandable 
approach  to  computing. 

Today,  with  this  compatible  archi- 
teaure,  Digital  gives  you  an  elegandy 
simple  way  for  your  people  to  work 
together  more  productively,  more 
creatively,  more  efficiendy,  more 
competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  129  Parker 
St.,  K29,  Maynard,  MA  01754-2198. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
never  before.  Digital 

has 
it 
now. 
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GARY  HART  IS  BACK 
—IN  BUSINESS 


He's  shuttling  to  Moscow  to  drum  up  deals  for  U.S.  companies 


Word  that  Gary 
Hart  was  up 
to  something 
began  spreading  in  Mos- 
cow's tight-knit  Ameri- 
can business  community 
last  fall.  At  first,  Hart 
was  sighted  at  the  Savoy 
Bar— a  rather  grand  es- 
tablishment where  Soviet 
officials  and  American 
businesspeople  meet  to 
chat.  Then,  when  the  So- 
viet Congress  of  People's 
Deputies  met  in  Decem- 
ber, the  former  Colorado 
senator  was  among  the 
few  foreigners  seen  in 
attendance. 

Given  his  battered  rep- 
utation at  home,  it's  no 
wonder  he's  taking  his 
act  overseas.  But  this  is 
no  political  conquest: 
Hart  is  tr\'ing  to  recast 
himself  as  an  interna- 
tional dealmaker.  He  has 
been  to  the  Soviet  Union, 
the  Pacific  Rim,  and  be- 
yond, hoping  to  play 
matchmaker  for  foreign 
companies  looking  to  in- 
vest in  the  U.  S.,  and  for 
U.  S.  businesses  seeking 
opportunities  abroad.  Al- 
ready, he's  helped  one  client,  U.  S.  West 
Inc.,  win  a  leading  role  in  a  consortium 
that  plans  to  string  a  fiber-optic  tele- 
phone cable  across  the  Soviet  Union. 
UNDAUNTED.  The  former  Democratic 
Presidential  contender,  53,  is  also  striv- 
ing to  keep  his  name  prominent  in  public 
policy  debate.  Hart  is  writing  a  book 
about  Mikhail  S.  Gorbachev's  reforms, 
entitled  The  Second  Russian  Revolu- 
tion. He's  giving  speeches,  attending 
conferences,  and  penning  editorials  on 
issues  from  military  reform  to  trade  re- 
lations. He's  even  talking  about  creating 
his  own  TV  talk  show  on  world  events. 

Hart  wasted  little  time  in  fashioning  a 
new  career  following  the  collapse  of  his 
Presidential  bid  in  May,  1987.  He  joined 
Denver  law  firm  Davis,  Graham  & 
Stubbs  and  then  began  calling  on  inter- 


HART  IN  RED  SQUARE:  A  TALENT  FOR  ADAPTING 


national  leaders  he  met  while  in  the  Sen- 
ate to  explore  deals.  With  the  exception 
of  U.  S.  West,  Hart  won't  name  his  cli- 
ents. But  he  says  that  in  Taiwan,  he's 
working  with  a  conglomerate  that  plans 
to  purchase  a  "major  hotel"  in  Washing- 
ton. And  he  says  he's  talking  with  sever- 
al firms  in  Italy  about  U.  S.  investment 
opportunities. 

Not  surprisingly.  Hart's  new  career 
has  drawn  its  share  of  skeptics.  "The 
Soviets  will  listen  to  him  because  of  his 
background."  says  one  U.  S.  business- 
man. "But  getting  access  doesn't  neces- 
sarily mean  you  get  the  deal  done." 

Still,  those  who  remember  Hart's 
Presidential  bid  know  he  is  not  easily 
discouraged.  After  the  publication  of  re- 
ports about  his  relationship  with  model 
Donna  Rice,  Hart  dropped  out  of  the 


111 
[I 


race.  But  then  he  reentered  it  sajing 
would  "let  the  people  decide."  He  wo 
discuss  that  period  but  acknowledges 
effect  on  his  career.  "I  have  no  ambiti 
to  hold  elective  office  anymore," 
says,  implying  that  an  appointive  p( 
related  to  his  international  interes 
would  be  nice.  That  may  be  unrealis 
"Frankly,  his  bona  fides  in  foreign  pol 
were  never  really  established,"  says  fi 
mer  Democratic  National  Commit 
member  Mark  Siegel. 
'GREAT  DIGNITY.'  Until  his  spectaca 
fall  from  grace.  Hart's  credentials  w^ 
seldom  in  question.  The  boy  who  gr( 
up  as  Gary  Hartpence  in  Ottawa,  Kaj 
studied  both  law  and  divinity  at  Y; 
managed  George  S.  McGovern's  1: 
Presidential  campaign;  was  a  U.  S.  Sei 
tor;  and  then  spent  a  brief  period  in  1' 
as  front-runner  for  the  Democratic  Pr( 
idential  nomination.  These  days,  H; 
lives  with  his  wife,  Lee,  on  a  165-ai 
spread  in  the  mountains  west  of  Denv 
and  unwinds  by  chopping  wood  and  s 
ing.  Friends  say  he  has  bounced  ba 
quickly.  Former  Colorado  Govern 
Richard  D.  Lamm  notes  approving 
that  "despite  all  the  stares  and  jokes 
Hart  still  shows  up  at  local  pub 
events.  "He  does  it  with  great  dignitj 

Hart's  biggest  success  in  his  new 
reer  so  far  has  been  his  work  for  U. 
West.  W'ith  his  help,  the  company  la 
year  became  the  Western  leader  in  ; 
international  consortium  that  the  Sovi  Kjnj 
Union  has  assembled  to  lay  a  cable  fro  '^i^ 
Europe  to  Japan.  Officials  at  the  Dc 
ver-based  Baby  Bell  say  that  after  ale 
ing  them  to  the  opportunity  in  the  Sov^^e; 
Union,  Hart  also  played  a  central  role 
negotiations.  The  Soviets  are  ready 
begin  the  $.500  million  project  but  fii 
must  win  approval  for  export  of  the  s€ 
sitive  technology-  to  their  country 

Hart  wants  m.ore.  He  says  he  expec 
to  be  involved  in  "half  a  dozen  serio 
negotiations"  by  spring.  He  and  consi 
tants  at  Booz  Allen  &  Hamilton  Inc.  a 
talking  to  U.  S.  auto-parts  makers  abo 
Soviet  ventures.  Other  deals  he  sa; 
he's  exploring:  a  joint  venture  in  newft 


print  production  and  a  project  for 
Ohio  construction  firm. 

Despite  his  claims  that  he's  abando 
ing  any  political  ambitions.  Hart  som 
times  appears  to  dream  of  a  comebac 
He  notes  that  Winston  Churchill  ai 
Charles  de  Gaulle  underwent  periods 
political  exile,  and  he  draws  a  less( 
from  their  experience.  Says  Hart: 
you  have  a  clear  and  consistent  me 
sage,  and  tnis  voice  is  needed,  [the  cou 
try]  will  find  a  way  to  hear  it."  Say  th 
about  the  man:  He's  no  quitter. 

By  William  C.  Symonds  in  Denver,  m 
Rose  Brady  in  Moscow  and  bureau  repor 
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liiNKRUPTCYI 


lOLDING  A  LOT  OF  JUNK? 
lEEP  A  GOOD  LAWYER? 

3p  firms  are  moving  fast  into  a  suddenly  lucrative  field 


Mike  Milken  may  not  know  Rob- 
ert M.  Miller  or  Duncan  N.  Dar- 
row,  but  he's  making  them  rich, 
r  years,  the  two  New  York  attorneys 
ve  advised  lowly  bondholders  in  corpo- 
ra upheavals — and  attracted  catcalls 
m  bankruptcy  lawyers  who  cater  to 
lured  creditors.  Then  came  the  junk- 
nd  bust.  Now,  Miller,  38,  counsels 
ndholders  of  Federated  Department 
)res  and  Integrated  Resources  Inc. 
'.rrow,  41,  advises  creditors  of  Allied 
ires  Corp.  and  Eastern  Air  Lines  Inc. 
id  guess  who's  after  their  turf:  those 
oosy  upscale  law  firms. 
Not  long  ago,  most  bond  buyers  were 
ititutions  that  held  top-rated  corporate 
bt  and  dumped  it  at  signs  of  trouble, 
it  these  days,  big  players  in  the  less 
uid  $200  billion  junk  market  can't  sell 
thout  taking  huge  losses.  So  they've 
^anized  and  gotten  tough — and  "revo- 
;ionized  the  game,"  says  Miller.  Bond- 
Ider  groups  often  form  even  before  a 
'eraged  buyout  hits  a  snag.  And  they 
t  good  lawyers,  too.  They  try  to  build 
big  enough  block  to  challenge  a  re- 
•ucturing  plan  or  influence  a  bank- 
ptcy — and  get  more  for  bondholders 
an  management  offers.  "Companies 
ow  they  can't  do  a  deal 
thout  you,"  says  Darrow. 
)RE  CHOICE.  Indeed,  though 
fik  debt  is  above  only  equity 
the  list  of  claims  a  bank- 
pt  company  must  repay,  its 
eer  size  can  carry  dispro- 
rtionate  weight.  That's  true 
the  bankruptcies  of  South- 
irk,  Resorts  International, 
d  Hillsborough  Holdings. 
3w,  even  the  toniest  law 
■ms  see  opportunity  in  that 
ible),  and  junk  holders  are 
.ppy  they  do.  "We  like  a 
oice  of  lawyers,"  says  one. 
"Sophisticated  cases  need  a 
i  of  different  legal  skills," 
ys  Steven  R.  Gross,  a  bank- 
ptcy  lawyer  at  Debevoise  & 
impton  in  New  York,  which 
iS  started  taking  on  junk 
ilders.  The  money  is  good, 
0.  A  restructuring  can  gen- 
ate  $1  million  in  fees.  And 

AFFAIRS 


THE  BIG  KAMES 
COUNSELING  BONDHOLDERS 

FRIED,  FRANK,  HARRIS,  SHRIVER  &  JACOBSON 

Bondholders  with  $800  million  at  stake  in 
Revco  D.S.  bankruptcy 

STROOCK  &  STROOCK  &  LAVAN  Bond- 
holders  with  billions  in  Southmark  and  Hills- 
borough Holdings  bankruptcies 

JONES,  DAY,  REAVIS  &  POGUE  Bondholders 
in  Griffin-Resorts/Resorts  International 
and  Coleco  Industries  bankruptcies 


in  bankruptcies,  junk  holders  are  wedg- 
ing onto  creditors'  committees.  Lawyers 
who  become  counsel  to  these  draw  up  to 
$500,000  a  month.  Big-name  lawyers 
don't  want  deals  like  that  going  to  up- 
starts. "Bondholders  want  people  of 
stature,"  says  one. 

Still,  Darrow  and  Miller  have  a  head 
start.  Both  began  bondholder  work  at 
Anderson  Kill  Olick  &  Oshinsky,  a  little 
known  New  York  firm.  Miller  advised 
bondholders  in  the  bankruptcies  of  Lio- 
nel Corp.  and  Continental  Airlines  Inc. 


He  and  collaborator  David  A.  Strum- 
wasser  left  for  Berlack,  Israels  &  Liber- 
man  just  as  Darrow  arrived  at  Anderson 
Kill.  The  two  firms  now  do  a  big  chunk 
of  the  bondholder  work. 

Both  prefer  restructurings  to  bank- 
ruptcies because  they  provide  more  op- 
tions. With  SCI  Television  Inc.,  for  in- 
stance. Miller  threatened  a  "fraudulent 
conveyance"  suit  based  on  the  premise 
that  ,  loading  an  LBO  with  excessive  debt 
cheats  its  existing  creditors.  Before  the 
dust  settled.  Miller  got  Kohlberg  Kravis 
Roberts  &  Co.,  which  had  done  the  LBO, 
and  George  N.  Gillett  Jr.,  who  controlled 
SCI,  to  kick  in  $20  million  each  to  save 
the  company.  And  KKR,  eager  to  deal, 
canceled  a  $160  million  note  it  held. 
"BRILLIANT  FUTURE"?  With  Seaman's 
Furniture  Co.,  another  troubled  KKR 
buyout.  Miller  spent  months  of  "acrimo- 
nious" negotiations  trying  to  stay  out  of 
bankruptcy,  where  junk  holders  could 
have  gotten  nothing.  In  the  end,  bond- 
holders traded  $90  million  in  junk  for  $30 
million  in  new  notes  plus  a  7.17^  stake  in 
Seaman's.  A  KKR  investment  fund  also 
kicked  in  $28  million  in  cash,  and  KKR 
and  the  Seaman  family  each  added  $7 
million  more.  "Miller  isn't  beloved  by  the 
LBO  guys,"  says  Morton  Seaman,  the 
company's  president.  Still,  he  adds,  "I 
think  he's  got  a  brilliant  future." 

That  depends.  When  LBOs  end  up  in 
Chapter  11,  the  bondholder  lawyers  lose 
their  edge.  The  big  players  there  are  the 
upscale  firms — when  court-appointed 
bankruptcy  trustees  pick  a  creditors' 
group,  they  can  leave  Miller  and  Darrow 
out.  Resorts  entered  Chapter  11  in  De- 
cember, after  a  dispute  between  two 
bondholder  groups  scuttled  a  deal  that 
Darrow  had  helped  fashion. 
SCI  could  still  be  undone,  too. 
And  a  Jan.  10  decision  by  a 
New  York  bankruptcy  judge 
could  lead  more  LBOs  into 
Chapter  11.  In  the  case  of  the 
bankrupt  LTV  Corp.,  the  judge 
ruled  that  if  holders  of  bonds 
agree  to  exchange  them  for 
cheaper  notes  and  the  compa- 
ny still  goes  under,  creditors 
are  stuck  with  the  new  deal. 
That  will  make  such  ex- 
changes "harder  to  do," 
Miller  says. 

Still,  he  and  Darrow  see 
ways  around  such  obstacles. 
One  is  "prepackaged"  bank- 
ruptcy— done  out  of  court, 
then  approved  by  a  judge.  If 
nothing  else,  the  two  have 
unified  junk  holders  as  never 
before.  As  more  LBOs  crum- 
ble, they  won't  be  ignored. 
By  Michele  Galen  in  New  York 
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By  almost  any  measure, 
the  U.  S.  still  leads  Ja- 
pan. Its  population  is 
twice  as  big.  Its  gross  nation- 
al product  outstrips  Japan's 
by  $2  trillion.  And  it  exports 
more.  But  in  one  critical  re- 
spect, the  U.  S.  is  no  longer 
No.  1.  The  value  of  Japanese 
companies  far  exceeds  the 
worth  of  America  Inc.,  $4.2 
. .  trillion  to  $3  trillion.    ^    ,  . . 
Nowhere  has  Japan's  post- 
war industrial  miracle  been 
reflected  more  fully  than  in 
its  stock  market.  Since  1949, 


it  has  soared  an  incredible 
25,0007^,  making  multimil- 
lionaires out  of  thousands  in 
the  process.  During  the  1980s 
alone,  Tokyo's  market  grew 
sixfold,  nearly  three  times 
New  York's  pace.  It's  now 
the  biggest  market  in  the 
world  and  influences  every 
other  exchange. 

But  Tokyo  remains  an 
enigma.  Operating  by  its  owru, 
rules,  it  seems  to  ignore  the 
forces  that  govern  markets 
everywhere  else.  That  wasn't 
of  much  concern  to  the  rest 


WHY  TOKYO  IS 
DIFFERENT 
FROM 
OTHER  . 
MARKETS  ^/VV\^ 


SKY-HIGH  P-Es 

Price-earnings  ratios  average  60, 
against  11  for  the  Dow  industrials 


JAPANESE  ARE  SUPERSAVERS 

Consumers  save  17%  of  their 
income,  triple  the  U.  S.  rate 


CROSS-HOLDINGS 

Corporations  own  60%  of  Tokyo's 
listed  shares  and  rarely  sell  them 


MARKET  LIMITS 

Exchange  rules  limit  daily  price 
moves  for  manv  stocks  to  10%-20% 


ot  the  world  as  long  as  Tokyo  kept  ad- 
vancing. But  over  the  past  month,  a  dis- 
quieting lull  has  settled  over  the  Kabu- 
tocho  stock  market  district.  Interest 
rates  are  rising  for  the  first  time  in  10' 
years.  The  yen  is  weakening.  Stock 
prices  are  trailing  off.  And  the  outside 
world  is  suddenly  very  concerned. 

So  far  this  year,  the  Nikkei  Stock 
Average  is  off  57f.  Forecasts  are 
widespread  that  it  could  decline  an  addi- 
tional 107'  to  157'.  For  investors  from 
London  to  New  York,  long  coached  to 
believe  Japan's  stocks  were  a  one-way 
street,  this  mood  swing  has  been  stun- 
ning: It  is  possible  to  lose  money  in  To- 
kyo. As  this  view  sinks  in,  the  skeptics 
are  gaining  strength.  With  Japan's  econ- 
omy growing  .57  a  year  and  pulling  in 
$61  billion  in  annual  export  earnings, 
some  are  asking  if  the  market  even  re- 
flects the  state  of  the  economy  anymore 
or  if  the  government  cares. 

For  months,  the  most  powerful  regu- 
lators of  the  market,  Japan's  Ministry  of 
Finance  and  its  central  bank,  have  been 
viewing  the  stock  runup  as  potentially 
inflationary.  A  combination  of  double- 
digit  stock  and  real  estate  gains  provid- 
ed Japanese  consumers  and  corporations 
with  a  wealth  effect  that  threatened  to 
become  uncontrollable.  Now,  the  regula- 
tors are  trying  to  take  out  some  of  the 
steam.  Bank  of  Japan  Governor  Yasushi 
Mieno  "won't  allow  asset  prices  to  keep 
rising  at  the  same  pace,"  says  Stephen 
D.  Barber  of  the  money  management 
firm  MIM  Tokyo.  "That  would  undermine 
general  price  stability." 

When  Japanese  regulators  move  to  re- 
strain domestic  economic  pressures  as 
they  are  doing  now,  the  home  market 
may  suffer  the  greatest  damage.  In- 
deed, the  Tokyo  market  remains  a  strik- 
ingly local  institution,  with  foreigners 
owning  no  more  than  47  of  its  shares. 
But  Tokyo  and  its  stock  exchange  influ- 
ence financial  markets  from  Hong  Kong 
to  London  to  New  York.  When  Japan 
acts,  notes  Nomura  Securities  Co.  chief 
U.  S.  economist  David  H.  Resler,  no  one 
is  immune. 

Perhaps  not.  But  Tokyo  still  behaves 
as  if  it  were  alone,  and  it  operates  far 
from  Western  ideas  of  a  free  market. 
The  direction  of  the  Tokyo  market  rests 
on  a  close  alliance  of  government,  indus- 
try, banks,  brokers,  and  investors.  In 
this  world,  markets  don't  crash,  inves- 
tors are  patient,  regulators  are  paternal, 
dividends  are  small,  and  companies  can 
tap  a  never-ending  source  of  cheap  cash. 
The  stock  market  epitomizes  state  capi- 
talism at  its  most  efficient. 

Evidence  of  Tokyo's  uniqueness 
abounds.  Most  glaring,  perhaps,  are  the 
sky-high  price-earnings  ratios  many  Jap- 
anese issues  command.   Major  Tokyo 


Stock  Exchange  issues  sell  for  an  ai 
age  60  times  earnings,  more  thaii  ii 
times  the  13.8  p-e  for  the  Standani 
Poor's  500.  Some  stocks,  though,  Ik 
the  average  by  a  mile.  Green  Cm 
Corp.,  for  example,  a  multinational  pl|:- 
maceuticals  manufacturer,  sells  forjisn 
astounding  200  times  earnings.  L^i. 
drug  maker  Merck  &  Co.,  by  contrk. 
fetches  a  p-e  of  only  16.  ( 
CHRONIC  SHORTAGE.  Since  p-e  ratios  ^ 
a  guide  to  a  corporation's  cost  of  eqite 
capital,  this  valuation  gap  implies  tp 
raising  new  equity  costs  Japanese  cf- 
panies  less  than  27"  a  year,  vs.  an  aiif- 
age  77  for  the  U.  S.  Not  surprising. 
Japanese  companies  used  this  advant;] 
over  the  past  two  years  to  sell  $80  bil 
in  shares,  plus  $100  billion  in  Eurodo 
bonds  whose  yields  and  prices  are  tie 
the  performance  of  the  issuers'  stoc^ 
Japan's  low  inflation  rate  and  r: 
economic  growth  help  explain  the 
ket's  high  valuations.  So  do  differen 
in  Japanese  accounting  methods, 
other  factors  keep  multiples  higlv  liir 
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one  thing,  despite  the  wave  of  m 
shares  that  flooded  the  markets,  Jap 
still  suffers  from  a  chronic  shortage 
equities.  That's  because  much  of  tB^fatl' 
stock  floated  in  Tokyo  doesn't  stay 
the  open  market  for  long. 

Because  members  of  large  corporaPEjai 
groups  invest  heavily  in  shares  of  frier 
ly  clients  and  other  family  membei 
roughly  607  of  all  Japanese-listed  shar 
never  trade.  Thus  only  3.77   of  t 
shares  of  Industrial  Bank  of  Japan  Lt 
are  readily  available  on  the  market.  Ai 
Mitsubishi  Corp.,  the  global  trading  j 
ant,  has  a  true  "float"  of  just  9.37:'. 
locking  away  its  shares,  Japanese  bui 
ness  ensures  that  most  of  its  stock  is 
stable  hands  and  is  almost  never  so 
in   large  quantities — especially  durir 
crises. 

As  Japanese  stock  prices  have  soare 
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vast  cross-holdings  have  spawned  a 
■  way  of  assessing  corporate  worth, 
tfiad  of  buying  a  stock  on  the  basis  of 
h  flow  or  earnings,  many  investors 
( to  the  value  of  a  company's  "hidden 
ets,"  tens  of  billions  of  dollars  worth 
.inrealized  capital  gains  on  corporate 
•kholdings. 

iccasionally,  companies  will  sell  some 
hese  shares  to  generate  capital  gains 
I  thus  prop  up  reported  earnings.  But 
^  y  just  as  often  buy  the  stock  right 
k.  Real  estate,  too,  is  an  important 
den  asset.  Ishikawajima-Harima 
avy  Industries  Co.,  for  example,  has 
n  its  stock  price  jump  54%  since  Octo- 
atj  amid  hopes  that  it  will  develop  its 
ant  dockland  along  Tokyo  Bay. 
MINER  TICKER.  Japan's  compulsive  sav- 
s  style  also  helps  feed  the  nation's 
t  of  equity.  Japanese  save  17%  of 
ir  earnings,  but  with  real  estate  spi- 
ing  (page  78)  and  regular  savings  ac- 
ints  sometimes  yielding  under  17', 
■y  have  had  few  outlets  for  high  re- 
us. Japanese  stocks  yield  a  puny 


1 
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!9%  on  average.  But  investors  often 
e  willing  to  stick  it  out  for  the  long 
ul  to  earn  capital  gains,  on  which  they 
equently  pay  no  tax.  "The  only  way  a 
lall  player  can  ride  the  escalator  of 
pan's  economic  growth  is  through  the 
)ck  market,"  says  Simon  Grove,  depu- 
general  manager  of  Tokyo's  WestLB 
■curities  Pacific  Ltd.  What's  more,  the 
ock  market  is  an  integral  part  of  Japa- 
se  life.  "In  Britain,  there's  a  betting 
lop  on  every  corner,"  says  Grove.  "In 
ipan,  there's  a  stockbrokerage  office 
1  every  corner." 

The  Japanese  market  has  its  own 
•actices  that  encourage  stability,  the 
0. 1  factor  in  keeping  investors'  robust 
iterest  from  waning.  Take  circuit 
•eakers  designed  to  limit  damage  in  a 
'ash.  They  may  be  new  to  New  York, 
at  Tokyo  has  had  them  for  four  de- 


cades. Under  its  rules,  some  stocks  may 
rise  or  fall  no  more  than  107'  a  day, 
while  others  can  move  by  no  more  than 
207o.  The  brokerage  industry's  own 
structure  contributes  to  Tokyo's  unique 
nature,  too.  While  Wall  Street  houses 
have  spent  decades  locked  in  bitter  com- 
bat, Japan's  big  four  brokers — Nomura, 
Daiwa,  Nikko,  and  Yamaichi — form  a 
loose  cartel  that  divvy  up  407<  of  the 
market.  When  affiliates  are  included,  the 
four  actually  control  more  than  607  of 
Japanese  stock  trading.  On  top  of  that,  a 
handful  of  giant  insurers  and  banks  ac- 
count for  much  of  the  stock  market's 
daily  activity. 

Perhaps  most  important  is  the  tight 
control  that  Japan's  government  regula- 
tors wield  over  the  system.  The  clubby 
markets  are  so  close-knit  that  one  phone 
call  from  the  Ministry  of  Finance  to  the 
right  brokerage  or  bank  executive  is  all 
it  takes  to  make  a  point.  Indeed,  execu- 
tives go  out  of  their  way  to  avoid  pro- 
voking such  calls.  "You  try  not  to  do 
anything  that  will  upset  MOF,"  says  Bar- 
ber of  MIM  Tokyo. 

Much  of  the  control  mechanism  dates 
back  to  Tokyo's  last  crash,  in  1965,  when 
Yamaichi  Securities  Co.,  then  the  leading 
stockbroker,  nearly  went  broke  amid  a 
speculative  run  on  small  stocks.  The 
government  bailed  Yamaichi  out,  but 
clamped  down  on  the  entire  brokerage 
industry.  To  this  day,  Japanese  broker- 
age houses  are  counseled  to  shun  risk 
wherever  possible.  Unlike  such  U.  S. 
houses  as  Salomon  Brothers  Inc.  or  Mor- 
gan Stanley  &  Co.,  for  example,  Japa- 
nese brokers  are  strongly  urged  not  to 
court  ruin  by  trading  big  blocks  of 
stocks  and  bonds  for  their  own  accounts. 
Nor  have  the  Japanese  joined  their  U.  S. 
counterparts  in  advancing  massive  sums 
for  mergers  and  buyouts. 

The  Finance  Ministry  also  acts  direct- 
ly to  soothe  the  market's  nerves.  After 
the  October,  1987,  crash,  for  example, 
bureaucrats  strongly  advised  brokers 
and  money  managers  not  to  sell.  That 
helped  limit  Tokyo's  decline  to  157,  vs. 
New  York's  247^.  Then,  a  few  months 
later,  the  bureaucrats  quietly  advised 
big  investors  of  a  major  change  in  ac- 
counting rules  to  discourage  selling  even 
further.  That  tactic  pushed  up  the  Nik- 
kei by  5.67  in  only  one  session.  Finance 
Ministry  aides  are  also  thought  to  have 
resorted  to  jawboning  after  the  Dew 
plunged  last  Oct.  13. 

Regulators  sometimes  move  even 
more  overtly  to  shift  cash  into  stocks.  To 
help  restart  Tokyo  after  the  1987  crash, 
the  Finance  Ministry  revoked  the  tax- 
free  status  of  $2.4  trillion  in  small  sav- 
ings accounts  to  encourage  consumers 
to  go  for  better  returns   in  stocks. 

This  time  around,  regulators  could,  if 


TAX  POLICY 

Investors  avoid  capital-gains  taxes 
by  paying  a  1%  sales  levy  instead 


low  BANK  INTEREST  RATES 

Savings  accounts  yield  0.75%, 
driving  investors  to  stocks 


FRIENDLY  REGULATORS 

Bureaucrats  make  rules  to  spur 
buying  and  forestall  selling 


BROKER  GIRTEL 

Four  big  brokers  and  smaller 
affiliates  control  60%  of  trading 
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they  wished,  release  new  billions  into 
equities  by  permitting  private  pension 
funds  to  invest  more  than  3(y^  of  their 
assets  in  stocks,  the  current  limit.  Even 
more  could  come  from  the  $926  billion 
postal  savings  network  and  the  $130  bil- 
lion public  pension  fund  system,  which 
now  are  allowed  to  invest  very  little  in 
stocks.  Already,  the  Finance  Ministry 
has  loosened  margin  requirements,  after 
tightening  them  in  December  out  of  fear 
the  market  was  advancing  too  fast. 

Still,  for  the  first  time  in  its  postwar 
life,  the  ministry  is  facing  new  chal- 
lenges to  its  tight  control.  Western-style 


computerized  program  trading  and  other 
foreign  investment  techniques,  intro- 
duced in  Japan  only  16  months  ago,  have 
turned  Tokyo  trading  more  volatile.  Pro- 
gram trading  is  performed  largely  by . 
the  local  units  of  Salomon  Brothers, 
Morgan  Stanley,  and  Britain's  Baring 
Securities.  Some  arbitrage  experts  say 
the  technique  may  have  accounted  for  a 
third  of  the  Nikkei  average's  1,647-point 
surge  in  the  last  four  weeks  of  1989. 

The  Finance  Ministry  has  already  tak- 
en steps  to  curb  some  futures-related 
excesses.  In  1988.  foreign  brokers  were 
called  in  to  explain  their  role  in  a  buying 


wave  that  drove  the  Nikkei  over  30,t| 
for  the  first  time.  And  last  Septemts, 
bureaucrats  abruptly  changed  thir 
rules  to  prevent  stock  prices  from  gyit- 
ing  on  days  when  stock  futures  co- 
tracts  are  settled.  Concerned  that  f^ 
ther  wild  gyrations  will  mislead  srrj 
investors  and  hurt  the  market's  rep 
tion,  the  Finance  Ministry  now  is  look 
into  last  December's  trading  as  part 
general  review  of  futures  activity. 

Even  if  the  concerns  over  futu 
trading  blow  over,  the  market  is  s 
fretting  over  the  current  outlook.  St( 
traders  concede  they  were  caught  f 


HOW  REAL  ESTATE  PUMPS  UP  JAPANESE  STOCKS 
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Iconomic  clout  may  be  fueling  the 
I  Tokyo  Stock  Exchange,  but  real  es- 
Itate  has  provided  the  turbocharge. 
Beneath  Tokyo's  towering  financial  edi- 
fice is  perhaps  the  most  basic  asset  of 
all:  land.  In  the  past  three  years,  the 
total  value  of  land  in  Japan  has  doubled 
to  $14  trillion.  That's  nearly  twice  the 
value  of  U.  S.  land,  an  area  25  times  larg- 
er than  Japan.  A  month's  rent  on  one 
square  foot  of  the  Ginza,  Tokyo's  glit- 
ziest boulevard,  will  set  you  back  $675. 

For  the  past  two  years,  corporations 
and  individuals  smart  enough  to  have  in- 
vested in  land  long  ago  have  been  using 
their  holdings  as  collateral  to  support  a 
massive  wave  of  investments  in  stocks 
and  bonds.  Companies  with  big  landhold- 
ings,  such  as  steelmaker  XKK  Corp.  and 
shipbuilder  Ishikawajima-Harima  Heavy 
Industries  Co.  (IHD,  have  been  doubly 
lucky.  Their  stock  prices  have  soared, 
partly  on  expectations  that  they  will  cash 
in  on  the  hidden  assets  by  redeveloping 
underused  plots  in  Tokyo  and  elsewhere. 

The  self-propelling,  upward  spiral  has 
sucked  in  ever>'  player  in  Japan's  econo- 
my, from  blue-chip  companies  to  banks 
to  suburban  commuters  who  live  in  pric- 
ey condominiums.  All  contribute  to  the 
continuing  mystique  of  land,  which  cre- 
ates more  corporate  wealth,  feeding  the 
stock  market  even  more.  According  to 
one  estimate,  as  much  as  50%  of  the 
market's  recent  rise  is  the  result  of  soar- 
ing land  values. 

SQUEEZE  PUVY.  Is  the  Structure  built  on 
land  leverage  in  danger  of  toppling?  Ja- 
pan's powerful  financial  authorities  don't 
want  to  wait  to  find  out.  They  are  trying 
to  forestall  any  chance  of  disaster  by 
cooling  the  speculative  land  fever.  Bank 
of  Japan  officials  are  warning  banks  to 
curb  their  lending  to  real  estate  specula- 
tors. Recent  interest-rate  hikes  have 
aimed  in  part  at  damping  the  explosion  in 
land  values.  Worried  officials  watch  as 


runaway  land  prices  fan  inflationary 
fires,  while  shopkeepers  and  restaura- 
teurs mark  up  prices  as  they  swallow 
15'^  rent  increases.  And  economists  note 
that  the  uneven  wealth  created  by  asset 
inflation  is  widening  the  gap  between  Ja- 
pan's haves  and  have-nots. 

Regulators  want  to  brake  the  torrid 
pace  of  real  estate  prices,  not  depress 
them  altogether.  Falling  land  prices 
would  alienate  the  60%  of  families  who 


own  their  own  homes.  If  the  I 
Japan  tightens  credit  too  muc 
prices  could  tumble — and  tak( 
prices  down,  too.  "Japanese  fina; 
stitutions  are  [mired]  in  land 
says  Nobuyuki  Ueda,  senior  econc 
Long-Term  Credit  Bank  of  Japan 
a  sharp  drop  in  land  prices  oc 
would  have  a  disruptive  impact  o 
cial  markets"  in  Japan  that  woul 
berate  in  other  monev  centers.  J; 
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JAPAN'S 
LAND  RUSH 

Soaring  real  estate  prices 
are  a  prime  factor  in  To- 
kyo markets.  Companies 
that  bought  land  years 
ago  now  use  it  to  back  big 
investments  in  stocks  and 
bonds.  Land  holdings  also 
boost  those  companies' 
own  stock  prices 
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ted  when  bond  yit'lds  rose  and  prices 
lapsed  late  last  year,  triggering  the 
luary  sell-off.  Now,  some  economists 
saying  that  today's  higher  interest 
es  will  start  slowing  the  Japanese 
■nomy.  Jan  Vandenberg  of  Merrill 
ach  Japan,  for  example,  sees  GNP 
iwth  falling  to  4.1%  in  the  fiscal  year 
ling  March,  1991,  from  5%  in  the  cur- 
t  year.  That  modest  slowdown  alone 
lUld  cool  the  stock  market  a  bit. 
,0  far  this  year,  Japan's  investment 
st  managers  have  sold  $3  billion 
rth  of  stocks,  estimates  Kenji  Kobata, 
mura's  general  manager  of  research, 
d  foreign  investors  have  dumped  $2.3 
ion  more,  on  top  of  sales  of  more 


than  $11  billion  in  19W).  With  Uilk  of  a 
slightly  slower  economy  in  the  wind,  No- 
mura has  cut  its  yearend  target  for  the 
Nikkei  average  by  4%,  to  42,000.  That 
would  mark  the  Nikkei's  wor.st  annual 
performance  since  1983  and  would  leave 
the  blue-chip  barometer  only  8%  above 
its  record-high  close  on  the  last  trading 
day  of  1989.  "Everyone  feels  very  un- 
easy," says  Kobata.  Westerners,  such  as 
Martin  Paling,  international  investment 
strategist  at  London's  James  Capel  & 
Co.,  agree.  "The  higher  bond  yields  go  in 
Tokyo,  the  more  precarious  the  stock 
market  becomes,"  he  says. 

Domestic  politics  have  had  some  inves- 
tors on  edge,  too,  although  worries  that 


the  ruling  Liberal  Democratic  Party  will 
lose  its  lower-house  majority  in  elections 
Feb.  18  have  diminished  recently.  But 
the  political  nervousness  pales  in  com- 
parison with  investor  displeasure  over 
Japan's  recent  rise  in  interest  rates. 
Yields  started  inching  up  last  spring, 
when  the  Bank  of  Japan  raised  its  dis- 
count rate  for  the  first  time  since  1980. 
The  central  bank  did  so  again  in  Octo- 
ber. And  the  bank's  new  governor, 
Mieno,  had  barely  taken  office  when  he 
surprised  the  markets — and  even  the  Fi- 
nance Ministry — with  a  third  hike,  to 
4.25%,  on  Christmas  Day. 

So  muted  is  investor  sentiment  in  To- 
kyo right  now  that  business  on  the  stock 


ite  prices  don't  just  rattle  Tokyo 
len,  they  also  unnerve  investors 
the  globe, 
companies  are  riding  the  up- 
f  the  market  because  their  land- 
;  are  listed  in  corporate  books  at 
IS  much  as  10  years  out  of  date, 
ased  Hanshin  Electric  Railway 
landholdings  of  19  million  square 
lued  at  about  $180  million.  But 
ased  real  estate  analyst  Lisa  S. 
at  securities  firm  WI  Carr  (Over- 
td.,  estimates  that  the  land  is 
.  staggering  $25  billion.  The  re- 
i.e  stock  soars  because  analysts 


price  the  company  based  on  the  current 
land  value. 

As  real  estate  boosts  their  stock 
prices,  some  companies  have  used  the 
windfall  to  restructure  in  the  face  of  the 
strong  yen.  Pricey  land  is  also  a  reason 
that  capital  costs  for  Japanese  companies 
are  lower  than  in  the  West.  I  Hi,  for  ex- 
ample, has  unused  dockland  along  Tokyo 
Bay.  The  company's  stock  price  climbed 
54%  from  mid-October  to  mid-December, 
to  1,600  yen.  So,  IHI  issued  $500  million 
worth  of  low-interest-rate  bonds  with 
warrants  attached.  Investors  snapped 
them  up,  even  at  the  lower  rates,  hoping 
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to  cash  in  as  the  stocks  climbed,  powered 
by  the  lucrative  real  estate.  IHI  will  use 
the  money  for  construction  of  a  bayfront 
commercial  office  building,  certain  to 
pull  in  hefty  rents. 

Banks  are  at  the  center  of  the  land 
phenomenon.  Japanese  banks  raised 
some  $16  billion  last  year  in  new  equity 
because  money  managers  have  been  high 
on  their  stocks.  They  are  drawn  to  banks 
as  hidden  reserve  plays  based  on  their 
diverse  stockholdings,  many  of  which  are 
companies  with  rich  land  portfolios.  At 
the  same  time,  banks'  growing  equity 
base  fuels  new  loans  to  the  booming  real 
estate  market.  And 
some  banks  are  sitting 
directly  on  gold  mines. 
Mitsubishi  Bank's  head- 
quarters building  in  To- 
kyo's Marunouchi  dis- 
trict, at  115,000  square 
feet,  on  the  books  at  a 
ridiculous  value  of 
$28,000,  is  conservative- 
ly worth  $755  million. 

Bureaucrats  may  not 
be  able  to  do  much  more 
than  slow  down  the 
land-price  craze.  At  least 
not  as  long  as  land  tax 
policies  severely  penal- 
ize sellers.  Nowadays,  a 
corporation  selling  land 
it  has  owned  for  less 
than  two  years  pays  a 
96%'  tax.  Ownership  for 
longer  doesn't  lessen  the 
tax  bite  much.  What's 
more,  farmland  in  urban 
areas,  favored  by  tax 
laws,  bottles  up  supply 
for  other  uses.  An  explo- 
sive issue  for  Japanese 
politicians,  land  reform 
is  always  postponed. 
The  strong  lure  of  land 
in  Japan's  markets 
won't  diminish  any  time 
soon. 

By  Amy  Borrus  in  Tokyo 
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HOW  FUJITSU  HELPED 
HOME  DEPOT  BECOME 
A  HOUSEHOLD  NAME. 

Home  Depot  is  a  discount  retailer  mak- 
ing merchandising  history.  Ten  years  ago 
they  didn't  exist.  Today,  their  successful  style 
is  helping  to  shape  the  entire  home  improve- 
ment industry  The  company  was  the  first 
to  bnng  the  concept  of  warehouse  retailing 
to  the  "do-it-yourself"  home  improvement 
market.  And  one  of  the  first  to  combine 
low  prices  with  superior  customer  service. 
As  a  result,  today  Home  Depot  has  86  giant 
warehouse  stores  across  the  nation  and 
skyrocketing  sales  approaching  $2  billion. 

ESSENTIAL  ELEMENT 

From  the  beginning.  Home  Depot  rec- 
ognized that  an  essential  element  for  suc- 
cess was  their  point-of-sale  (PCS)  system. 
This  system  would  allow  them  to  reduce 
inventory  and  merchandising  costs  while 
freeing  employees  to  give  personalized 
attention  to  their  customers.  Because  the 
PCS  choice  was  so  critical,  Home  Depot 
studied  a  variety  of  different  systems.  They 
carefully  evaluated  functions,  features,  ease 
of  use,  and— most  importantly— reliability. 
And,  in  the  end,  they  chose  Fujitsu. 

FUJITSU -A  NAME 
FOR  QUALITY 

Home  Depot  came  to  us  not  only  for 
the  quality  and  reliability  of  our  PCS  sys- 
tems, but  also  for  the  depth,  breadth  and 
reputation  of  our  company.  We  are  one  of 
the  world's  largest  computer  manufacturers 

FU^TSU 


The  global  computer  &^  communications  company. 


and  a  major  developer  of  semiconductors, 
microelectronics  and  telecommunications 
technology  We  have  over  100,000  employ- 
ees, $18  billion  in  annual  sales  and  facilities 
throughout  27  countries— which  keep  us 
close  to  our  customers. 

QUAUTY  CUSTOMER  SERVICE 

Home  Depot  also  came  to  us  because 
we  share  their  commitment  to  quality 
service.  That  service  was  crucial  to  Home 
Depot,  which  within  just  a  few  years  grew 
from  a  regional  to  a  national  chain,  quickly 
becoming  a  household  name.  Fujitsu  was 
there  every  step  of  the  way,  making  sure 
that  Home  Depot's  POS  system  kept  up 
with  its  growth,  and  helping  make  that 
growth  possible. 


Mr  Greg  Hackett  of  Home  Depot  with  Kevin 
Murphy,  senior  vice  president  of  marketing  at 
Fujitsu  Systems  of  America  (FSA).  FSA  markets 
point-of-sale  (POS)  systems,  automated  teller 
machines  (ATMs)  and  handheld  computer  systems. 
For  information  call  (619)  481-4004. 
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market's  "first  section"  of  leading  issv 
has  slackened  to  its  lowest  level  in 
months.  At  400  million  shares  a  di 
trading  volume  is  down  to  less  thar 
third  of  last  spring's  levels  and  onl>, 
seventh  of  its  peak  during  the  boomi 
1980s.  Indeed,  with  interest  rates  unli' 
ly  to  fall  anytime  soon,  and  such  1 
market  leaders  as  Mitsui  Real  Esta 
Sumitomo  Realty,  and  Daiwa  House 
dustry  now  down  as  much  as  li 
"there's  just  not  much  to  go  for  at  1 
moment,"  says  MiM's  Barber. 

Despite  the  changing  mood,  many  J; 
anese  market-watchers  insist  the  marl 
won't  spiral  out  of  control.  "Small 
and  downs  are  rather  normal,"  shri 
Michiya  Matsukawa,  senior  adviser 
Nikko  Securities  Co.  With  capital  spe: 
ing  still  rising  by  nearly  lO'/f  a  year  a 
corporate  profits  climbing  nearly  as  fa 
"I'm  not  worried  at  all,"  adds  a  .sen 
Finance  Ministry  official.  "The  Japan( 
economy  is  in  good  shape." 

In  fact,  some  investors  think  the  m 


Japan's  buying  machine  ma  '^l^ 
already  be  revving  up  again 
But  the  quick  riches  of  1981 
probably  won't  return  f 


tl  6 
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ket  soon  will  get  its  act  together  aga 
Recent  interest-rate  increases  and  heafcoF 
capital-spending  campaigns  are  tak 
some  of  the  excess  liquidity  out  of 
economy.  But  investment  trusts  s 
have  iW/r  of  their  assets  in  cash.  A 
even  tnore  money  should  hit  the  marb  tbt 
in  February,  when  a  large  issue  of  g 
ernment  bonds  is  due  to  be  redeemecplwf 

So  even  now,  Japan's  buying  mach: 
is  beginning  to  rev  up.  Charles  Elliottp?.  "Fi 
vice-president  at  Goldman  Sachs  (Jap; 
Corp.,  is  high  on  telecommunications- 
lated  issues,  including  Hitachi,  Kyoce 
and  Nihon  Dempa  Kogyo,  an  over-t 
counter  issue.  Indeed,  many  analy; 
now  say  they  are  growing  more  enthi 
astic  about  Japan's  smaller  compan 
despite  the  rising  cost  of  money.  TI 
note  that  Tokyo's  second-section  issi 
climbed  nearly  47'  in  January,  even 
the  market's  bigger  stocks  were  fallii 

Still,  it's  hard  to  find  anyone  in  Tok 
who  thinks  that  1990  will  see  the  sort 
bang-up  performance  recorded  so  ma 
times  during  the  last  decade.  "Japan 
still  a  very  good  buy.  There  are  lots 
wonderful  companies,"  says  Grove.  E 
if  you  buy  into  the  Japanese  miracle  t 
time  around,  you  may  find  yourself  w; 
ing  a  lot  longer  for  it  to  pay  off. 

Bu  Ted  Holden  in  Tokyo,  with  Rob 
Ncff  in  Tokyo,  William  Glasgall  in  A 
York,  and  bureau  reports 
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WHEN  JAPAN  GETS  THE  JITTERS, 
THE  WORLD  TREMBLES 


Bearish  sounds  from  Tokyo's  traders  echo  all  the  way  to  Wall  Street.  Here's  why 


Mr 


ong  before  Wall  Street's  traders 
roll  out  of  bed,  Japan's  financial 
markets  have  finished  their  day 
i  set  the  tone  for  the  rest  of  the 
r)d.  And  lately,  that  tone  has  been  as 
)thing  as  fingernails  scratching  a 
.ckboard.  On  Jan.  12,  a  666-point 
inge  in  Tokyo's  key  Nikkei  average 
ked  off  a  71-point  sell-off  in  the  Dow 
les  industrials.  A  few  weeks  later,  a 
)-point  plunge  in  Japan  sent  the  Dow 
tibling  60  points  in  the  first  half-hour 
trading. 

They  used  to  say  that  when  the  U.  S. 
jezes,  the  rest  of  the  world  catches 
eumonia.  No  more.  Japan's  awesome 
'ancial  and  economic  muscle  has 
iched  the  point  where  its  kushami,  or 
leezes,"  can  make  Wall  Street  sick, 
id  many  U.  S.  investment  strategists 
w  think  New  York  won't  snap  out  of 
slump  until  Tokyo  rebounds. 
L.LAR  OF  STRENGTH.  If  you're  bearish 
Japan  you  have  to  be  bearish  on  the 
'W.  For  the  past  several  years,  the  two 
ick  markets  have  moved  together 
,art).  The  price  levels  are  different, 
t  when  the  Japanese  market  goes  up, 
does  the  U.  S.  market.  They  also  tend 
follow  each  other  down — and  that's 
lat's  giving  many  investors  cause  for 
trm.  "For  so  long,  Tokyo's  been  a  pil- 


lar of  strength,"  says  Barton  M.  Biggs, 
chief  investment  strategist  for  Morgan 
Stanley  &  Co.  Indeed,  Tokyo  sufferred 
only  two-thirds  of  the  loss  that  New 
York  did  in  October,  1987,  and  subse- 
quently spearheaded  the  worldwide  re- 
covery in  equity  prices.  So,  adds  Biggs, 
"when  a  money  manager  gets  to  work 
and  sees  Japan  got  hit,  it  doesn't  instill  a 
whole  lot  of  confidence." 

There's  good  reason  to  be  concerned 
about  the  deterioration  of  Japanese 
stock  prices.  BUSINESS  week  analyzed 
the  weekly  movements  in  the  Nikkei  and 
the  Dow  for  the  past  four  years  and 
found  that  on  average,  a  10%  movement 
in  the  Nikkei  correlates  with  a  57^ 
change  in  the  Dow.  Of  course,  many 
other  factors  influence  U.  S.  stock 
prices,  such  as  interest  rates,  corporate 
earnings,  and  merger-and-acquisition  ac- 
tivity. But  the  relationship  between  the 
Nikkei  and  the  Dow  is  stronger  now 
than  it  was  in  mid-1987,  when  BUSINESS 
WEEK  last  examined  it. 

"The  Japanese  stock  market  is  a  criti- 
cal player  in  the  creation  of  worldwide 
wealth  and  liquidity,"  says  Lacy  Hunt, 
chief  economist  for  Carroll  McEntee  & 
McGinley  Inc.  "It's  the  engine,  or  it's  a 
very  good  proxy  for  Japan's  financial 
power." 


Look  at  it  this  way:  When  the  Japa- 
nese stock  market  runs  at  full  steam, 
it's  a  bountiful  source  of  wealth,  some  of 
which  is  shipped  abroad  to  buy  stocks, 
bonds,  and,  increasingly,  make  direct  in- 
vestments— real  estate  or  entire  compa- 
nies. Mitsubishi  Estate  Co.'s  51%  inter- 
est in  New  York's  Rockefeller  Center  is 
only  the  latest  quarry  of  Japanese  build- 
ing buyers.  The  Japanese  restaurateur 
Kyotaru  Co.  gobbled  up  most  of  Restau- 
rant Associates,  parent  of  New  York 
tourist  spot  Mamma  Leone's.  Mitsubishi 
Corp.  is  now  backing  the  $850  million 
management-led  buyout  offer  for  Aris- 
tech  Chemical  Corp.  Mitsubishi  is  vying 
with  an  investor  group  that  includes 
General  Electric  Co. 

RISKY  INVESTMENTS.  Bolstered  by  stock 
market  gains,  Japanese  institutions  con- 
tinued to  buy  U.  S.  Treasury  bonds 
through  most  of  the  past  year,  even 
though  Japanese  yields  rose  and  Trea- 
suries lost  their  competitive  edge.  It  was 
only  when  Tokyo  stocks  toppled  that 
American  stock  and  bond  prices  fell. 

If  the  Tokyo  stock  market  continues 
to  sink,  the  U.  S.  could  be  hurt  worse 
than  Japan  itself.  Larry  Tint,  who  with 
retired  Stanford  University  professor 
William  F.  Sharpe  has  developed  an  as- 
set allocation  model  for  the  Japanese  fi- 
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PAS  DE  DEUX:  THE  NIKKEI  AND  THE  DOW 

The  Japanese  and  U.S.  stock  markets  have  closely  paralleled  each  other's 
moves  for  some  time.  The  link  is  statistically  unmistakable.  A  BUSINESS  V/EEK 
analysis  of  the  numbers. that  make  up  these  graph  lines  shows  that,  on  average, 
a  10%  movement  in  the  Nikkei  average  in  any  given  v/eek  correlates  with  a 
5%  change  in  the  Dow  Jones  industrial  average  in  the  same  direction 
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nancial  markets,  says  investment  profits 
at  home  bolster  Japanese  investors'  will- 
ingness to  assume  the  increased  risks  of 
investing  abroad.  By  the  same  logic,  a 
prolonged  contraction  in  Japanese  stocks 
works  in  reverse,  with  Japanese  bailing 
out  of  overseas  investments.  "There's  a 
strong  relationship  between  the  level  of 
wealth  in  one  period  and  willingness  to 
bear  risk  in  the  next 
period,"  says  Tint. 
"And  for  the  Japa- 
nese, investing 
abroad  is  perceived  as 
riskier  than  at  home." 

So  far,  there's  no 
evidence  that  Japan  is 
actually  liquidating 
overseas  holdings.  In 
fact,  Japanese  capital 
is  moving  toward 
West  Germany,  to 
play  on  the  invest- 
ment potential  arising 
from  political  and  eco- 
nomic reforms  in 
Eastern  Europe. 
Heavy  buying  by  indi- 
vidual investors  in  Ja- 
pan is  pushing  the 
two  closed-end  funds 
that  invest  in  German 
stocks  to  valuations 
about  twice  that  of 
the  underlying  portfo- 
lios. "That  tells  you 
they  have  a  long  in- 
vestment horizon,  or 
they  are  greater 
fools,"  says  Thomas 
J.  Herzfeld,  a  money 
manager  specializing 
in  closed-end  funds. 
"And  I  don't  think 
they're  fools." 

Still,  that  doesn't 
mean  there  aren't 
signs  of  Japanese  jit- 
ters. At  the  Chicago 
Board  of  Trade  heavy 
selling  of  U.  S.  Trea- 
sury bond  futures  by 
the  Japanese  has 
snuffed  out  nascent 
rallies  in  the  night 
trading  sessions.  The 
Japanese  account  for  about  87'  of  bond 
futures  trading  but  dominate  the  night 
session  that  takes  place  during  Tokyo's 
daytime  hours.  "They've  been  coming  in 
with  their  hair  on  fire  and  selling  the 
bonds,"  sighs  Jim  Heinz,  an  independent 
CBOT  trader  who  works  the  night  ses- 
sion. And  Michael  Rosenberg,  head  of 
international  fixed-income  research  at 
Merrill  Lynch  &  Co.,  spots  a  Japanese 
shift  away  from  Canadian  bonds,  too. 
But  the  money,  he  says,  is  going  to 
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Europe,  not  home.  "Europe  is  the  high- 
yield  investinent  center,"  he  says. 

Japan's  incredible  influence  in  world 
financial  markets  has  been  growing  for 
years,  but  it  exploded  in  the  late  1980s. 
The  muscle  comes  from  the  huge  for- 
eign exchange  reserves  its  dynamic  ex- 
port industries  amassed,  the  rising  value 
of  the  yen,  and  the  vast  pool  of  capital 
saved  by  its  super- 
thrifty  citizenry.  Such 
factors  have  helped 
propel  Japan's  market 
ahead  of  the  U.  S.'s  as 
the  world's  largest 
when  measured  by 
the  market  value  of 
its  stocks. 

Even  more  impor- 
tant, those  factors 
have  coalesced  to 
make  the  island  na- 
tion the  world's  larg- 
est creditor  country 
and  a  critical  source 
of  investment  capital 
around  the  globe.  In 
1989  alone,  Japanese 
spent  some  $158  bil- 
lion worldwide  on 
stocks,  bonds,  and  di- 
rect acquisition  of 
real  estate  and  com- 
panies (chart).  Since 
1986,  such  expendi- 
tures amount  to  over 
a  half-trillion  dollars. 
And  that  doesn't 
count  loans  made 
abroad  by  Japanese 
banks — which  totaled 
$728  billion  by  the 
middle  of  last  year. 
That  figure  had  more 
than  doubled  in  less 
than  three  years. 

So  powerful  is  the 
flow  of  Japanese  capi- 
tal into  the  U.  S.  Trea- 
sury bond  market 
that  it  has  disrupted 
long-standing  rela- 
tionships between  in- 
terest rates  and  the 
business  cycle,  says 
Carroll  McEntee's 
Hunt.  Look  at  1989.  While  the  U.S. 
economy  enjoyed  2.4'a  growth,  it  suf- 
fered from  a  tight  labor  market  and 
higher  consumer  and  producer  prices — 
all  of  which  should  have  pointed  to  high- 
er, not  lower,  interest  rates  if  history  is 
any  guide.  Yet  rates  dropped  for  most  of 
the  year,  owing  to  Japanese  purchases 
of  long-term  bonds,  argues  Hunt. 

Now,  fear  that  the  big  Japanese  inves- 
tors will  be  no-shows  at  the  February 
U.  S.  Treasury  bond  auction  has  made 
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the  fixed-income  markets  apoplecl 
Long-term  interest  rates  have  suddei 
shot  up  0.6  percentage  points,  to  8.6% 
just  a  month,  and  many  traders  blai 
the  Japanese. 

No  one's  suggesting  that  Japan  wo 
deliberately  use  its  financial  muscle 
twist  other  markets  or  wreak  havoc 
other  economies.  The  Japanese  rec( 
nize  that  anything  that  would  destabil 
world  markets  would  ricochet  ba 
Nonetheless,  the  Bank  of  Japan  has  fc 
en  steps  to  cool  its  domestic  economy 
ward  off  threatened  inflation,  and  this 
sending  shock  waves  around  the  woi 
"Japanese  policy  has  always  been  to  e 
phasize  stability  over  volatility,"  s£  mg^j; 
David  D.  Hale,  chief  economist 
Kemper  Financial  Services  Inc.  "But 
the  near  term  that  may  not  be  the  cas 
NO  PAIN,  NO  GAIN.  In  fact.  Hale  argi 
that  it  was  Japan's  penchant  for  stabil 
in  the  U.  S.  that  led  it  to  pursue  an 
pansionary  monetary  policy  in  1987  a 
1988.  That  of  course  helped  superchar 
the  Japanese  stock  market,  but  it  a 
kept  pressure  off  the  dollar  and  off 
terest  rates.  "They  propped  us  up,  k( 
us  out  of  recession,  and  thereby  ensur 
tlie  election  of  George  Bush,"  says  Ha 
So  any  pain  the  U.  S.  feels  now  fn 
higher  interest  rates  and  lower  stc 
prices  is  the  sacrifice  for  having 
Japan's  assistance  in  years  past. 

For  all  the  fretting  about  the  upco 
ing  Treasury  bond  auction,  the  odds  i 
that  the  Japanese — who  usually  buy 
to  of  the   refundings — will 

show,  even  if  they  buy  at  the  low  end 
their  range.  "The  sheer  size  of  Japa 
capital  surpluses  dictates  they  have 
invest  in  our  markets,"  says  Michael 
Basham,  the  Treasury  Dept.'s  top  d( 
manager.  Indeed,  the  U.  S.  makes 
49'A  of  the  world  government  bond  m 
ket,  and  Japan,  at  20'',  is  second 
Japanese  have  another  reason  to  she 
They  own  eight  of  the  primary  deal 
ships  in  U.  S.  government  securiti 
This  requires  them  to  bid  at  the  auctic 
to  maintain  franchises  they  fought  loi 
hard  political  battles  to  win.  But  tl 
doesn't  assure  the  U.  S.  an  effortk 
bond  sale  or  a  favorable  interest  rate 

Whether  Japan's  kushami  will  j 
the  U.  S.  an  extended  case  of  Asian 
will  not  be  known  for  months.  But  t 
past  month  should  be  a  painful  reminc 
to   Americans   that   their  financ 
health — investment  portfolios,  reti 
ment  nest  eggs,  and  even  what  it  co; 
to  borrow  from  their  local  bank — may 
just  as  dependent  on  what  happens 
Tokyo  as  in  Washington  or  New  Yor 
By  Jeffrey  M.  Laderman  in  New  Yo 
with  James  C.  Cooper  in  New  York,  Da 
Greising  in   Chicago,  Mike  McNamee 
Washington,  and  Ted  Holden  in  Tokyo 
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heir  own  personal  laser  but  didn't  love  the  prices, 
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Application  for  Employment 

Prospective  employees  will  receive  consideration  without  discrimination 
because  of  race,  creed,  color,  sex.  national  orgm,  handicap  or  veteran  sli 
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Stafford  Kissell  &Paulsworth 


Dear  Jonathan, 

"How  are  you  gonna  keep'em  down  on  the  farm  after 
they've  seen  Paree?" 

Enclosed  is  an  application  for  employment  with  a  solid, 
little  company  called  Cornerstone.  They've  been  looking  for 
a  "heavy"  with  international  accounting  experience  to  run  the 
show.  The  pay  and  the  perks  are  great.  And,  oh  yeah,  their 
office  is  in  Paris. ..you  know;  France. 

This  could  be  the  opportunity  you're  looking  for.  It's  a 
young,  aggressive  group.  And.  if  all  works  out,  I'll  have  a 
friend  in  Paris.  N'esl  pas? 

Any  interest? 
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an  OKI  AMERICA  company 


i  company 

We  put  business  on  paper. 


OKIDATA  Ls  J  registered  nademark  vi  Oki  Amenca,  Irtc  ,  Maique  dejxeee  de 
Oki  Amenca,  Inc  OKILASER^ii  a  trademark  of  Oki  Elecmc  Industry  Co  Ltd 
HP  \s  a  registered  trademark  of  Hewlerr-ftickard  Company 
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IBM  IS  FINALLY  SAYING: 
'IN  UNIX  WE  TRUST' 
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It's  launching  a  hot  new  line  of  workstations  that  use  AT&T's  standard  software 


any  computer  products,  misbe- 
1  gotten  or  late  to  market,  wind 
lup  as  just  so  many  chips  of  for- 
gotten silicon.  Not  even  giant  IBM  is  im- 
mune, as  it  learned  in  1986  when  it  first 
tried  to  break  into  the  rapid-fire,  fast- 
growing  workstation  market  led  by 
Apollo  Computer,  Sun  Microsystems, 
and  Digital  Equipment.  Many  customers 
rejected  IBM's  RT  PC  as  overpriced  and 
underpowered,  leaving  the  company  to 
capture  just  1.8%  of  the  $6.1  billion 
worldwide  workstation  market  in  1989. 
Worse,  the  No.  1  computer  maker  has 
watched  workstation  suppliers  begin 
making  inroads  in  its  main  profit  center, 
commercial  computing. 

But  Big  Blue  is  so  big  that  if  at  first  it 
doesn't  succeed,  it  can  try,  try  again.  So, 
on  Feb.  15,  after  many  months'  delay, 
IBM  plans  to  receive  perhaps  3,000  cus- 
tomers and  other  computer  people  at 
San  Francisco's  ornate  Masonic  Temple, 
the  home  of  many  a  rock  concert,  to 
watch  it  go  after  Sun  et  al  once  more. 
IBM  will  launch  a  thoroughly  new  work- 
station line  that  observers  expect  to 
make  a  splash.  The  new  machines  are 
"screamers,"  as  one  early  viewer  puts  it. 


based  on  "very,  very  hot"  reduced-in- 
struction set  computing  (RISC)  chips  that 
can  crunch  upwards  of  25  million  in- 
structions per  second — right  up  there 
with  its  rivals.  Special  circuits  licensed 
from  Silicon  Graphics  Inc.  will  help  ma- 
nipulate three-dimensional  color  images. 
And  to  a  degree  not  usually  seen  at  IBM, 
the  new  boxes  will  be  priced  low  to  help 
win  market  share  fast. 
'UGLY  BATTLES.'  Indeed,  IBM's  announce- 
ment will  signal  its 
most  forceful  reac- 
tion yet  to  the 
growing  movement 
to  "open  systems" 
based  on  AT&T's 
Unix  operating  sys- 
tem, or  basic  soft- 
ware. As  more  com- 
puters are  designed 
to  run  under  that 
program's  control, 
customers  and  soft- 
ware companies  find 
it  easier  to  switch 
hardware  brands 
while  retaining,  say, 
their    favorite  ac- 


IBM  TRAILS 
IN  WORKSTATIONS 


Share  of  worldwide  workstation  revenues* 

Percent 

SUN  MICROSYSTEMS 

28.7% 

HEWLETT-PACKARD/APOLLO 

26.4 

DIGITAL  EQUIPMENT 

15.9 

INTERGRAPH 

6.0 

SILICON  GRAPHICS 

5.0 

IBM  1.8 

OTHER 

16.0 

*Totol  market  value;  $6  1  billion 
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counting  program.  The  result:  unpre 
dented  price  competition  that's  maki 
Unix  another  word  for  cheap  computii 
Until  now,  what  one  software  exe 
tive  close  to  IBM  describes  as  "ugly  po 
ical  battles"  inside  the  massive  organi 
tion  have  kept  Big  Blue  outwan 
focused  on  higher-profit  proprietary  s 
tems,  such  as  its  AS/400  minicompu 
line.  Indeed,  IBM  peddled  Aix,  its  o 
variation  on  Unix,  halfheartedly.  I 
Unix's  popularity 
spreading  fast  1 
yond  engineers  a 
scientists,  its  origii 
boosters,  and  it's 
coming  the  operati 
system  of  cho: 
among  many  big  I 
customers.  K  m; 
Corp.,  for  instan 
has  begun  replaci 
IBM  minicomput(  jijn 
in  2,500  of 
stores  with  Un 
based  comput< 
from  Unisys  Corp 
With  orders  li 
that  in  the  wind,  I 


l«!  1 

irlier 
k 
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s  decided  lo  draw  the  line.  Il  has  dc- 
ired  AIX  a  "strategic"  product,  signal- 
r  its  intent  to  compete  toe-to-toe  in  all 
lix  markets  on  price  and  function.  The 
al:  conttiin  Sun,  HP,  MIPS  Computer, 
d  other  popular  workstation  suppliers 
lore  they  establish  too  strong  a  foot- 
Id  in  the  far  larger,  more  profitable 
nniercial  market.  Rick  Martin,  an  ana- 
t  al  Prudential-Bache  Securities  Inc., 
)rcls  IBM  to  sell  its  new  machines  at 
ct's  that  are  "extremely  aggressive," 
■II  for  a  cutthroat  business.  He  says 
.1  will  likely  offer  volume  discounts  of 

Id  80%  off  its  list  prices,  as  it  does  in 
i.  And  there's  word  of  attractive 
,de-in  allowances  for  customers  that 
)!ace  competitive  gear  with  the  new 
'1  machines.  IBM  wants  to  prove  that  it 
'dead  serious  about  Unix,"  says  Gary 
(Jagliardi,  president  and  founder  of 
urgen  Software  Inc. 
f  that  sounds  a  bit  desperate,  it  could 

Industry  sources  say  one  big  finan- 
1  services  company  that's  planning  a 
ge  workstation  order  views  IBM's  new 
chine  as  the  "riskiest"  choice,  calling 

latest  version  of  AIX  "unproven." 
/are  of  this.  Sun  has  bid  a  price  high- 

than  IBM's — a  situation  almost  un- 
ird  of  in  data  processing. 

STAMPEDE.  IBM,  in  fact,  will  need 
re  than  a  fast,  cheap  processor  to 
tch  what  analysts  say  is  its  goal  in 
rkstations:  to  capture  one-third  of  the 
rket  by  1992.  In  the  RISC-Unix  arena, 
als  likely  will  leapfrog  each  other  in 
rdware  performance  for  years  to 
ne.  To  do  well,  therefore,  IBM  must 

0  line  up  lots  of  software  developers 
craft  Aix-compatible  programs.  Since 

1  has  kept  AIX  quite  different  from 
ler  versions  of  Unix,  all  variations  on 
&t's  basic  design,  software  companies 
.y  not  stampede  to  Big  Blue's  door. 
BM  may  have  a  trump  card,  though, 
.ndreds  of  industry-specific  programs 
st  for  its  AS/400  minicomputer  and 
!  earlier  System/36  mini,  and  IBM  al- 
idy  has  surprised  observers  by  en- 
•sing  an  independent  software  pack- 
3  that  helps  most  of  those  packages 
1  with  AIX.  More  important,  IBM  re- 
ins the  dominant  supplier  of  main- 
ime  computers,  which  Corporate 
lerica  will  rely  on  for  years.  Over 
le,  IBM  will  be  able  to  play  on  fears 
it,  compared  with  AIX,  rival  versions 
Unix  won't  stay  as  compatible  with 
mainframes.  "It  will  be  easier  for  IBM 
[claim  that  is  true]"  as  both  its  main- 
.mes  and  Unix  evolve,  says  Gagliardi. 
Competitors,  not  surprisingly,  are  say- 
;  that  they  welcome  IBM's  impending 
ih  into  Unix.  It  helps  to  legitimize  the 
.rket,  they  claim.  IBM  won't  comment, 
t  it's  a  good  bet  that  it  has  bigger 
ngs  on  its  mind  than  blessing  markets 
■  others. 

By  John  W.  Verity  in  New  York 
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the  Prince  never  sleeps. 

At  Prince  Hotels,  our  24-hour  room  service  awaits  you  with 
extraordinary  cuisine  and  courtesy,  no  matter  what  hour  you  arrive. 
And  this  is  merely  one  of  the  great  pleasures  you  will  discover  in  the  spirit  of  the  Prince, 
at  more  than  fifty  outstanding  hotels  throughout  lapan  and  around  the  worid 

®  PRINCE  HOTELS 

U  S  A  800-542-8686/CANADA  800-268-7677/NEW  YORK  212-889-5928/LOS  ANGELES  213-689-4800/ 
TORONTO  416-444-2511/VANCOUVER  604-733-3177 


It's  up-to-the-minutc  business  news.  Online  and  in  time 
'4wfe5^  for  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI,Telemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call  - 
us  toll-free  at  1-800-426-0647.  And  get  the  news. 
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GROUND  TO  AIRFONE; 
PREPARE  FOR  HOSTILE  FIRE 


An  FCC  ruling  could  set  off  a  free-for-all  in  the  sky 


It  has  cost  millions  over  the  years  for 
GTE  Airfone  Inc.  to  attract  people 
like  Douglas  Monahan.  Always  en 
route  to  somewhere,  the  sales  vice-presi- 
dent for  Deneba  Software  Corp.  in  Mi- 
ami stiiys  glued  to  the  public  phones  on 
planes,  drumming  up  business.  "I'm  not 
sure  what  I'd  do  without  them,"  he  says. 
He's  obviously  not  alone.  Airfone's 
calling  volume  is  rising  407"  a  year, 
and  the  company  expects  to  turn 
its  first  profit  by  1992.  There's  only 
one  catch:  Just  as  the  business  is 
taking  off,  a  dogfight  for  market 
share  looks  imminent. 

Airfone  dominates  the  market  by 
virtue  of  a  monopoly  granted  in 
1980  by  the  Federal  Communica- 
tions Commission.  But  that  "experi- 
mental" license  expired  on  Dec.  1 
and  has  yet  to  l)e  renewed.  So  sev- 
eral competitors,  including  Airfone 
founder  Jack  Goeken,  who  sold  the 
company  to  GTE  Corp.  in  1986  but 
still  ran  it  until  he  was  forced  out 
last  year,  are  eyeing  the  market  as 
the  FCC  considers  carving  up  Air- 
fone's slice  of  the  airwaves.  The 
agency  should  rule  on  that  by 
April — in  favor  of  the  competition, 
analysts  predict.  Last 
May,  in  fact,  the  FCC 
agreed  to  let  Ameri- 
can Mobile  Satellite 
Corp.  (.-iiMSC),  an  eight- 
company  consortium, 
launch  a  multipurpose 
satellite  that  will  help 
other  companies  in- 
vade Airfone's  turf. 
'SHAKY  GROUND.'  Air- 
fone isn't  rattled  yet. 
"We've  always  expect- 
ed  competition  and 
planned  for  it,"  says 
President  C.  Sumpter 
Logan.  Still,  Airfone 
is   "on   very  shaky 
ground  right  now,"  ac- 
cording to  Melvin  Bar- 
mat  of  Jansky/Barmat  Telecommunica- 
tions Inc.,  a  Washington  consulting  firm. 

It's  clear  why  everyone  wants  in.  The 
number  of  LI.  S.  commercial  planes  with 
phones  has  risen  from  37  in  1984  to  1,200 
last  year,  and  that's  still  just  27%  of  the 


total.  Phones  are  being  added  to  300 
planes  a  year.  Airfone's  projections, 
made  public  in  a  breach-of-contract  suit 
Goeken  filed  against  GTE  a  year  ago, 
show  its  revenues  rising  fourteenfold  by 
1995,  to  $504  million,  turning  last  year's 
$33  million  loss  into  a  $178  million  profit. 
The  key  is  volume,  which  could  be 


1,200 


AIRFONES 
EVERYWHERE 

NUMBER  OF  AIRCRAFT 
WITH  AIRFONES 


GOEKEN  SOLD  AIRFONE  TO  GTE, 
BUT  HE'S  BACK  IN  THE  RACE  WITH 
HIS  IN-FLIGHT  PHONE  CORP. 
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boosted  by  a  75%  in- 
crease in  air  traffic 
the  Air  Transport  As- 
sociation of  America 
sees  over  the  next  de- 
cade. Airfone  already 
is  trying  to  get  vol- 
ume up.  It  has  just  launched  a  90-day 
trial  that  slashes  domestic  rates  50'/'  on 
weekends,  to  $2  for  the  first  minute  and 
$1  a  minute  after  that.  Last  year,  it  of- 
fered American  Airlines  Inc.'s  best  cus- 
tomers three  months  of  calling  for  a  flat 


$50.  It  may  offer  similar  deals  this  yer. 

Airfone  also  is  moving  to  solve  its  In- 
gest problem:  quality.  It  relies  on  a  S5- 
tem  of  80  ground  stations  connectedio 
the  regular  phone  network  that  "h;|d 
off"  calls  to  one  another  as  a  plw 
crosses  the  country  in  much  the  vry 
that  cellular  phone  systems  do.  Tit 
makes  for  difficult  connections  and  ]h 
of  static.  So  now,  Airfone  is  developin(^i 
digital  system,  starting  in  1992,  tit 
should  eliminate  most  interference.  ' 

It  needs  to  hurry.  Washington-bajd 
A.MSC,  whose  members  include  McCW 
Cellular  Communications  Inc.,  plansso 
launch  its  $100  million  satellite  in  Ine 
1993.  That  system  could  provide  far  lit- 
ter transmission  quality.  And  AMSC  ^ffl 
sell  capacity  on  the  satellite,  makingit 
"quite  possible  you  will  see  AT&T,  m 
and  Sprint  providing  service"  f 
1995,    says    George  Tellmai, 
AMSC's  chief  executive.  Meanwhe, 
American  Skycell  Corp.,  a  stari| 
in  Boca  Raton,  Fla.,  has  gotten 
FCC's  go-ahead  to  test  its  cellu 
phone  system  on  flights  betw< 
New  York  and  Washington.  A 
British  Telecom  has  been  test 
its  Skyphone  satellite  service  oi 
few  international  British  Airw; 
flights  since  last  summer. 
DATA  AND  DANISH.  Goeken,  V 
launched    .MCI  Communicatic 
Corp.  before  starting  Airfone 
could  be  a  contender.  His  In-Flij 
Phone  Corp.,  formed  after  he  los 
power  struggle  with  Logan, 
working  on  a  ground-based  dig 
voice  and  data  system.  It  would 
passengers  call  up  stock  quo 
and  news  and  make  hotel  reser 
tions.  Goeken  already  has  a  pre 
type  of  a  screen  that  attaches 
the  back  of  an  airline  seat,  abc 
the  tray  table.  "Airlines  are  re 
excited  by  what  we're  doing," 
says,  adding  that  Dallas  inves 
H.  Ross  Perot  may  back  him. 

GTE  won't  be  a  pushover.  It  si 
Airfone  as  a  key  part  of  its  strs 
gy  to  serve  customers  where' 
they  are  with  pagers,  cellu 
phones,  and  phones  on  trains.  1 
company  has  filed  a  7.5-page  p' 
tion  with  the  FCC  arguing  that  too  m£ 
players  would  both  add  to  its  loss 
which  Goeken  puts  at  $100  million  sii 
1986,  and  clutter  the  airwaves,  hurti 
quality.  Even  if  the  FCC  rejects  th 
arguments,  GTE  has  a  formidable  leac 
and  its  price-cutting  is  buying  custon 
loyalty.  "They're  trying  to  freeze  eve 
one  else  out,"  complains  John  Scar 
president  of  American  Skycell.  If 
FCC  ends  Airfone's  monopoly,  it  n 
have  to  do  a  lot  more  of  that. 

By  Mark  Leicyn  in  Oak  Brook, 
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VUbricing 
Hand-ln-Hand 

With 
he  Environment 
Is  Just  Good 

Business. 


GLOBE  '90-an 
international  meeting  and 
market  place  promoting 
long  term,  practical 
solutions  to  today's 
environmental  challenges. 

The  GLOBE  '90  International  Trade  Fair 
and  (Conference  will  offer  industry, 
government,  business,  international 
lending  institutions,  environmental 
groups  and  the  academic  world  the 
opportunity  to  participate  in  the 
development  of  policies  and  planning 
needed  to  meet  the  environmental 
challenges  of  the  next  decade  and  to 
identify  the  business  opportunities  they 
represent. 

Over  SO  nations  will  be  involved  in  this 
opportunity  to  access  the  products, 
services  and  technology  of  over  500 
exhibitors  and  to  exchange  views  with 
over  400  conference  speakers  like  Dr  Gro 
Harlem  Brundtland,  Chairman  of  the 
World  Commission  on  Environment  and 
Development. 

Find  out  how  you  can  participate  in 
GLOBE  '90.  Find  out  how  your 
organization  can  benefit. 

GLOBE  '90,  it's  a  new  world  of 
opportunities.  Be  there  March  19th  to 
23rd,  Vancouver,  B.C.,  Canada. 

For  registration  or  further  information  fax 
your  questions  tO:  GLOBE  '90  F;ix  Info 
Centre  (604)  681-1049  or  phone  toll  free 
1-800-2684121  Ext.  747 


GLOBE 


Global  Opportunities 

for  Business 

and  the  Environment 


GLOBE  '90  is  a  joint  production  of  Major  Event  Management  Inc  and  the  Government  of  Canada 
with  major  sponsor,^hip  from  the  Province  of  British  Columbia,  EC  Ga.s.  BC  Hydro,  BC  Transit, 
Canadian  Airlines  Internationaf  Delia  Airlines  Im    R'  n  .il  H  ink  i  if  Canada  and  in  co-operation  with 
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DIAMONDS  COULD  BE 
HIGH  TECH'S  BEST  FRIEND 


As  crystal  films,  they  promise  superfast  chips  and  much  more 


In  a  cluttered  lab  at  the  Naval  Re- 
search Laboratory  outside  Washing- 
ton, James  E.  Butler  is  practicing  al- 
chemy. He  is  transforming  swamp  gas — 
methane — into  wafers  of  shimmering  di- 
amond. Unlike  his  medieval  predeces- 
sors, however,  the  chemist  is  well  on  his 
way  to  understanding  a  process  that 
promises  everything  from  tougher  tools 
to  revolutionary  electronic  devices. 

The  idea  of  making  synthetic 
diamond  films  is  not  new,  but  it 
wasn't  until  the  mid-1980s,  nearly 
a  decade  after  the  Soviets  made  a 
breakthrough,  that  intensive  re- 
search began  in  the  U.  S.  Now, 
even  Butler  is  surprised  at  the 
progress  being  made.  A  few 
months  ago,  he  was  sure  it  would 
be  some  time  before  researchers 
would  be  able  to  make  diamond 
films  without  wrinkled  surfaces, 
a  key  step  toward  using  them  to 
fabricate  the  next  generation  of 
silicon  semiconductors.  Two 
weeks  later,  a  scientist  at  kp 
America  Inc.  sent  him  samples  of 
the  elusive  films.  "We  were  hop- 
ing to  solve  these  problems  two 
years  from  now,"  says  Butler. 
"But  here  is  the  answer  already." 
MULTIFACETED.  The  nascent  tech- 
nology of  diamond  films  is  finally 
beginning  to  live  up  to  its  prom- 
ise. So  far,  the  only  products  on 
the  market  are  a  tiny  X-ray  win- 
dow for  electron  microscopes 
made  by  a  small  startup  called 
Crystallume  in  Menlo  Park,  Calif., 
a  handful  of  Japanese  industrial 
tools,  and  stereo  speakers  that 
use  diamond-coated  tweeters 
made  by  Sumitomo  Electric  In- 
dustries Ltd.  for  deep-pocketed 
audiophiles.  But  this  year,  says 
Dennis  Williams  of  Genasystems, 
a  joint  venture  between  General 
Electric  and  Asahi  Diamond  In- 
dustries, "a  lot  of  people  are  rac- 
ing to  be  first  out  with  products." 

Genasystems,  for  example,  is  in 
the  final  stages  of  testing  proto- 
types of  bearings,  drills,  and  oth- 
er diamond-coated  tools.  Crystal- 
lume and  Air  Products  &  Chemi- 
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cals  Inc.  in  Allentown,  Pa.,  expect  to 
market  diamond  heat  sinks  for  hot-run- 
ning, high-power  electronics.  Norton  Co. 
is  building  production  plants  to  make  di- 
amond-coated cutting  tools.  And  in  Ja- 
pan, Sumitomo  and  others  are  fabricat- 
ing everything  from  machine  tools  to 
diamond-coated  lenses.  "If  there  aren't 
any  companies  making  money  yet,  they 
should  be  darned  close,"  savs  Jeffrey  T. 
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f  INDING  USES  FOR  DIAMOND  FlilWS 

►  Optical  windows  for  X-rays  and  infrared  light 

►  High-frequency  speakers  for  stereo  systems 

►  Abrasion-resistant  drills  and  other  cutting  tools 

►  Unlubricated  low-friction  bearings 

►  Heat  sinks  for  high-power  electronic  systems 

►  Superfast  diamond  integrated  circuits 


Glass,  professor  of  materials  science 
North  Carolina  State  University. 

Meanwhile,  scientists  have  their  sigl 
trained  on  more  exotic  game:  high-spi 
electronic  circuits  made  of  diamond, 
stead  of  silicon  or  gallium  arsenide. 
Research  Triangle  Institute  (RTI) 
North  Carolina,  Robert  J.  Markunas  IJliMiis 
added  other  elements  to  diamond  fil 
creating  both  the  electron  "holes"  s 
electron  sources  needed  to  fashion  v 
satile  semiconductors.  With  Michael  G 
of  Massachusetts  Institute  of  Techr 
ogy's  Lincoln  Labs,  he  expects  to  buil( 
practical  diamond  transistor  witl 
months.  "This  year,  we  are  going 
have  diamond  devices,"  says  Markun.  ffife. 
BEST  OF  EVERYTHING.  In  fact,  resear 
ers  at  Sumitomo  have  already  built  s: 
pie  transistors  and  light-emitting  diod 
"Once  we  have  better  ways  to  depc 
the  film,  we'll  be  able  to  do  incredi 

things,"  says  Naoji  Fujimc  ;*t}ie[ 
head  of  Sumitomo's  electro 
materials  department. 

Diamond's  outstanding  qu; 
ties  are  behind  all  the  exciteme 
"Look  at  almost  any  proper 
and  you  find  that  diamond  sits 
the  extreme — it's  the  best 
highest  or  lowest,"  .says  Butl 
Harder  than  any  other  known  r 
terial  and  as  slippery  as  Tefl 
diamond  is  ideal  for  coating  b 
bearings,  turbine  blades,  and 
business  edge  of  scalpels.  H( 
flows  through  diamond  in  a  fla 
and  it  is  both  transparent  to  lij 
and  a  magnificent  electrical  in; 
lator.  Yet  when  laced  with 
right  impurities,  diamond  is  a  b 
ter  semiconductor  than  silio 
"Diamond  will  render  silicon 
solete,"  predicts  Russell  Seitz, 
technology  assessment  expert 
Cambridge,  Mass. 

So  it's  not  surprising  that  e\ 
staid  scientists  caught  the  c 
mond  bug  when  thin  films  bu 
onto  the  scene  in  1985.  Previo 
ly,  the  Soviets  and  a  few  U 
scientists  had  been  tinkering  w 
a  method  called  chemical  vaj 
deposition  iCVD).  A  carbon-ci 
taining  substance,  such  as  me 
ane,  is  heated  to  about  40( 
When  the  vapor  is  concentral 
enough,  crystals  begin  to  foi 
The  problem  was  that  the  mat( 
al  produced  was  largely  worthl( 
graphite — what  pencil  leads 
made  of — not  crystalline  diamoi 
But  when  Soviet  research^ 
added  hydrogen  gas  to  the  vap 
the  results  dramatically  i 
proved.  Yoichiro  Sato  of  Japa 
National  Institute  for  Research] 
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PENN  STATE'S  MESSIER  WITH  ENLARGED  MICROPHOTOGRAPH 
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|)rg;uiie  Malerials  learned  of  the  ad- 
ice  in  the  late  1970s  and  quickly  repli- 
■  ed  the  findinf^s.  Then  11.  S.  scientists 
i  \  wind  of  l)()th  the  Japanese  and  Sovi- 
work.  A  half-dozen  labs  found  emer- 
icy  funding?  from  the  Defense  Dept.'s 
•  ategic   Defense  Initiative — and  the 
e  was  on. 

■  }y  1986,  scientists  had  prog-ressed 
m  making  black  flakes  to  producing 
i:  tly  transparent  films.  "We  said,  'Hey, 

I  ■  can  do  it!'  "  recalls  Russell  F.  Messi- 
;  director  of  Pennsylvania  State  Uni- 
e  sity's  diamond  program,  a  leading 
t  3.  center  of  diamond  film  research. 
K  L  both  scientists  and  the  press  were 
J  seduced  by  diamond's  sparkle  that 
i:  y  expected  too  much,  too  soon. 

eas  didn't  pan  out,  processes  did  not 
i  terialize,"  says  Dwight  Duston,  direc- 
(  of  SDl's  Office  of  Innovative  Science 

II  Technology. 

If  t  took  several  years  of  hard  work  to 
)i  rcome  those  problems.  Now,  several 
i  'erent  processes,  including  one  using 
)i  acetylene  torch,  are  producing  dia- 
lE  id  films  of  glittering  purity.  Scien- 

s  are  even  closing  in  on  what  Butler 
a  s  the  Holy  Grail  of  diamond  film: 
;ii  iting  from  a  single  crystal  the  large 
rt  ifers"  from  which  semiconductor 

)S  are  cut. 

iiENCE  FICTION.'  So  far,  researchers 
:le    fashion  single-crystal  films  on  ex- 

III  sive  diamond  substrates.  But  getting 
1(1  wn  atoms  to  line  up  in  precisely  the 
\  it  way  on  other  substrates,  such  as 
t!  :on,  is  not  so  easy.  At  RTI,  for  in- 
!e  ice,  Markunas  is  trying  to  deposit  a 
a;  ^le  layer  of  carbon  atoms,  then  intro- 
ig  e  fluorine  atoms  to  force  the  carbon 
US  ;r  into  a  diamond  crystal  configura- 
tl  .  Then  he  plans  to  remove  the  fluo- 
b)  :  and  deposit  another  layer  of  carbon, 
coi  ithing  we've  seen  so  far  shows  it 
f  't  be  done,"  he  says. 

,z,,  lot  everyone  is  quite  so  sanguine, 
■t  /erful  circuits  fashioned  of  diamond 
"pure  science  fiction,"  scoffs  physi- 
evi  Alan  T.  Collins  of  King's  College  in 
4  don.  Still,  some  analysts  peg  the 
iiii  'ket  for  diamond-film  semiconductors 
ioi  54  billion  to  an  enormous  $16  billion 
[,  the  late  1990s. 

t  he  Japanese  apparently  have  little 
ap  bt  that  the  market  is  substantial. 
^  3  are  being  outspent  10  to  1,"  says 
iiei  iz.  "I'm  afraid  Japan  is  prepared  to 
i  ;h  us  another  lesson."  A  number  of 
fal  ).  companies  have  formed  joint  ven- 
'or  ;s  to  tap  into  Japanese  expertise.  But 
at!  le  Japan  may  be  first  with  first-gen- 
hk  ;ion  products,  says  North  Carolina 
: !  :e's  Glass,  "the  U.  S.  is  a  bit  ahead 
iioi  ntifically."  Of  course,  that  could 
til!  tige.  Nothing — not  even  a  diamond — 
a[i  orever. 

i:  By  John  Carey  in  Washington,  Gary 
pa  Williams  in  Boston,  and  Neil  Gross  in 
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/      '/  /:now  doctor,  ever 
since  we've  made  this  acquisition, 
I've  been  seeing  double!! 


If  your  company  has  some  equipment  or  excess 
inventory  it  doesn't  need  anymore,  call  EAL.  We'll  turn 
your  tax  deductible  donation  into  scholarships  for 
needy  students,  and  supplies  for  worthy  colleges. 

Educational  Assistance  Ltd  Phone  (312)  690-0010,  or 
write  P.O.  Box  3021,  Glen  Ellyn,  IL  60138. 
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'^We  talked  about  getting  a 
midrange  computer  but  wondera 

^Is  this  the  end  of  our  PCs?' 
Tiims  out  it  was  just  the  begi 


With  an  IBM  AS/400 
your  PCs,  and  everything 
else,  can  work  better. 


\()U  can  run  a  whole  l)usi- 
ncss  on  personal  computers,  and 
maybe  you  do. 

But  as  PCs  help  vour 
company  j2;row.  it  s  also  possible 
to  outgrow  them.  Or  at  least,  to 


outflow  what  I*(-s  alone  can  do. 

rhat's  when  the  affordable 
IBM  Application  System/400  ' 
becomes  a  logical  next  step. 

The  AS/lOO  is  a  midrange 
( ompiiter  that  starts  for  as  little 
as  $25,000  and  lets  you  make 
choices  now — about  things  like 
software,  connectivity  and  power 
— that  won  t  fence  you  in  later. 


Over  5.000  aj)|)lication!- 
run  on  the  AS/400,  and  they 
were  designed  for  solving  spe 
business  problems. 

So  if  you're  an  autopart^ 
dealer,  you  can  find  software  ^ 
created  for  autoparts  dealers. 
Ditto  for  law  firms,  grocery 
stores,  travel  agencies  and  so 

Also,  the  AS/400  was 


Si  1990  IBM  Corpordtioii  IBM  and  400  aie  registered  trademarks,  and  Application  Sy5tem/400  and  AS/400  are  trademarks  of  IBf 


only  work  with  an  AS/400,  they'll 
be  improved  by  it.  With  PCs  as 
terminals,  you  get  PC  and  AS/400 
power  combined,  and  your  PCs 
can  communicate  easily  with  all 
the  other  AS/400  terminals. 

But  first,  communicate 
with  us.  To  learn   —  — — ^  — —  — 

800-365-4IBM.  ^i^^TS: 
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If  you're  on  the  firing  line, 
you  need  Dow  Jones  online. 


People  are  counting  on  you. 

Relying  on  your  speed.  Your  smarts.  Your 
information. 

Feel  the  heat?  Not  when  you're  online  with 
Dow  Jones  News/Retrieval-the  business  news 
and  information  service  from  the  publisher 
of  Tlie  Wall  Street  Journal,  Dow  Jones  & 
Company  Inc. 

With  News/Retrieval  it's  easy  to  saeen  sales 
prospects,  identify  acquisition  candidates  and 
research  competitors.  Stay  ahead  of  events 
and  track  fast-breaking  situations  like  never 
before.  Spot  the  trends  that  signal  opportunity. 
Spark  new  ideas,  develop  incisive  strategic 
plans,  or  compile  a  wealth  of  financial  data  to 
give  yourself  a  unique  information  advantage. 

Only  News/ Retrieval  gives  you  news  just 
seconds  after  it  hits  the  Dow  Jones  news- 
wires;  exclusive  access  to  the  fuO  text  of  Tlie 
Wall  Street  journal,  and  fingertip  access  to 
information  from  over  185  publications,  in- 
cluding/t)/tu/?e,  Forbes  and  Business  Week; 
D&B  reports;  detailed  profiles  of  over  5,000 
companies;  and  more-to  help  you  make 
cool,  confident  decisions. 

Online  has  never  been  easier-one  service 
even  lets  vou  enter  search  commands  in 
plain  English! 

Discover  how  easy  it  is  on  the  firing  line 
when  you're  online  with  News/Retrieval. 
R)r  more  information  or  to  order  now 
($29.95  includes  3  free*  hours),  call  today 

1-800-225-3170,  Ext  664. 

Dow  Jones 
News/Retrieval 

Online  with  business. 


'Offer  expires  January  31,  1991,  New  domestic  and  Canadian  subscribers  only.  Free  time  is  per  account  and  must  be  used  within  30  days  of  receipt  of  passwords 
Some  services  have  special  charges  that  are  excluded  from  the  free  time  otter.  ©  1989  Dow  Jones  &  Company,  Inc.  All  rights  reserved 
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;ADY,AIM,  BLASTOFF:  THIS 
NNON  MAY  LAUNCH  SATELLITES 


he  space  age  dawned  with  rockets  blasting  payloads  into 
orbit.  But  the  next-generation  booster  may  be  a  gun.  Scien- 
1  at  Sandia  National  Laboratories  are  working  on  an  elec- 
nagnetic  cannon  that  could  literally  shoot  payloads  into 
;e.  It  would  generate  a  wave  of  electromagnetic  force  with 
igh  energy  to  hurl  a  projectile — a  satellite  and  a  small 
:et  motor — above  the  earth's  atmosphere.  There,  the  rocket 
Id  ignite,  boosting  the  satellite  into  low-earth  orbit, 
tie  payloads  would  have  to  be  small,  about  500  pounds,  and 
to  withstand  nigh  rates  of  acceleration.  Nonetheless, 
■re  would  be  a  cost  advantage,"  says  M.  Bill  Cowan,  man- 
r  of  Sandia's  Advanced  Energy  Conversion  Systems  Dept. 

launcher  could  be  reloaded  quickly,  firing  off  satellites  at 
linute  intervals.  That  should  appeal  to  the  Pentagon.  On 
commercial  side,  Miles  R.  Palmer,  senior  scientist  at  Sci- 
;  Applications  International  Corp.,  envisions  launching 
11,  mass-produced  communications  satellites.  Even  though 

satellites  wouldn't  last  as  long.  Palmer  says  that  this 
'oach  would  be  less  expensive. 


flBBLE  MEMORIES 

RETCH  TOWARD  A  COMEBACK 


lemember  bubble  memories?  This  technology  created  quite 
I  a  stir  in  the  early  1970s.  It  promised  computer  memory 
s  that  wouldn't  get  amnesia  when  the  power  was  shut  off. 
data  would  be  preserved  as  tiny  spherical  "domains" 
lin  a  magnetic  coating  on  garnet-based  chips.  But  the 
nology  proved  very  costly  and  didn't  keep  up  with  the 
•-increasing  densities  and  speeds  of  other  storage  methods, 
ay,  almost  all  of  this  research  has  shifted  to  Japan, 
ow,  Magnesys  Inc.,  one  of  the  U.  S.  survivors,  hopes  to 
ve  bubble's  potential.  The  little  Santa  Clara  (Calif.)  compa- 
s  racing  such  giants  as  Fujitsu  Ltd.  and  Hitachi  Ltd.  to 
ilop  a  new  three-dimensional  technique  that  could  leapfrog 
performance  of  dynamic  random-access  memories  (DR.^.Ms). 
magnetically  stretching  the  fat  bubbles  into  skinny,  string- 
shapes,  they  aim  to  create  chips  that  can  hold  billions  of 
of  data,  or  1,000  times  more  than  the  latest  DRAMs.  Mag- 
ics hopes  to  unveil  its  first  prototypes  in  1992. 


SUPERSHARP  SLEUTH  FOR 
TCHING  CROOKS  IN  THE  ACT 


rime  could  soon  pay  a  lot  less,  thanks  to  technology  being 
developed  at  the  University  of  Rochester  that  can  "un- 
"  details  in  blurry  photos.  With  it,  the  indiscernible  faces 
rooks  fleeing  a  robbery  or  the  license  plates  of  speeding 
iway  cars  can  often  be  transformed  into  sharp  images.  The 
,  says  A.  Murat  Tekalp,  an  assistant  professor  of  electrical 
ineering,  is  a  whole  new  approach  to  image  enhancement — 
one  that  can  be  handled  by  a  modified  personal  computer. 


Traditional  image-enhancement  methods  are  based  on  ana- 
lyses of  a  negative's  density,  or  how  many  silver-halide  parti- 
cles are  left  after  developing  the  film.  But  if  the  picture  is 
blurred  because  the  subject  or  the  camera  was  moving,  this 
doesn't  always  help  much.  So  Tekalp  has  developed  a  mathe- 
matical algorithm  based  on  the  relationship  of  the  light  reflect- 
ing from  the  same  spot  on  the  subject  at  different  points 
within  the  blur.  The  National  Institute  of  Justice,  the  Justice 
Dept.'s  research  branch,  has  funded  his  work  so  far.  Tekalp 
hopes  it  will  now  cough  up  the  money  to  apply  his  technique  to 
videotape  to  sharpen  images  from  video  cameras  in  banks. 


WILL  COMPUTERS  SOON  RUN 
AT  THE  SPEED  OF  LIGHT? 


On  Jan.  29,  AT&T  Bell  Laboratories  unveiled  the  first  inte- 
grated optical  processor,  a  development  that  may  come  to 
rank  with  the  transistor  and  the  integrated  circuit.  The  optical 
processor  does  basically  what  today's  microprocessors  do — but 
uses  light  in  place  of  electrical  signals.  It  lays  the  foundation 
for  a  revolution  that  will  produce  computers  thousands  of 
times  faster  than  anything  around  today,  says  Alan  Huang, 
head  of  optical  computing  at  Bell  Labs.  Perfecting  the  "opto- 
chips"  needed  for  that  will  take  a  decade  or  more,  however. 

Meanwhile,  Huang  believes  that  optics  will  quickly  begin 
showing  up  in  hybrid  computers.  By  1995,  he  predicts,  new 
supercomputers  and  the  computerized  switches  used  in  tele- 
phone systems  will  be  207'^  to  30'/'  optical.  For  computer  engi- 
neers, the  main  appeal  of  optics  is  simplicity.  Every  microchip 
has  scores  of  "wires"  coming  out,  so  the  chips  have  to  be 
spaced  far  enough  apart  for  these  wires  not  to  cross  and 
short-circuit.  In  the  microelectronics  realm,  those  separations 
are  vast  gulfs.  Chips  can  compute  faster  than  the  results  can 
be  whisked  to  another  chip.  But  laser  beams  can  cross  paths 
without  shorting  out.  Relaying  chip-to-chip  signals  via  lasers 
means  that  chips  can  be  clustered  into  less  space,  reducing 
travel  time  and  thus  improving  computing  speeds. 


BANISHING  GHASTLY  MUSIC 
FROM  YOUR  CAR  RADIO 


It  never  fails:  Just  as 
you  settle  into  a 
road  trip,  your  favor- 
ite FM  station  fades 
into  static — and  you're 
reduced  to  forever 
scanning  for  some- 
thing other  than  coun- 
try and  western.  Pana- 
sonic Co.  hopes  to 
change  that  with  its 
new  Technics  car  au- 
dio system.  It  scans 
the  dial  only  for  the 
music  you  want.  Press 
the  classical  button,  for  example,  and  it  seeks  out  the  six 
strongest  signals  from  stations  with  classical  programming. 

Panasonic  has  programmed  the  memory  of  the  $800  radio- 
cassette  deck  with  the  musical  formats  of  close  to  10,000  radio 
stations  in  5,000  cities — all  the  stations  that  broadcast  with 
more  than  one  kilowatt  of  power.  Every  60  miles  or  so,  you 
have  to  hit  a  button  to  tell  the  system  which  city  you're  near. 
If  no  classical  stations  are  around,  you  can  either  use  it  like  a 
conventional  radio  or  choose  another  format:  talk,  easy  listen- 
ing, rock,  or  jazz.  Or — what  the  heck — country  and  western. 
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^We  neeikdsometiiin 
between  Fbrd's 
and  Taurus.  Tliot^iufa/ 
we  called  Chetmlet J'  . 


THE 


If  you  can't  find  exactly  the  right  fit  for  your  fleet,  call  on  Chevrolet. 
We  have  cars  nobody  else  has.  Case  in  point:  our  1990  Corsica. 

?  Because  it's  a  mid-size  just  like  Ihurus,  Corsica  gives  you  much 
more  room  than  the  compact  Tempo.  There's  an  available  V6 
(unavailable  in  Tbmpo),  there's  even  a  Corsica  Hatchback  to  fit  the 
need  for  a  wa^oh.  Yet  Corsica's  priced  hundreds  less  than  Tkurus,* 
especially  ideal  should  you  be  looking  to  downsize  your  dollars 
without  giving  up  room  and  comfort. 

Call  Chevrolet  Fleet  Sales,  1-800-248-2897.  For  big  cars,  small 
cars,  as  well  as  those  exactly  right  in  the  middle,  nobody  h^s  as 
mudi  to  offer  your  fleet  as  we  do. 


Qm     Ghevrolcl.  the  Clieyroiet  pmhicm  and  Corsica  are  registerti)  trademarks  ol  the  CM  Corp.  C>I98fH.;M  Corp. 
I    Let  s  det  it  together.. .bucl<le  un.   'ConiDarison  ba.sed  on  M. S.K.I'.  Levels  ol  euiiinment  niav  vary. 


All  Ki(!hts  Kesenvd. 
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ersonal  Business 


EDITED  BY  PETER  FINCH 


BUY?  SELL?  THINK  FAST 
OR  USE  A  MARKET  TIMER 


With  the  market 
seemingly  on  the 
verge  of  collapse 
one  day  and  then  rebounding 
the  next,  it's  hard  to  know 
where  to  put  your  money. 
Should  you  play  it  safe  and 
stay  out  altogether,  or  could 
this  be  a  buying  opportunity? 
Enter  the  professional  market 
timers,  also  known  as  switch- 
ers because  they  quickly  hop 
between  mutual  funds  and 
money  market  accounts.  They 
will  gladly  tell  you  what's 
ahead  for  the  Dow.  And  some 
of  them  might  actually  be 
right. 


Market  timing  services  for 
individual  investors  fall  into 
two  classes:  gurus  who  pub- 
lish newsletters  filled  with 
predictions,  and  money  man- 
agers who  use  timing  strate- 
gies but  don't  produce  fre- 
quent bulletins.  Most  major 
brokerage  houses  also  have 
their  own  timers,  such  as 
Robert  Farrell  of  Merrill 
Lynch  and  Elaine  Garzarelli 
of  Shearson  Lehman  Hutton. 
Their  advice  is  widely  fol- 
lowed, but  is  mainly  aimed  at 
institutional  clients. 

Some  experts  wouldn't  give 
timers  the  time  of  day.  They 


argue  that  trying  to  gauge 
the  market's  movement — as 
opposed  to  picking  individual 
stocks — is  fundamentally  a 
mistake.  "The  market  is  made 
up  of  over  20,000  stocks," 
says  one  New  York  money 
manager.  "Why  would  you 
bet  on  the  overall  market  if 
you  can  make  money  on  a  sin- 
gle situation?" 

KEEPING  TRACK.  Newsletters 
are  the  least  expensive  way  to 
get  timing  advice.  Subscrip- 
tions rarely  cost  more  than 
$200  a  year.  In  four  or  five 
pages,  these  publications  typi- 
cally sum  up  what  has  hap- 


pened since  the  last  issue,  (I 
various   market  indicate! 
they  consider  important,  £1 
tell  readers  where  to  put  thj 
money  for  the  short  teil 
Many  publishers  also  offer 
hour  hotlines   and  perso| 
consulting.  Newsletters  hi 
become  so  popular  that  th(j 
are  now  two  newsletters  til 
track  their  performance: 
bert  Finavcial  Digest  in 
exandria,  Va.,  and  Timer  J 
gest  in  Greenwich,  Conn. 

Market-timer  money  m!| 
agers,  on  the  other  hand, 
the   trading  for  you.  Th 
charge,  on  average,  1%  to 
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THE  TOP  MARKET  TIMERS 


ortfolio  value.  Many,  such 
R.  M.  Leary  in  Denver, 
ig/ Avatar  Trend  Timing 
ew  Yori<;,  and  Ganz  Capi- 
in  North  Miami  Beach, 

require  minimum  invest- 
ts  of  $100,000  or  more. 

that's  not  necessarily  a 
sure  of  quality.  Lincoln 
stment  Planning  in  Wyn- 
,  Pa.,  which  Portland 
;.)-based  Moniresearch 
;s  as  a  top  performer,  al- 
.  investors  to  put  as  little 
2,000  in  some  funds, 
mers  usually  make  their 
casts  by  plugging  30  to  60 
cators  into  proprietary 
puter  models,  which  then 

out  "buy,"  "sell,"  or 
d"  signals.  Typical  indica- 

include  interest  rates,  in- 
r  buying  and  selling,  big 
k  trades,  the  advance/de- 

average,  52-week  highs 
lows,  and  200-day  moving 
•ages,  along  with  other 
>ly  available  information, 
ther  market  timers  look 
)nd  the  obvious.  Peter  El- 
s,  a  former  nightclub  pi- 
player  who  edits  the  Los 


Annuolized  rotes  of  return 

1  Yr. 

3Yrs. 

SYrs. 

MONEY  MANAGERS 

FINANCIAL  SERVICES  ADVISORY 

30.2% 

20.1% 

20.7% 

LINCOLN  INVESTMENT  PUNNING 

12.2 

18.9 

19.5 

R.  M.  LEARY  &  CO. 

28.6 

18.0 

18.2 

AK  ADVISORY  SERVICES 

6.6 

12.9 

16.2 

LOWRY  MANAGEMENT  CORP. 

23.2 

17.8 

16.2 

NEWSLETTERS 

MARKCTARIAH  LETTER 

10.2 

15.6 

18.8 

ELLIOTT  WAVE  THEORIST 

-7.3 

14.2 

17.7 

INDICATOR  DIGEST 

20.4 

21.1 

17.3 

STOCKMARKET  CYCLES 

11.3 

12.9 

16.7 

SYSTEMS  AMD  FORECASTS 

23.6 

17.4 

16.0 

DATA:  MONIRESEARCH  CORPORATION;  HULBERT  FINANCIAL  DIGEST;  BW 

Angeles-based  Stockmarket 
Cycles,  uses  some  indicators 
that  are  loosely  based  on  the 
laws  of  astronomy  and  phys- 
ics. Don't  laugh — Stockmar- 
ket Cycles  has  been  one  of 
the  top  performers  over  the 
past  five  years. 
MISFIRES.  Some  timers  have 
made  their  clients  a  bundle. 
Robert  Prechter's  Gainesville 
(Ga.)  newsletter,  Elliott  Wave 
Theorist,  urged  readers  to 
put  their  money  into  equities 


for  most  of  the  1980s.  During 
that  time,  the  Dow  Jones  av- 
erage more  than  tripled.  Joe 
Granville,  who  publishes 
Granville  Market  Letter  out 
of  Kansas  City,  Mo.,  urged 
his  subscribers  to  go  lb7(  into 
cash  last  August.  The  tipoff 
that  a  downturn  was  immi- 
nent: He  felt  that  the  ratio  of 
stocks  reaching  new  highs  to 
stocks  hitting  new  lows  had 
peaked.  He  also  foresaw  the 
collapse  of  the  UAL  buyout. 


and  investors  who  heeded  his 
advice  gained  1,198%  on  their 
options  portfolios  last  year. 

But  even  the  best  crystal 
ball  can  fog  up.  Granville  was 
bearish  for  most  of  the  1980s, 
which  saddled  him  with  a  de- 
cidedly mediocre  performance 
until  last  year.  And  Prechter 
fans  missed  out  on  the  1987- 
89  runup  in  the  Dow  because 
he  turned  bearish  after  the 
1987  market  crash.  Investors 
should  also  remember  that 
timing  services  can  lose  their 
luster  when  a  star  timer  de- 
parts. Marketarian  ranked 
among  the  top  timers  for 
years,  but  CEO  Lynn  Elgert 
left  in  June  to  start  his  own 
firm  in  Lincoln,  Neb.  How 
Marketarian  fares  without 
him  remains  to  be  seen. 

These  days,  there  is  little 
dispute  among  timers  about 
the  short-term  outlook:  ex- 
treme bearishness.  Most  have 
cut  their  equity  exposure  to 
25%  or  less.  They  like  gold 
stocks  and  cash  equivalents. 
Are  they  right?  Just  watch 
the  ticker.  Laura  Zinn 


What's  In 

'lE  MANY 
I  .EASURES  OF 
:  NGLE  MALTS 


^  mericans  may  be 
^  drinking  far  less  whis- 
ky  these  days,  but  not 
■n  it  comes  to  single-malt 
ijiies.  Unhke  big  blended 

Ills  such  as  Dewar's  and 
.as  Regal,  they  are  the 
liict  of  a  single  distillery, 
luugh  malts  cost  at  least 

more,  their  distinctive  fla- 
5  make  them  worth  it. 
lalt  whiskies  vary  widely 
:aste  but  can  be  grouped 
I  four  regional  varieties. 
:  most  popular  brands,  in- 
ding  Glenfiddich,  come 
n  the  Highlands  of  Scot- 
1.  They  tend  to  be  richer 
1  heavier-tasting  than 
ided  Scotch.  Two  lesser- 
'Wn  but  very  worthy  High- 
ds  include  the  slightly 
oky  Cragganmore  and 
kwood,  a  smooth  classic, 
'ar  more  hearty  are  whis- 


kies from  the  remote  south- 
west isle  of  Islay.  The  lightest 
malts  come  from  the  Scottish 
Lowlands.  And  those  from 
the  Campbeltown  peninsula 
west  of  Glasgow,  such  as  the 
elegant  Springbank,  have  a 
slightly  sweet  flavor. 

Why  malts  vary  so  much  is 
the  subject  of  endless  de- 
bate— and  much  balo- 
ney. One  easily  tast- 
ed difference  is  the 
fuel  used  to  heat  the 
barley.  On  Islay, 
most  distilleries  burn 
peat,  imparting  an 
earthy  odor  to  such 
brands  as  Laphroaig 
and  Lagavulin.  These 
may  be  a  bit  hearty 
for  some,  but  con- 
noisseurs swear  by 
them.  On  the  Orkney 
Islands  in  the  north, 
burning  heather 
gives  the  Highland 
Park  brand  a  pleas- 
ant smoky  flavor. 
Other  fine  earthy 
malts  include  Oban 
and  Talisker. 

The  barrel  used  for 
aging  is  another  key 
factor.  Most  malts 


are  aged  in  American-oak  bar- 
rels, but  there's  a  trend  to- 
ward old  sherry  casks,  which 
yield  malts  that  are  often 
sweeter  than  those  from  the 
Campbeltown  region.  Glenfar- 
clas  is  aged  in  a  mixture  of 
the  two  types  of  casks,  result- 
ing in  a  rich,  heady  taste  that 
makes  it  a  favorite  Highland 
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brand.  The  popular  Macallan 
brand  is  aged  only  in  sherry 
casks.  While  Macallan  has 
won  many  awards,  some  dev- 
otees believe  the  sherry 
drowns  out  other  flavors. 
NO  ROCKS.  Some  contend  that 
a  malt's  age  is  vitally  impor- 
tant to  its  taste.  That's  true — 
up  to  a  point.  "Malt  is  at  its 
best  from  12  to  16 
years  old,"  says 
whisky-tasting  ex- 
pert Wallace  Milroy. 
He  calls  the  pricey 
25-  and  30-year-old 
brands  "purely  snob 
status  symbols." 

The  definitive  tast- 
ing guide,  with  de- 
scriptions of  every 
brand,  is  Milroy's 
Malt  Whisky  Alma- 
nac. Rare  to  obtain 
in  the  U.  S.,  it's  avail- 
able from  Keepers  of 
the  Quaich  in  Britain 
(Oil  44-494-670035). 
One  last  tip:  Afficio- 
nados  drink  their 
dram  of  whisky  with 
a  splash  of  water — 
but  never  on  the 
rocks. 

Mark  Maremont 
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Education 

HIRED  GUNS 
FOR  THE 

COLLEGE-BOUND 


Your  genius  offspring 
should  be  the  perfect 
college  applicant.  She 
took  prep  courses  for  the 
Scholastic  Aptitude  Test, 
played  point  guard  on  the  bas- 
ketball team,  and  bred  pan- 
das. But  still  you  wonder: 
What  if  she  doesn't  get  into 
the  college  of  her  dreams? 

It  may  be  time  to  call  in  the 
ultimate  weapon — the  college 
consultant.  For  $1,000  to 
$2,000,  these  advisers  counsel 
students  on  how  and  where  to 
apply.  Thousands  of  parents, 
desperate  to  give  their  kids  an 
edge,  are  using  them.  You 
can  locate  one  through  the  In- 
dependent Educational  Con- 
sultants Assn.  (508  477-2127) 
or  the  National  Association  of 
College  Admission  Counselors 
(703  836-2222). 

Many  college  consultants 


are  former  admissions  offi- 
cers who  know  the  ropes 
from  the  inside.  They  meet 
with  students  and  their  fam- 
ilies to  discuss  not  only 
grades,  test  scores,  and  aca- 
demic interests  but  also  per- 
sonal goals  and  needs. 
Advisers  say  they  can  pro- 


vide more  help  than  high- 
school  counselors  because 
they  spend  several  weeks  a 
year  traveling  to  campuses 
and  meeting  with  admissions 
deans  at  professional  confer- 
ences. This  helps  them  refer 
students  to  excellent  but  low- 
profile  schools  that  applicants 


might  otherwise  ignore.  St 
Hicks,  a  Lakewood  {Co\ 
high  school  senior,  says  sis 
the  seven  colleges  to  wY 
he's  applying  were  suggesS 
by  consultant  Steven  Ant|i- 
off.  "I  probably  would  h^e 
applied  just  to  places  1* 
Princeton   that   I   know  * 
name,"  Hicks  concedes.  ; 
NO  CLOUT.  Don't  expect  ck- 
sultants    to    pull  strinjj 
though.  In  fact,  their  effc 
can  even  backfire:  "Wheii 
letter   from   a  consultJ 
comes  in,  we  put  a  slj 
through  it  and  stamp 
word   'ignore'   on   it,"  si 
Bruce  Poch,  admissions  did 
tor  at  Pomona  College.  Thq 
why  credible  consultants 
phasize  their  role  as  advis^ 
not  advocates. 

Some  admissions  officl 
are  wary  of  the  whole  ic 
They  say  the  consultant's 
would  be  better  spent 
some  popular  college  guil 
or  on  plane  tickets  for  camj 
visits.  Perhaps.  But  with 
angst  surrounding  the  adr 
sions  scene  today,  spend! 
an  extra  thousand  dollars! 
so  is  the  least  of  many 
ents'  concerns.       Peter  Hi 


unicipal  bonds  may  be 
ifree  from  federal  tax- 
es, but  they  aren't  exempt 
from  downturns  in  the  econ- 
omy. That's  the  painful  les- 
son learned  by  many  muni 
investors  in  the  past  couple 
of  years. 

Bonds  backed  by  real  es- 
tate are  a  prime  example. 
Moody's  Investors  Service 
and  Standard  &  Poor's  re- 
cently released  their  1989 
scorecards  for  different  issu- 
ers of  tax-exempt  bonds,  and 
real  estate-backed  issues 
fared  among  the  worst.  S&P 
downgraded  33  housing  bond 
issues  while  upgrading  only 
23.  The  year  before  was  even 
worse:  It  downgraded  122  is- 
sues and  upgraded  just  5. 
HARD  TIMES.  Downgradings 
by  credit  rating  agencies 
usually  mean  the  bonds  lose 
value.  Consider  the  Housing 
Finance  Authority  of 
Broward  County  Florida. 
During  the  high-interest 
times  of  1985,  the  authority 
issued  zero-coupon  bonds 


Smart  Money 

SWINGS  THAT  CAN  MAKE  EVEN 
MUNIS  LOSE  THEIR  BALANCE 


with  a  10/'<  rate.  Now  that 
yields  on  comparable  bonds 
have  settled  down  to  around 
7.67c,  the  value  of  Broward 
bonds  should  have  gone  up 
by  about  18%. 

Not  so.  The  Broward 
bonds  lost  their  AA  rating, 
and  the  market  penalized 
them  by  continuing  to  de- 
mand a  10%  yield,  preventing 
price  gains.  What  makes  the 
episode  especially  frustrat- 
ing to  bondholders,  says 
Lauren  Eastwood,  a  munici- 
pal bond  analyst  at  Gabriele, 
Hueglin  &  Cashman,  is  that 
the  issue  is  suffering 
through  no  fault  of  Broward 
County,  which  continues  to 
pay  off  its  debt.  But  the  rev- 
enue for  the  bonds  comes 
from  home  loans  insured  by 


TMIC,  a  mortgage  insurer 
currently  being  liquidated. 
When  it  fell  on  hard  times, 
so  did  all  of  the  municipal 
bonds  backed  by  TMlc-in- 
sured  mortgages. 
The    Broward  example 


Muni  investors,  too, 
must  woiTy  about 
the  business  cycle 


shows  how  vulnerable  munis 
can  be  when  their  ratings  de- 
pend on  the  support  of  a 
third  party  that  may  be 
caught  in  any  sort  of  eco- 
nomic quagmire.  And  the 
pain  in  real  estate  seems  far 


from  over.  Last  Octob' 
First  Interstate  Banco 
whose  banking  units  in  T 
as  and  Arizona  were  stn 
gling  with  bad  real  es 
loans,  was  placed  on  s& 
Creditwatch  for  a  possii 
downgrading.   About  Ij 
muni  issues  in  the  Southwi 
were  also  cited  for  poi 
ble  downgrading,  beca 
they  are  supported  by  lett( 
of  credit  from  First  In' 
state. 

Real  estate  is  hardly 
only  soft  spot  in  a  dc 
economy.  The  bonds  of  N 
York  City,  Massachusetj 
and  Louisiana  are  trading 
below-market  rates  becai 
of  fiscal  crunches.  Hospi 
struggling  to  contain  coi 
also    suffered  numero 
downgradings  last  year, 
used  to  be  that  investors  : 
cused  on  the  business  cyi 
mainly  when  buying  cor] 
rate  bonds.  But  these  da; 
it  seems,  they  should  be  ji 
as  prudent  with  munici] 
bonds.  Darid  Zii 
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Introducing  a  somewhat  lighter  cellular  phone. 


At  14  ounces  light.  2.3  inches  narrow,  7.2  inches  short  and  a  mere  inch  thin,  the  NEC 
Portable  Phone  may  be  the  easiest  way  to  cany  a  conversation.  It  can  go  from  a  car  to  a 
boat  to  a  pocket  in  seconds.  And  with  a  talk  time  of  80  minutes  (or  18  hours  standby)  and 
digital  clock  with  automatic  wake-up  features,  there's  only  one  smart  thing  to  do.  Pick  up  the 
phone.  For  more  information  and  where  to  buy  an  NEC  Portable  Phone,  call  1-800-643-8820. 


Computef?  and  Conmuiicatnns 


On  February  24th, 
over  200  industry  leaders 

will  teach  women  to 
mind  their  own  business. 


The  Tenth  National  Conference 
for  Women  in  the  Businesses  of 
Fashion,  Beauty,  Fitness,  Food 
and  Home  Fashion.  Saturday, 
February  24, 1990,  9  am  to  7  pm. 
The  Sheraton  Centre,  and  the 
Grand  Hyatt,  New  York  City. 

Are  you  a  woman  looking  to  start 
your  own  business?  Trying  to  make 
one  grow?  Working  to  succeed  in  the 
corporate  world? 

If  you  are,  you  can  get  some 
straight  answers,  insights  and  practi- 
cal information  at  the  Tenth  National 
Conference  for  Women  in  the  Busi- 
nesses of  Fashion,  Beauty,  Fitness, 


Food  and  Home  Fashion. 

Call  us  to  learn  about  all  54  work- 
shops. (15  of  them  are  new  this 
year.)  We'll  send  you  a  complete  list- 
ing and  a  registration  form  to  return 
to  us  for  tickets. 

A  ticket  buys  you  attendance  to 
three  workshops  (at  either  the 
Sheraton  Centre  or  the  Grand 
Hyatt),  a  morning  keynote  address, 
luncheon,  and  a  networking 
reception  afterwards. 

Tickets  are  on  a  first-come,  first- 
served  basis.  So  if  you're  wondering 
what  your  next  move  in  business 
should  be,  come  learn  all  about  it. 


CALL  TODAY  for  a  registration  form  and  a  list  of  all  54  workshops. 


1-800-321-6962.  FAX*2I2-983-6435 


IN  NEW  YORK  CITY  CALL:  212-692-9100 

For  discounts  on  airfare  call  TWA  at  1-800-325-4933,  use  AWED  profile  #B9912497. 

Sponsored  by  AWED:  The  American  Woman's  Economic  Development  Corporation 

(The  country's  leading  not-for-profit  organization  providing  entrepreneurial  women  with  a  wide  range  of  management 
training  and  business  counseling),  and  Murdoch  Magazines. 
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The  network  that  works. 
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27 
million 
Americans 
cant  read. 
And  guess 
who  pays 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


0 

cialition  for  Literacy 
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MCI  Sweeps  the  Ratings. 


It's  official.  The  Yankee  Group,  one  of  the  world's 
leading  telecommunications  consultants,  asked  virtual 
network  users  to  rate  their  long  distance  companies  on 
a  five-point  scale. The  results:  MCI'  customers  rated 
Vnet  higher  than  AT&Tcustomers  rated  SDN,  across 
the  board. 

MCI  Vnet  provides  complete,  cost-  |~ 
efficient  long  distance  service,  along  with 
communications  and  network  management 
capabilities  equivalent  to  a  private  network. 

What's  more,  it  lets  you  tie  your 


locations  together  into  a  single  network,  with  a  single 
uniform  dialing  plan.  And  offers  today's  most  advanced 
network  management  tools  to  help  you  analyze  perform- 
ance data  and  make  changes  right  from  a  terminal  in 
your  own  office. 

There's  even  an  MCI  Vnet  Card^'^,  so  when  you're 
,       away  from  the  office  you  can  conduct  business 
^^'jf  with  the  same  ease  and  savings. 

OwB^  M  B  MCI  Vnet.  Rate  it  for  yourself.  Contact 

.  ,  your  MCI  Account  Representative  or  call 

Let  us  show  you.       l-SOO-SSS-OSOO  for  more  information. 


S  MCI  Communications  Curpoiatiun  1790 

ot  an  executive  summary  and  c  ^cer pt  of  the  Yankee  Gri 

all  theYankee  Group  at  (f>\l)  1f.7.|ljl5ll  extension  2M 


jp  report,  pie. 
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sh  turned  to  pleosure  in  the 
lal  markets.  After  four 
it  doys  of  losses,  the  Dow 

industrial  average  gained 
ints  on  Jan.  31,  as  bond 

rose  on  word  that  President 
vould  propose  troop  reduc- 
n  Europe.  But  the  session 

0  dreary  month  in  which 
iP  500  stock  index  fell 

Small-company  stocks  per- 
d  poorly,  even  worse  than 
stocks,  with  the  Russell  2000 
index  posting  a  dismal 

decline  during  January. 


Jon.  25-31 


BONDS 

Jon.  July 


Jon.     Jan.  25-31 


THE  DOLLAR 

Jan.  July 


Jan.  25-31 


Shearson  Lehman 
Treasury  Index 


1 


J.  P.  Morgan 
Index 


52-week  change 


1  -week  change 


(  10.8% 

-0.4% 

IkRKET  ANALYSIS  1 

% 

change 

STOCKS 

Latest 

Week 

52-week 

JONES  INDUSTRIALS 

2590.5 

-0.5 

10.8 

OMPANIES  (Russell  1000) 

171.5 

-0.7 

9.3 

L  COMPANIES  (Russell  2000) 

.  153.3 

-3.1 

-0.7 

OMPANIES  (Russell  3000) 

182.5 

-0.9 

8.5 

52  week  change 
t  3.0% 


1  -week  change 
-0.3% 


52  week  chonge 

0.0% 


1-week 
-0.3% 


change 


IGN  STOCKS 


Utest 


i  change  (local  currency) 
Week  52-week 


ON  (FINANCIAL  TIMES  100) 

2337.3 

2.6 

14.6 

)  (NIKKEI  INDEX) 

37,189.0 

1.1 

18.6 

m  (TSE  COMPOSITE) 

3704.4 

-1.5 

1.8 

IIUSTRY  GROUPS  1 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

8.0% 

7.9% 

8.6% 

30-YEAR  TREASURY  BOND  YIELD 

8.5% 

8.4% 

8.8% 

S&P  500  DIVIDEND  YIELD 

3.3% 

3.3% 

3.2% 

S&P  500  PRICE/EARNINGS  RATIO 

14.1 

13.7 

12.2 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  26-week  moving  average 

345.1 

345.8 

Negative 

Stocks  above  26-week  moving  overage 

20.4%. 

28.0% 

Positive 

Speculative  sentiment:  Put/call  ratio 

0.43 

0.46 

Positive 

Insider  sentiment:  Vickers  sell/buy  ratio 

0.88 

1.01 

Positive 

I  change 


BRIDGE  INFORMATION  SYSTEMS  INC. 


%  change 


-WEEK  LEADERS 

4-week 

52-week 

Strongest  stock  In  group 

4-week 

52 -week 

Price 

.D  MINING 

15.3 

57.0 

HOMESTAKE  MINING 

22.2 

94.8 

233/8 

APUTER  SYSTEMS 

1.5 

-22.4 

TANDEM  COMPUTERS 

15.2 

36.8 

26^/2 

ilNEERING  AND  CONSTRUCTION 

0.5 

54.2 

FLUOR 

0.7 

63.5 

37 

>LTH  CARE  SERVICES 

-0.4 

9.3 

GENENTECH 

3.6 

20.3 

211/2 

CHINE  TOOLS 

-0.9 

-27.5 

CINCINNATI  MILACRON 

2.1 

-22.7 

17% 

-WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

% 

4- week 

chonge 

52-week 

Price 

FELS  AND  MOTELS 

-25.9 

-5.1 

PRIME  MOTOR  INNS 

-43.7 

-59.2 

13% 

IG  DISTANCE  TELECOMMUNICATIONS 

-18.8 

22.9 

MCI  COMMUNICATIONS 

-29.0 

30.2 

31  V4 

MING 

-18.7 

19.0 

CAESARS  WORLD 

-20.7 

-19.4 

243/8 

)E$ 

-17.1 

20.9 

INTERCO 

-50.0 

-91.0 

'73  2 

NEY  CENTER  BANKS 

-16.4 

-9.2 

J.  P.  MORGAN 

-20.2 

-3.4 

351/8 

TUAL  FUNDS 


MORNINGSTAR  INC 


II  ERS 

I  leek  total  return 


LAGGARDS 

Four-week  total  return 


^^■1  S&P  500 

4-week  totol  return 


jrage  fund 
52  week  total  return 


UTEGIC  INVESTMENTS 

22.2 

PRUDENT  SPECULATOR  LEVERAGED 

-14.8 

IITED  SERVICES  GOLD  SHARES 

15.1 

FIDELITY  SELECT  BROADCAST  8,  MEDIA 

-13.1 

fERNATIONAL  INVESTORS 

12.6 

FOUNDERS  SPECIAL 

-12.5 

sek  total  return 

% 

52-week  total  return 

% 

I  HATEGIC  INVESTMENTS 

!,  IITED  SERVICES  GOLD  SHARES 

I  TERNATIONAL  INVESTORS 


96.4 
84.6 
64.2 


PRUDENT  SPECULATOR  LEVERAGED 
STRATEGIC  GOLD/MINERALS 
UNITED  SERVICES  LOCAP 


-21.1 
-17.9 
-16.3 


LATIVE  PORTFOLIOS 


DATA  RESOURCES  INC. 


r  amounts 

sent  the  present 
of  $10,000 
'   ted  one  year 
>  n  each  portfolio 


itages  indicate 
ay  total  returns 


0 

Foreign  stocks 
$1 1,302 

+  1.91  % 


U.  S.  stocks 
$11,135 

-2.60% 


nil 


Treasury  bonds 
$11,071 

-2,79% 


Money  market  fund 
$10,739 

-1-0.15% 


Gold 

$10,460 

+  2.42% 


o  on  this  page  ore  os  of  market  close  Wednesday,  Jan.  31,  1990,  unit 
f  groups  include  S&P  500  componies  only,  performance  and  sfiore  prices 


erwise  indicated 
of  market  close 


Jon.  30.  Mutual  fund  returns  ore  as  of  Jan.  26.  Relotive  portfolios  or* 
detailed  explanation  of  tfiis  page  is  available  on  request. 


of  Jon.  30.  A  more 
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RETHINK  FOREIGN  AID 
FROM  THE  GROUND  UP 


MORE  COMPETITION  FOR 
STOCK  TRADES,  PLEASE  

The  relatively  low-tech  trading  floor  of  the  New  York 
Stock  Exchange  is  now  facing  stiff  competition  from 
an  upsurge  of  computerized  exchanges,  as  well  as 
trading  systems  that  allow  institutions  to  trade  directly  with 
each  other.  These  systems  have  the  potential  of  being  cheap- 
er, faster,  fairer,  and  more  efficient  than  the  NYSE.  An 
estimated  157f  to  30'a  of  potential  Big  Board  volume  is 
already  being  routed  to  London's  computerized  International 
Stock  Exchange. 

This  competition  is  healthy,  but  it  could  have  counterpro- 
ductive results.  Even  if  the  NYSE  continues  to  improve  its 
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floor,  it  would  likely  resist  electronic  enhancements  tj 
could  do  away  with  its  specialists  and  other  floor  membei' 
who  control  the  exchange.  Professional  investors  might  t: 
divert  an  ever-larger  portion  of  their  business  to  more  con 
nient  trading  centers.  The  outcome  would  be  growing  fii 
mentation  of  the  trading  flow,  much  of  which  would  pr( 
bly  not  be  publicly  disclosed. 

That  would  go  directly  against  the  expressed  wishes 
Congress,  which  in  1975  legislation  told  the  Securities 
Exchange  Commission  to  get  cracking  on  a  national  mai 
system  for  securities.  All  markets  should  be  linked,  ( 
gress  said,  so  that  bids  and  offers  would  be  equitably 
posed  to  all  brokers,  dealers,  exchanges,  and  nonexcha 
markets.  Yet  many  barriers  to  that  kind  of  competi 
remain,  including  an  NYSE  rule  that  inhibits  member  fii 
from  competing  with  Big  Board  specialists  in  most  N 
securities.  An  NYSE-designed  electronic  link  between 
NYSE  and  regional  stock  exchanges  favors  the  Big  Boar 

Wall  Street  and  the  regulators  have  been  arguing  foi 
years  about  how  they  should  go  about  fulfilling  Congr 
national  market  system  mandate.  The  time  for  action  is  n 
The  SEC  should  abolish  unjustifiable  anticompetitive  barri 
stimulate  broader  competition  by  market  participants, 
prove  the  performance  of  trading  centers,  and  reduce  n 
ket  fragmentation.  If  that  means  the  end  of  the  special! 
then  so  be  it. 


WHERE— AND  WHEN— 
TO  CUT  THE  MIUTARY 

Despite  all  the  yowling  about  the  defense  budget, 
real  reordering  of  military  spending  is  yet  to  co 
When  it  does,  one  place  to  save  big  bucks  will  b 
exotic  new  weapons.  Instead  of  actually  building  them, 
Bush  Administration  should  scale  them  back  to  far 
costly  R&D.  These  are  among  the  major  decisions  that 
fense  Secretary  Richard  B.  Cheney  and  the  Joint  Chiefs 
have  to  make. 

Although  there  is  room  for  some  trimming  of  milit 
personnel,  Cheney  is  right  in  arguing  that  major  troop  ( 
shouldn't  be  made  until  the  Administration  sees  the  shap 
the  agreement  on  balanced  conventional-force  reduction; 
Europe  that  NATO  and  the  Warsaw  Pact  are  now  negotial 
in  Vienna.  In  his  State  of  the  Union  address.  President  B 
proposed  that  the  U.  S.  and  the  Soviet  Union  should  each 
back  to  a  total  of  195,000  troops  in  Central  Europe.  Mosi 
has  responded  encouragingly  to  this  initiative.  Bush 
Soviet  leader  Mikhail  F.  Gorbachev  should  now  move  qui( 
to  achieve  an  agreement  that  removes  the  possibility  ( 
surprise  attack  by  either  side. 

Rising  political  pressure  for  disarmament  in  Western 
rope  is  a  warning  that  the  Vienna  talks  must  show  res' 
soon.  Then  Cheney  can  confidently  cut  more  troops 
cancel  production  on  such  projects  as  the  Advanced  Tact 
Fighter  and  the  C-17  cargo  plane.  That's  one  way  the  Pe: 
gon  chief  can  keep  a  strong  voice  in  long-range  secu 
planning.  If  he  doesn't,  an  impatient  Congress  will  stej 
and  take  control. 


Most  of  the  $14.6  billion  in  foreign  aid  that  the  U.  S. 
is  giving  away  this  fiscal  year  has  been  shaped  by 
the  cold  war,  in  one  way  or  another.  More  than  half 
the  total  goes  to  just  seven  countries,  but  for  a  ragbag  of 
reasons.  Greece,  Turkey,  and  the  Philippines  receive  large 
chunks  in  lieu  of  rent  for  U.  S.  military  bases.  Pakistan 
became  a  big  beneficiary  as  a  front-liner  against  Soviet 
expansion  and  as  a  channel  for  U.  S.  covert  arms  to  Afghan 
guerrillas.  El  Salvador  gets  nearly  $1  million  a  day  to  fight  a 
stalemated  war  against  Marxist  rebels.  Israel  and  Egypt  are 
major  exceptions,  however,  to  the  cold  war  rule  of  foreign 
aid.  Their  massive  packages,  of  $3  billion  and  $2.1  billion, 
respectively,  were  originally  designed  to  bolster  the  1978 
Camp  David  peace  process. 

This  thicket  of  rationales  should  be  severely  pruned.  The 
"rent"  paid  for  bases  needs  to  be  reevaluated,  now  that  the 
cold  war  is  over  and  the  U.  S.  is  cutting  military  spending. 
The  U.  S.  should  tell  El  Salvador's  rulers  bluntly  that  they 
must  halt  the  death  squads — and  should  start  cutting  aid 
immediately  if  they  don't.  And  the  U.  S.  should  warn  Prime 
Minister  Yitzhak  Shamir  that  aid  to  Israel  will  be  cut  if  he 
derails  the  latest  peace  initiative  by  continuing  to  colonize 
the  West  Bank.  What  should  be  very  clear  now — if  it  wasn't 
during  the  cold  war — is  that  aid  clients  need  the  U.  S.  much 
more  than  the  U.  S.  needs  them. 

The  money  saved  should  be  put  to  the  use  it  was  original- 
ly intended  for:  strengthening  the  economies  and  democratic 
forces  in  countries  newly  freed  from  communism  and  in  the 
developing  world.  The  U.  S.  should  apply  the  vast  experience 
it  has  acquired  since  World  War  II,  using  its  aid  as  a  lever 
to  help  countries  that  are  willing  to  help  themselves. 

U.  S.  aid-giving  is  vulnerable,  like  other  democratic  pro- 
cesses, to  political  pressures  from  client  governments  and 
domestic  lobbies  such  as  the  supporters  of  Israel  and 
Greece.  But  now  is  probably  the  best  chance  in  40  years  for 
a  fresh  approach  to  aid.  The  opportunity  may  not  come 
again  soon. 
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c  n\'()-scatcr  motorcars  of  such  distinction,  sensuousncss,  and 
'-)lc  road  manners,  some  say  they  can  actually  feel  the  time  the 
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n  long,  you'll  find  them  negligible  compared  to  the  time  you'll 
ijoying  it.  Contact  your  local  Buick  ~ 
1  arrange  your  own  private  audition. 
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For  those  who  must  account  for 
bottom  lines  as  well  as  deadlines, 
there's  Express  Mail" overnight  service. 

At  just  $8.75  for  an  8-ounce 
letter,  Express  Mail  service 
offers  you  guaranteed '  morn 
ing  delivery  between  major 
markets,  Saturday  service  at 
no  extra  charge,  and  more 


drop-off  points  than  all  of  our  competi- 
tors combined. 

So  the  next  time  you  need  to 
send  a  letter  or  document  over- 
night, use  the  package  of  pric, 
speed,  and  convenience  the 
only  we  can  deliver. 
Express  Mail  service  from 
your  post  office. 


^EXPRESS  MAIL  We  Deliver. 


*  Full  postage  refund  if  delivery  is  not  attempted  by  noon.  Some  restrictions  apply.  Check  with  your  locol  Post  Office  for  details.  D  1989  USPS 
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some  people  adiieve 
more  than  others? 


It  would  seem  that  when  people 
are  equal  in  intelligence,  in  desire  and 
opportunity,  they  should  be  reasonably 
equal  in  achievement.  But  it  doesn't 
work  that  way.  Often  one  person  will 
accomplish  much  more  than  another 
with  about  the  same  potential.  It  isn't 
the  capacity  that  makes  the  difference. 
Virtually  everyone  has  far  more  capacity 
than  they  will  ever  use.  The  real  difference 
is  that  the  achievers  come  to  recognize 
their  hidden  resources  and  actively 
develop  them  into  practical,  useful  skills 
and  abilities  which  they  can  use  every 
day  for  greater  achievement.  So  it's 
what  you  do  with  what  you  have  that 
makes  the  difference. 

That's  why  each  year,  many 
thousands  of  men  and  women  around 
the  world  enroll  for  Dale  Carnegie® 
TYaining.  They  want  to  develop  and 
use  more  of  their  natural  talents  to 
achieve  higher  goals  in  their  lives. 
These  highly  refined  courses  can  help 
you  look  within  yourself  to  discover 


more  of  those  talents  and  capabilities 
of  which  you  are  unaware.  They  can 
help  you  visualize  realistic,  new,  exciting 
possibilities  for  your  life.  And  once 
you  begin  to  realize  the  extent  of  your 
own  mental  resources,  your  vast 
mental  capacity,  then  you  have  passed 
a  milestone  in  your  life.  Your 
self-confidence  increases,  you  develop 
a  more  positive  self-image.  Your  horizons 
broaden,  your  own  world  expands. 
Then  you  are  well  on  your  way  to 
enjoying  greater  satisfaction,  greater 
success  and  fulfillment  in  your  life. 

All  Dale  Carnegie  Courses®  are 
designed  with  one  clear,  fundamental 
purpose:  to  help  men  and  women 
discover,  develop  and  use  more  of  their 
inborn  talents  and  capabilities  to  achieve 
a  more  fruitful,  more  rewarding  life. 
For  a  free  copy  of  our  quick-reading 
booklet  outlining  the  objectives  and 
benefits  of  the  Dale  Carnegie  Courses? 
call  toll-free,  800-231-5800.  Or  write 
to  the  address  below. 
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The  production  index  rebounded  in  the  week  ended  Jan.  27,  as  outo  ond  truck 
production  posted  large  increases.  Seasonally  adjusted  output  of  poper,  paperboard, 
steel,  coal,  and  rail-freight  traffic  increased  as  well.  Electric  power  and  lumber 
production  were  down  slightly,  and  crude-oil  refining  output  was  unchanged.  Prior  to 
calculation  of  the  four-week  moving  overage,  the  index  rose  to  177.6  from  175.5  in 
the  previous  week 

BW  produclion  index  copyright   1990  by  McGiaw-Hill  Inc 
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The  leading  index  dropped  sharply  for  the  week  ended  Jan.  27.  The  sharpi 

decline  in  the  index  in  the  past  seven  weeks  is  a  cleor  sign  of  weaker  economicl 
growth  this  year.  In  the  latest  week,  lower  stock  prices,  higher  bond  yields,  and! 
slower  growth  rotes  for  materiols  prices  and  reol  estate  loans  offset  a  smoll  rise  in  I 
M2  growth.  Data  for  business  failures  were  unavailable.  Before  calculation  of  thel 
four-week  moving  overage,  the  index  dropped  to  214.1  from  215. 

Leoding  index  copyright  1990  by  Center  for  Infernationol  Business  Cycle  Research 


PRODUCTION  INDICATORS 


Latest 
week 

Week 
ogo 

%  Chonge 
year  ogo 

STEEL  (2/3)  thous.  of  net  tons 

1,798 

1,800  = 

-10.1 

AUTOS  (2/3)  units 

109,440 

1 17,646r3: 

-29.6 

TRUCKS  (2/3)  units 

70,473 

77,307rs: 

-25.2 

ELECTRIC  POWER  (2/3)  millions  of  kilowatt-hours 

54,451 

54,627  S 

1.3 

CRUDE-OIL  REFINING  (2/3)  thous.  of  bbl./d 

13,725 

1 3,702  # 

2.2 

COAL  (1/27)  thous.  of  net  tons 

20,633  # 

20,794 

-0.8 

PAPERBOARD  (1/27)  thous.  of  tons 

754.5;: 

756.9r 

0.3 

PAPER  (1/27)  thous.  of  tons 

766.0  # 

749.0r 

-1.4 

LUMBER  (1/27)  millions  of  ft. 

541. 5^; 

545.7 

8.7 

RAIL  FREIGHT  (1/27)  billions  of  ton-miles 

20.1  ^ 

19.8 

0.5 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA',  Association  of 
American  Railroads. 

Lotest 
week 

Week 
ogo 

Yeor 
ago 

JAPANESE  YEN  (s/7) 

145 

144 

127 

GERMAN  MARK  (2/7) 

1.65 

1.69 

1.84 

BRITISH  POUND  (2/7) 

1.70 

1.68 

1.77 

FRENCH  FRANC  (2/7) 

5.63 

5.72 

6.26 

CANADIAN  DOLUR  (2/7) 

1.19 

1.19 

1.18 

SWISS  FRANC  (2/7) 

1.48 

1.50 

1.56 

MEXICAN  PESO  (2/7)= 

2,723 

2,719 

2,340 

Sources:  Mojor  New  York  banks.  Currencies  < 
British  pound  expressecJ  in  cJollars. 

expressed  i 

n  units  per  U.  S.  dollar,  except  for 

PRICES  1^ 

Latest 
week 

Week  ' 
ogo 

%  Chonge 
year  ago 

GOLD  (2/7)  $/troy  oz. 

423.750 

415.050 

8.5 

STEEL  SCRAP  (2/6)  =  l  heavy,  $/ton 

103.50 

106.50 

-14.8 

FOODSTUFFS  (2/5)  index,  1 967  =  1 00 

21 1.9 

21 1.5 

-8.7 

COPPER  (2/3)  c/lb. 

103.3 

104.4 

-29.9 

ALUMINUM  (2/3)c/lb. 

65.0 

67.0 

-37,2 

WHEAT  (2/3)  =2  hard,  $/bu. 

4.1 1 

4.26 

-6.2 

COTTON  (2/3)  strict  low  middling  1-1/16  in 

.  «/lb. 

62.41 

61.89 

10.9 

LEADING  INDICATORS 


Latest 

Week 

%  Choni 

week 

ago 

year  01 

STOCK  PRICES  (2/2)  S&p  500 

323.39 

328.83 

9. 

CORPORATE  BOND  YIELD,  Aaa  (2/2) 

9. 1 5  °/o 

9.05% 

-4. 

INDUSTRIAL  MATERIALS  PRICES  (2/2) 

102.2 

102.5 

0. 

BUSINESS  FAILURES  (1/26) 

NA 

NA 

N 

REAL  ESTATE  LOANS  (1/24)  billions 

$358.6 

$358.3r 

13. 

MONEY  SUPPLY,  M2  (1/22)  billions 

$3,230.4 

$3,220.0r 

5. 

INITIAL  CLAIMS,  UNEMPLOYMENT  (1/20)  ihous. 

363 

391r 

30. 

Sources:  StoncJord  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980—  100),  Dun  < 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasoti 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  London  Wed.  f^nal  setting,  Chicago  mkt..  Commodity  Research  Bureau 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


1  MONTHLY  ECONOMIC  INDICATORS 

'  ■ .-    ■ "  ■,. 

Latest 
month 

Month 
ago 

"'0  (.tiongBj 
year  ag| 

EMPLOYMENT,  CIVILIAN,  MILLIONS  (Jan.) 

1 17.9 

1 17.9 

UNEMPLOYMENT  RATE,  CIVILIAN  (Jan  ) 

5.3% 

5.3% 

CONSTR.  SPENDING  (Dec.)  annual  rate,  billions 

$414.6 

$417.3 

-2.| 

MANUKALIUKbKb  INVkNIUKIt^  (Dec.)  billions 

$371.5 

$372.8 

4.y 

Sources;  BLS,  Census  Bureau,  Commerce  Dept.  ■ 
 1 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%  ChangXi 
year  ag^ 

MONEY  SUPPLY,  Ml  (1/22) 

$794.1 

$791. 2r 

i.i 

BANKS'  BUSINESS  LOANS  (1/24) 

319.2 

319.7r 

3.! 

FREE  RESERVES  (1/24) 

583r 

805r 

29.(1 

NONFINANCIAL  COMMERCIAL  PAPER  (1/24) 

134.2 

132.9 

27.( 

Sources:  Federo'  Reserve  Board  (in  billions,  except  for  1 
a  two  week  period  in  millions). 

ree  reserves. 

which  ore  expressed  fo 

MONEY  MARKET  RATES 

latest 
week 

Week 
ogo 

Year 
ago 

FEDERAL  FUNDS  (2/6) 

8.19% 

8.23  % 

9.10% 

PRIME  (2/7) 

10.00 

10.00 

10.50 

COMMERCIAL  PAPER  3-MONTH  (2/6) 

8.16 

8.13 

9.15 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/7) 

8.24 

8.21 

9.34 

 ■ 

EURODOLLAR  3-MONTH  (1/31) 

8.25 

8.25 

9.26 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Row  dote  in  the  production  indicators  are  seasonally  ad|usted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  —  levised         NM  =  Not  meaningful 


WHO  IN  HIS  RIGHT  MIND  EATS 
AIRLINE  FOOD  ON  THE  GROUND? 


The  Chairman  of  Alaska  Airlines 
does.  So  does  every  other  key  execu- 
tive in  the  company 

It  happens  during  our  "officers' 
lunch"— a  twice-weekly  meeting 
where  our  top  managers  sink  their 
teeth  into  important  corporate  issues. 
Such  as  our  meal  service. 


After  all,  we  want  to  be  certain 
that  we're  serving  our  passengers  the 
kind  of  food  that  we  would  want  to 
eat  ourselves. 

That's  why  you  can  look  forward 
to  entrees  like  Chicken  Bordelaise  and 


green  salads  and  tasty  desserts. 

So  next  trip  up  or  down  the  west 
coast,  or  to  Mexico,  be  sure  to  fly 
Alaska  Airlines. 

And  try  the  Chicken  Piccata.  Our 
Chairman  highly  recommends  it. 


Pasta  Alfredo,  all  prepared  with  fresh     -  -       ■  -  . 

ingredients.  And  served  with  crisp      Al3SKd  ^^AirlSUGS 


o 

V^utside  of  Wecdo,  Kentucky,  pay- 
per-call  900  numbers  are  the  hottest 
things  going.  They  can  help  your 
company  profit  in  areas  you  never 
thought  possible. 

Customer  service,  for  instance.  Muie 
service  reps  mean  higher  costs.  But  a 
900  number  could  generate  revenue 
to  offset  those  costs.  Install  a  24'hour 
hotline  and  turn  your  out-of-pocket 
expense  into  an  in-the-bank  profit. 

Or  how  about  promotions?  A  pub- 
lishing house  recently  offered  a  900 
number  with  a  top  author  reading  from 
her  upcoming  book.  The  publisher 
got  a  high-impact  promotion  that  drove 
thousands  of  extra  sales,  making  the 
promotion,  in  effect,  free. 


900  numbers  offer  bold,  new  ways 
to  get  your  message  across— and  make 
moiiey  at  it.  There's  just  this  one  hitch. 

Washing  out  in  Weedo.  Until  now, 
if  you  were  a  California  business,  your 
only  choice  was  national  900  service. 
To  get  to  San  Diego,  San  Francisco  or 
Los  Angeles,  you  had  to  blow  your 
budget  on  places  like  Weedo,  KY  Or 
Watseka,  IL.  Or  Wenatchee,  WA.  Not 
any  more. 

CALIFORNIA  900 

28  million 
reasons 

to  stay  home. 


Now  there's  Pacific  Bell  California 
900.  "  The  first  and  only  900  service 
dedicated  to  the  28  million  consumers 
of  the  California  market. 

With  California  900,  you're 
assured  of  a  quick  start-up  and  lower 
rates,  all  from  the  leader  in  California 
telecommunications. 

So  make  the  move  to  the  mar- 
keting idea  of  the  1990s.  And  to  make 
sure  you  don't  wind  up  in  Weedo, 
contact  your  Pacific  Bell  Account 
Executive  and  ask  about  California  900. 
Or  call  today 

In  CaUfomia:  8n.l900,  Ext.  171, 

or  call  coUect:  1  (415)  823-1900,  Ext.  17L 

Outside  California: 

1  (800)  344-1341,  Ext.  171. 


A  PACIFIC  TELESIS COMPANY  I  /IIMMM 


©IW  Cicii,  Bell 


PACIFICgjBELL 

Information  Services 


HOW  LONG  IS  LONG  TERM? 


The  answer  is  another  question:  how 
long  do  you  need  us  for?  Because,  unlike 
other  banks,  The  Long-Term  Credit  Bank  of 
Japan  will  follow  your  business  through 
from  start  to  finish,  until  all  your  plans  are 
successfully  realized. 

That's  a  policy  that  has  helped  us 


become  one  of  the  world's  top  20  wholesale 
banks  with  over  60  offices  around  the  globe. 

We  were  originally  established  in  1952 
to  ensure  a  steady  flow  of  long-term  funds 
for  industrial  growth. 

Now  we've  expanded  to  operate  in 
Long-Term  Corporate  Financing,  Merchant 


Banking  Services  such  as  Project  Finance, 
Mergers  and  Acquisitions,  Leasing,  and 
Investment  Advisory  Services,  as  well 
as  a  full  range  of  additional  Banking 
Services. 

Why  not  get  in  touch  with  LTCB  and  find 
out  what  lengths  we'll  go  to  for  you? 


©LTCB 


The  Long-Term  Credit  Bank  of  Japan,  Limited 

New  York  Branch  212-335-4400    Chicago  Branch  312-704-1700    Los  Angeles  Agency  213-629-5777 
LTCB  Trust  Company  212-335-4900    Greenwich  Capital  Marl<ets,  Inc  203-625-2700 


4C-CA 


Take  A  $20  Million  Look  At  New  York's 
Best  Business  Travel  Value. 


Cjmtrury  to  pDpidar  Ivlicf,  ym  can 
enjoy  a  luxury  hotel  room  <m  the 
East  Side  of  midtinm  Mai^hiittiin  at 
a  very  reasonable  rate.  And  now  that 
we  hiwe  completed  our  renovatkm 
of  guest  rooms,  suites  and  public 
areas,  Halloran  Home  offeis  a  better 
value  than  ever  he  fire.  The  top  1 2 
flcK/rs  I'uiwjeature  Club  525,  an  imumitive  chS 
amcept  designed  frr  the  Inisy  executive.  The  club 
fkxyrs  offer  exclusive  concierge  facilities  with  a  recep- 
ti(m  and  private  lounge  area  ivliere  you  can  enjoy  a 
complimentary  c(mtineritid  breakfiist  daily,  after- 
ruxm  tea  and  evening  cocktails.  There's  also  a 
new  business  center  c(m\plete  with  multiliyigULil 


secretarial  services.  Phis  telephone 
jacks  fn  persorial  computer  or  fax 
machine  hookup.  And  when  it 
comes  to  dining,  you'll  find  some  of 
hlcw  York's  best  restaurants  right  in 
our  hjbby.  Frequent  guests  can  join 
( iiir  Gold  Crest  Club  arid  enjoy 
additional  amenities  and  a  signifi- 
cant reduction  in  rates.  Situated  on  Lexingt(m 
Avenue,  between  48th  aiul  49th  Streets,  Halloran 
House  offers  an  ideal  location  ivhen  bitsiness  h  mgs 
you  to  ManhLitlan.  At  Halloran  House,  you  dm' t 
have  Ui  cinnprimxise  (m  luxury.  For  nujre  iixfrmuition 
andreservationscall:  U.S.  800-223-0939; 
%l  '\  CayxLidLi800-854-ii55. 


NEW  YORK 
525  LexinKU)n  Avenue,  New  York,  N.Y  10017 
212-755-4000  Facsimile  212-751-3440 
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WHEN  DEALS  GO  SOUR, 

WEAK  MANAGEMENT  IS  TO  BLAME 

*^Phe  best  and  worst  deals  of  the  '80s" 
I  (Cover  Story,  Jan.  15)  details  what 
we  learned  from  the  mergers,  acquisi- 
tions, takeovers,  and  LBOs  of  the  past 
decade.  It  suggests  that  the  chief  lesson 
is  that  excessive  debt  can  wipe  out  inves- 
tors, because  future  cash  flows  may  be 
insufficient  to  cover  interest,  let  alone 
principal.  While  dealmakers  get  their 
huge  rewards  up  front  and  without  risk, 
investors  must  wait  and  are  often  left 
holding  an  empty  bag. 

But  what  we  failed  to  learn  is  that 
debt  is  not  the  real  culprit.  It  merely 
magnifies  the  scream  for  help  generated 
by  consistently  weak  cash  flows.  It  is 
lack  of  operating  profit  that  chokes  off 
cash.  And  what  strangles  operating 
profit?  Management.  Weak  manage- 
ment, which  can't  run  a  company  to  its 
potential;  selfish  management,  which 
acts  only  for  its  personal  self-interest; 
and  frightened  management,  which  is 
paralyzed  into  "do  nothing"  role-playing. 
I  grew  up  in  transportation,  starting  as 
a  truck  driver  and  eventually  becoming 
COO  of  a  very  profitable  billion-dollar 
company.  The  management  took  the 
company  private  in  an  LBO,  and  it  is  now 
having  serious  financial  problems.  Why? 
I  believe  it  is  management,  not  debt. 

Perhaps  my  grandfather  said  it  best: 
"If  you  want  your  horse  to  carry  you 
safely  through  the  day,  you  must  feed, 
water,  and  care  for  your  horse  before 
you  care  for  yourself."  It  was  true  with 
horses  50  years  ago,  and  it's  true  with 
trucks  today. 

William  J.  O'Neill  Jr. 

Cleveland 


JUST  KEEP  POLITICIANS  OUT 

OF  SILICON  VALLEY'S  WAY  

It  is  truly  appalling  to  see  the  once 
proud  and  cocky  electronics  industry 
relegated  to  begging  for  an  industrial 
policy  ("The  future  of  Silicon  Valley," 
Cover  Story,  Feb.  5).  However,  that  is 
only  half  as  appalling  as  the  article  in 
the  same  issue  detailing  how  the  Federal 
Reserve  cannot  afford  to  lower  or  raise 
interest  rates,  when  the  economy  is 


clearly  in  need  of  .some  help  ("Boxed  in 
at  the  Fed,"  Top  of  the  News).  The  poli- 
cymakers the  electronics  industry  would 
look  to  for  money  and  divine  interven- 
tion are  the  same  geniuses  who  created 
the  economic  mess  this  country  now 
finds  itself  in.  Intervention  refers  to  sub- 
sidies, tax  breaks,  etc.  However,  it  also 
refers  to  economically  stupid  policies 
Congress  has  passed  that  make  it  impos- 
sible for  U.  S.  industry  to  compete. 

Americans  have  generally  given  up  on 
politicians  for  anything  positive.  I  won- 
der when  the  industrial  sector  will  real- 
ize this  fact.  The  bottom  line  is  that 
America  can  compete  if  the  politicians 
are  kept  out  of  the  picture. 

Tom  Ash,  Loan  Officer 

American  Residential  Mortgage  Corp. 

Rancho  Cordova,  Calif. 

CAN  GREATER  SELF-ESTEEM 
COMBAT  POVERTY?  

James  Ellis'  commentary,  "What  black 
families  need  to  make  the  dream 
corne  true"  (Top  of  the  News,  Jan.  22), 
exemplifies  the  patriarchal  viewpoints 
that  oppress  black  women  far  more  than 
the  breakup  of  the  black  family,  which 
Ellis  bemoans  as  a  major  cause  of  pover- 
ty. Obviously,  a  two-parent  household 
creates  economic  and,  arguably,  social 
advantages.  However,  this  is  not  the  re- 
ality for  millions  of  people. 

Citing  a  study  by  the  National  Acade- 
my of  Sciences,  Ellis  notes  that  "for 
poor  women,  marriage — not  a  job — is 
the  most  common  escape  hatch  from 
welfare  programs."  Such  an  observation 
reflects  an  archaic  perspective  on  social 
problems. 

Central  to  combating  poverty  and  low 
income  for  women  and  minorities  is  to 
increase  self-esteem.  Women,  especially 
the  teenage  mothers  in  poverty  Ellis  al- 
ludes to,  must  believe  they  can  be 
strong,  independent,  and  successful.  To 
imply  that  women  can  look  forward  to 
marriage  as  a  means  of  escaping  pover- 
ty is  wrong  and  especially  degrading  to 
a  woman's  sense  of  autonomy. 

If  true  equality  for  women  and  mem- 
bers of  minority  groups  in  our  society 
existed,  the  prevalence  of  female-headed 
households  in  poverty  would  decrease. 
Rather  than  focusing  on  superficial  sta- 
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For  1990,  the  desi; 
introduce  an  automotivii 


What  the  engineers  at  Mercedes-Benz 
created,  the  designers  at  Mercedes-Benz 
have  now  exalted.  Introducing  the 
dramatically  more  elegant  300  E 
for  1990.  And  its  elegant  sib- 
ling, the  300E  2.6. 

The  purest  shape 
ever   bestowed   on  a 
high-performance  sedan 


IE; 


has  been  honed  to  an  even  purer  shape,  as  \i 
you  can  plainly  see  above.  Note  the  smooth 
and  sweeping  new  side  panels.  The  subtle 
added  brightwork  touches. 

Inside,  the  300  E  is  now  upholstered  in 
soft  and  supple  glove  leather,  standard 
The  designers  have  laid  in  more  rich,  hancj 
finished  wood  inserts.  And  you'll  now  find 
more  velour  carpeting,  in  more  places. 


Leather  upholsterv  and  electric  seat/steering  wheel  memory  feature  as  shown,  optional  at  extra  cost  in  the  iOOE  2  6 


)  1990  Merci-des  BtniofN  A  .  Inc  .  Monlvale.  N.jl 


's  of  Mercedes-Benz 
lireakthrough  for  the  eyes. 


Not  that  this  breakthrough  for  the  eyes 
an  compete  with  the  300  E's  performance 
xhilaration  or  the 


00 E  2.6's  remark- 
ble    balance  of 
irice  with  value  as 
easons  to  buy. 

But  by  adding  all  this  elegance, 
4ercedes-Benz  has  made  it   that  much 


harder  to  even  think  of  buying  anything  else. 

For  more  information  on  Mercedes- 
Benz  for  1990,  please  call  1-800-633-9001. 


ENGINEERED  LIKE  NO  OTHER 
CAR  IN  THE  WORLD 


SPECIAL  NO-LGAD  IRA  OFFER! 


Growth  And  Income- 
In  Changing  Markets 
You  Need  Both 


FIDELITY 
GROW  TH  &  INCOME  PORTFOLIO 


The  clian  below  illustrates  how  Growth  & 
hicoine  Portfolio  combines  dividend 
income  u  iih  capital  appreciation  through 
chansjini!  markets. 


INCOME 


APPRECIATION  : 


24% 


20% 


21% 


76'' 


80% 


A  moderate  strategy... 

There  are  markets  in  w  hich 
you  seek  capital  appreciation. 
And  there  are  markets  in  w  hich 
\ou  seek  the  income  "cushion" 
of  high  di\  idend-pa\  ing  stocks. 
Fortunateh.  there  is  one  stock 
fund  that  allows  you  to  benetit 
from  both  of  these  strategies 
siniultaneoush -Fidelity 
Growth  &  Income  Portfolio. 

For  long-term  growth. 

Grow  th  8:  Income  Portfolio 
has  the  flexibility  to  jnu-sue  the 
many  investment  opportunities 
available  by  follow  ing  its  o\erall 
strategy  of  seeking  long-term 
grow  th  plus  higher  di\  idends 
and  broad  di\ersitication.  Of 
course.  p;Lst  performance  is  no  guarantee  of  future  results. 

p/tj£.  Special  No-Load  IRA  Offer! 

.Now  through  .\pril  IS.  l*-)*-)!).  Grow  th  ci  hicome  Portfolio  is  No- 
Load  for  your  IRA.  This  ofier  includes  new.  transfer  and  Rollo\er 
IRAs.  Call  todavfor  details! 

'  Keuini>  are  hwonc.il  and  include  change  in  share  price,  reiiivesinient  of  dm- 
dends  and  the  effect  of  the  J    vales  charue.  Share  price  and  returns  w  i 
var\  and  \ou  ma\  have  a  uain  or  loss  when  \ou  sell  shares  Fund  opera- 
lioib  ciimmenced  l\\en)ber  -^o.  los^ 


198"       1988  1989 

3.66%     20.52°o  27.01°o 

Total  Return  As  of  12  31' 


Average  Annual 
Return  Ended 
1231/89' 


1  Year 

27.or 


Life  Ot  Fund 


22.14° 


1-800-544-6666  24  hours 


Fidelity  Growth  &  Income  Portfolio,  tor 

tiKire  complete  mtdrmatioii.  iiK'liidiiiu  maiiauemeiit  tees  and  exjieii 
ses.  call  I  ir  \\  rite  tor  a  free  pfos|iecius  Head  it  carettilK  before  you 
invest  or  send  nioiiev  Fieielitv  Disiribiiiors  Corporation  ((ieiieral 
DistribiitKMi  V^eiiM.  I'O.  Rox  OdtlWii.  Dallas.  T.X  "^Jdd-Odd.-;, 
Ser\  ice  tor  the  hearing  impaired  I'DD  1-800-544-01 18. 


Fidelity 


Investments 


BW  GAI  021990 


CORRECTION 

In  "Bass  bids  for  a  publisher"  (In  Busi 
ness  This  Week.  Feb.  12)  it  was  state< 
incorrectly  that  Times  Publishing  in  St 
Petersburg.  Fla.,  prints  the  Congres 
sional  Record.  It  publishes  Congres 
sional  Quarterly. 


tistics,  a  viable  solution  to  the  problem 
of  poverty  should  focus  on  social  real 
ties  and  the  indi\"iduals  involved. 

Marion  M.  Stetz  MuUe 
New  Yor 

TEXAS  INSTRUMENTS'  AGENDA 
DOESN'T  END  WITH  CHIPS 


The  article  on  Texas  Instruments  co; 
rectly  characterized  Tl's  commitmer 
to  a  renaissance  in  its  semiconductc 
business  ("Tl  bets  most  of  its  marbles  o 
chips."  Science  &  Technology".  Jan.  29 
However,  you  implied  that  TI  has  deen 
phasized  its  software,  hardware,  and  ii 
dustrial  automation  businesses. 

We  consolidated  these  businesses  int 
the  Infomiation  Technology  Group  (IT( 
last  September  to  increase  our  emphasi 
on  advanced  information-managemen 
systems.  We  continue  to  invest  in  thes 
businesses.  Recent  introductions  includ 
a  new  release  of  lEF.  our  fully  Integra' 
ed  computer-aided  software  engineerin; 
product,  which  has  an  installed  base  o 
more  than  185  leading  corporate  user 
worldwide.  Other  products  include 
addition  to  our  UXIX-based.  multi-use 
computer  line,  portable  laptop  compute 
terminals,  laser  printers,  and  two  pre 
grainmable  industrial  controller  line 
with  enhanced  software.  ^lore  new  proc 
ucts  will  be  announced  this  year. 

We  are  veiy  excited  about  the  oppoi 
tunity  for  long-term  profitability  an 
growth  in  ITG  and  our  strategy  of  pre 
viding  customers  with  advanced  sofi 
ware,  hardware,  and  systems  tools  tha 
enhance  productivity. 

John  W.  White,  President,  IT 
Texas  Instruments  Im 
Dalla 

POLAND'S  RUSH 
TO  SET  UP  ESOPs 


I  lueprints  for  a  free  market  in  East 
•em  Europe"  (Economics,  Feb 
stated  that  some  in  Poland's  Solidarit 
Party  are  pushing  hard  for  employe 
stock  ownership  plans.  I  am  currentl; 
ad\"ising  the  Polish  Parliament  as  it  b( 
gins  to  draft  formal  ESOP  legislation,  as 
sisted  by  a  group  of  U.  S.  congressmer 

Our  ESOP  model  is  a  combination 
the  ESOP  and  "sell-off"  models  that  yo' 
listed.  Outside  investors  will  acquire  a: 


We 


re  now  a 


This  is  because  we've  now  brought  together  the  complementary 
strengths  of  Asea  Brown  Boveri,  the  Westinghouse  transmission  and 
distribution  business  and,  most  recently,  Combustion  Engineering.  As  a 
result,  we're  now  the  most  complete  electrical  engineering  company.  And, 
with  annual  sales  in  the  U.S.  now  approaching  $7  billion,  we're  also  the 

largest  American  company  to  focus  on  the  application  of 
electrical  power  This  includes  power  generation, 
transmission  and  distribution;  industrial  systems  and  process  automation; 
transportation ;  robotics ;  environmental  protection  and  the  flill  gamut  of 
related  services,  Irom  engineering  to  financial. 

With  over  40,000  employees  at  facilities  in  nearly  every  state,  ABB  is  now  in 
a  unique  position  to  address  five  of  America's  most 
important  economic  needs:  ( 1)  a  growing  supply  of  energy 
(2)  a  more  competitive  industrial  sector  (3 )  improved  mass  transportation 
(4)  environmental  protection  and  ( 5 )  reliable  product  and  system  services . 
In  reality,  we're  the  only  company  with  the  commitment  and  the 
combined  research,  engineering  and  financial  resources  appropriate 
to  this  undertaking. 

This  is  because,  in  addition  to  our  U.S.  strengths,  we're  able  to  draw  on  our 
worldwide  resources,  $25  billion  in  sales,  2 15,000  employees  in  140 
countries.  And  a  $  1. 5  billion  R&D  commitment  to  environmentally 
compatible  and  cost-elficient  technology  in  our  core  areas. 
No  other  company  has  this  particular  focus,  or  these  resources.  This  puts  us  in 
a  unique  position  to  serve  markets  which  will  show  strong  growth  in  the  '90s. 


big,  new 
U.S.  company 
with 

With  over  40, 

unique  focus. 


A  li  » 


Asea  Brown  Boveri  inc. ,  900  Long  Ridge  Road,  Stamford,  Connecticut  06904.  Copyright  1990.  ASEA  BROWN  BOVERI 


DW  696 

Since  Dreyfus 
Worldwide  began,  it 
has  offered,  cumulatively, 
the  highest  yield  of  any 
money  market  fundr 

The  Special  Offer  and  monthly 
compounding  provide  you  with  this 
especially  high  yield. 

And  that's  good  news  if  you  want  to  earn  more 
on  your  money  today— without  locking  it  up. 


Special  Offer:  No-Cost  Guarantee 
Now  Entering  Its  Second  Year! 

For  a  period  of  time,  the  usual  management  fee  is  being  waived  and  other 
operating  expenses  are  being  absorbed  to  boost  your  effective  high 
money  market  return.  Call  for  details  and  the  current  yield! 


For  more  complete  mformation,  mcludmg  management  fee,  charges  and  expenses, 
obtain  a  Prospectus  by  calling  toll-free.  Read  it  carefully  before  you  invest  or  send  money. 


I-80O-USA-LION 

Ask  for  Extension  2286 

'reyfuS  Worldwide  Dollar 

P.O.  Box  3498,  Camden,  NJ  08101   Money  Market  Fund,  Inc. 

'Source:  IBC/Donoghue's  .Money  Fund  Report  for  the  period  2/23/89  through  12/31/89.  Yield 
fluctuates.  Past  performance  is  no  guarantee  of  future  results.  148 — 007 
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interest,  normally  majority,  and  emplo 
ees  will  acquire  the  rest  through  a  leve 
aged  ESOP.  Similar  to  the  U.  S.  model, 
will  give  companies  the  capital  and  tec 
nology  they  need,  while  giving  emplo 
ees  a  piece  of  the  action  and  establishin 
a  constituency  for  capitalism. 

Already  the  Employee  Ownershi 
Assn.  of  Poland  has  been  formed,  with 
membership  of  over  100  Polish  comp; 
nies  that  account  for  approximately  30 
of  the  country's  foreign  trade. 

Krzystztof  S.  Ludwinia 
Director  of  International  Opera  tier  «. 

ESOP  Services  In 
Scottsville,  V; 


CENTRAL  EUROPE'S  DOUBTS 
ABOUT  CAPITALISM  GO  WAY  BACK 

Although  the  Depression  and  the  ecj 
nomic  destruction  of  World  War 
"brought  about  a  seemingly  unstoppabj 
movement  toward  socialism,"  Professcf 
Gary  Becker  errs  when  he  forgets  th^ 
the  rejection  of  capitalism  predate 
World  War  I  ("When  the  going  ge| 
tough,  ideology  gets  flexible,"  Econom| 
Viewpoint,  Jan.  22). 

The  late  1890s  witnessed  an  attemd 
of  radical  socialism  to  wipe  out  the  eel 
nomic  and  political  changes  wrought  a 
capitalism  in  Central  Europe.  Economj 
and  social  pressures,  aggravated  by  ii 
dustrialization  and  nationalism,  justifia 
a  political  ideology  directed  at  eradical 
ing  the  ills  of  the  three  great  isms:  cai| 
talism,  liberalism,  and  modernism. 

A  return  to  capitalism  in  and  of  itsel 
is  no  assurance  of  economic  and  socif 
progress.  American  business  should  r| 
member  the  lessons  of  Eastern  EuropI 
an  history  and  develop  their  busine^ 
strategies  accordingly. 

Marvin  L.  Silvermal 
Chappaqua,  N.  1 


SUNTRUST  BANKS  HAS 
FEWER  PROBLEM  LOANS 


In  "The  real  estate  slump:  No  end 
sight"  (Finance,  Jan.  22),  one  of  m 
reports  was  used  as  a  source  for  th 
table  on  page  62.  Regrettably,  the  repoi 
contained  an  error  that  was  included  i 
the  table.  The  percent  rise  in  the  fin 
nine  months  of  1989  in  nonperformin 
real  estate  assets  at  SunTrust  Bank 
should  have  been  1097s  not  2177-. 

Cheryl  Swaim,  Vice-Presidei 
Oppenheimer  &  O 
New  Yor 


Letters  to  the  Editor  should  be  sent  to  Reade 
Report,  Business  Week,  1221  Avenue  of  the  Anne' 
cas.  New  York,  N  Y.  10020.  Fax:  (212)  512-446 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  1 
elude  an  address  and  daytime  and  evening  tei' 
phone  numbers.  We  reserve  the  nght  to  edit  lette, 
for  clarity  and  space. 
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Imagine  what  a  Canon  Color  Laser  Copier 
could  do  with  a  pie  chart. 


The  Canon  Color  Laser  Copier  200 
could  do  a  lot  for  your  business.  And 
Digital  Image  Processing  is  the  reason. 

Now  copies  from  graphics,  slides  and 
photos  look  more  lifelike  while  text  stays 
pure  black.  Reproduction  is  comparable  to 
professional  printing  with  256  gradations 
I  per  color  and  400  dots  per  inch  resolution. 


And  with  50%  to  400%  zoom  and 
advanced  editing,  as  well  as  automatic 
feeding  and  sorting  functions  and  a  quick 
20  black-and-white  copies  per  minute, 
it's  one  color  copier  that's  all  business. 

To  find  out  more,  call  1-800-OK- 
CANON,  or  write  us  at  Canon  USA 
Inc.,  RO.  Box  3900,  Peoria,  IL  61614. 


e  Canon  CreO'l  Card 


Canon /^/f onn 

COLOR  LASER  COPIER  C.UU 

The  Digital  Difference. 


New  Jersey  Department  of  Human  Services 
yision. 

leir  vision,  public  assistance  provided  the 
ining,  job  placement,  education,  child  care, 
her  support  that  people  need  to  reach  their 

:ial. 

/  called  their  vision  REACH.  But  to  make  it  a 
they  needed  a  powerful  computer  and  net- 


of  data.  From  a  computer  company  committed  to 
working  with  the  State  as  a  partner  rather  than  a 
vendor 

Now  the  State  of  New  Jersey  has  that  new  reality. 
And  nearly  8,000  New  Jersey  citizens  have  reached  so 
high  that  they  no  longer  need  public  assistance  at  all. 

Know  Bull. 

1-800-233-BULL,  ext.  160.  Phone  for  our  corporate 


Worldwide 
Information 


Systems 


;olution  flexible  enough  to  manage  mountains  brochure. 
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MY  TRAITOR'S  HEART:  A  SOUTH  AFRICAN  EXILE  RETURNS  TO  FACE 
HIS  COUNTRY,  HIS  TRIBE,  AND  HIS  CONSCIENCE 

By  Rian  Malan 

Atlantic  Monthly  Press.  349pp  .  $19.95 

WHERE  CRUELTY 
IS  COMMON  GROUND 


Last  fall  I  spent  a  week  in  Johannes- 
burg— my  first  since  I'd  reported  in 
South  Africa  three  years  before.  I 
was  fairly  stunned  by  what  I  found:  op- 
timism. A  new  president,  F.  W.  de  Klerk, 
was  talking  of  cooperation  and  reform. 
Blacks  were  marcliing  in  Cape  Town 
yelling  antigovernment  slogans — and 
.soldiers  weren't  shooting  at  them.  "I 
think  things  are  getting  better,"  said  a 
progressive  editor  I  would  have  judged 
incapable  of  such  a  statement  in  1986. 

How,  then,  do  we  justify  My  Traitor's 
Heart,  a  remarkable  work  by  a  young 
Afrikaner  journalist,  Rian  Malan?  Here 
is  a  bleak  and  hopeless  South  Africa, 
locked  in  hate  and  fear,  hurtling,  Malan 
writes,  toward  "strange 
terrors  and  ecstacies." 

The  name  Malan  car- 
ries with  it  a  lot  of  bag- 
gage in  South  Africa. 
Jacques  Malan,  a  French 
Huguenot,  planted  vine- 
yards there  in  1688.  In 
the  mid-1800s,  members 
of  the  family  were  killed 
by  Zulus;  others  took  re- 
venge. A  century  later, 
Daniel  Francois  Malan 
and  his  Afrikaner  Nation- 
al Party  created  the  laby- 
rinth of  segregation  laws 
called  apartheid.  Today, 
Magnus  Malan  controls 
the  powerful  military. 
"In  these  troubled 
times,"  Rian  Malan 
writes,  "the  name  Malan 
is  often  heard  on  the  lips 
of  black  comrades,  in  the 
chanted  litany  of  those 
who  will  die  when  the  day  comes." 

But  Malan  is  absorbed  by  a  less  prom- 
inent ancestor — Dawid  the  Younger, 
who  in  1788  took  a  black  woman  as  his 
lover  and  ran  off  with  her.  In  the  desert, 
fleeing  British  authorities  and  battling 
Xhosa  warriors,  Dawid  changed.  By 
1812,  when  Malan  next  finds  his  trail,  he 
was  one  of  a  band  of  Boer  renegades  on 
trial  for  treason.  They  had  rebelled 
when  British  administrators  punished  a 
Boer  for  whipping  a  Hottentot.  Dawid 
had  become  an  Afrikaner — "arrogant, 
xenophobic,  and  [in  a  Zulu  phrase]  'full 
of  blood.'  "  He  and  his  tribe  embraced  a 
brutal  creed:  "You  have  to  put  the  black 


man  down,  plant  your  foot  on  his  neck, 
and  keep  him  that  way  forever,  lest  he 
spring  up  and  slit  your  white  throat." 

Rian  Malan  was  born  in  1954.  As  a 
teenager,  he  rejected  the  heritage  of 
Dawid  the  Younger,  embracing  instead 
long  hair,  rock  music,  a  sort  of  idealistic 
socialism,  and  the  cause  of  blacks.  He 
spray-painted  antiapartheid  graffiti,  and, 
as  a  reporter  for  Johannesburg's  Star, 
drank  with  black  colleagues. 

He  became,  in  short,  a  South  African 
liberal.  But  he  lived  a  paradox:  He  loved 
blacks  yet  feared  them.  He  felt  guilt  at 
their  suffering  yet  horror  at  "the  savage 
latencies  that  seemed  to  lie  buried  in 
their  hearts."  So,  in  1977,  faced  with  the 


TAKING  ORDERS:  A  FARM  WORKER  REPORTS  TO  HIS  AFRIKANER  BOSS 


draft,  he  left  South  Africa  "because  I 
was  scared  of  the  coming  changes,  and 
scared  of  the  consequences  of  not 
changing.  I  ran  because  I  wouldn't  carry 
a  gun  for  apartheid,  and  because  I 
wouldn't  carry  a  gun  against  it." 

Finally,  after  eight  years  abroad,  Ma- 
lan returned  to  confront  his  paradox  and 
resolve  the  legacy  of  Dawid  the  Youn- 
ger. He  journeyed  to  backwater  farming 
towns  and  affluent  white  suburbs,  inves- 
tigating a  series  of  nightmarish  mur- 
ders, trying  to  make  sense  of  the  vio- 
lence by  digging  to  its  roots. 

So  we  travel  with  Malan  through  a 
bloodied  country.  Here  is  Samuel  Mope, 


a  middle-class  black  whose  son  has  be| 
beaten  to  death  by  a  drunken  white  { 
liceman.  The  boy  drew  suspicion  becau 
he  wore  a  uniform — that  of  a  choirbo 
Here,  too,  is  Simon  Mpungose.  CJ 
out  by  his  tribe  as  illegitimate,  he  turn! 
to  petty  crime  and  landed  in  jail,  whej 
he  was  forced  to  break  rocks  in  a  qua 
ry.  He  has  a  dream — the  sort  of  vision 
Zulu  cannot  ignore,  for  it  prophesies  d^ 
tiny — that  he  crushes  a  white  mai 
head  like  a  rock.  When  he  leaves  prise 
he  fulfills  the  dream,  hammering  in  t 
heads  of  white  farmers  and  their  wiv 
in  their  beds.  "My  heart  is  free,"  Mpi 
gose  tells  the  court  that  will  senten 
him  to  die,  "and  I  feel  relieved." 

And  here  is  Fana  Mhlongo,  14  yea 
old.  He  belongs  to  a  Soweto  gang  th 
supports  the  Black  Consciousness  mo\ 
ment  of  the  late  Steve  Biko.  His  gai 
battles  for  control  of  the  neighborho 
with  a  rival  group  pledged  to  the  Af 
can  National  Congress.  Mhlongo's  bo^ 
is  found  on  a  golf  course,  his  legs  cc 
ered  with  circular  burns  from  an  electi 
stove.  He  has  been  tortured  and  kill 
by  other  14-year-olds. 

Are  things  getting  h 
ter?  In  the  past  year, 
have  witnessed  a  stre: 
of  relatively  progressi 
gestures  from  Pretoria- 
most  recently,  de  Kler 
Feb.  2  legalization  of  tl 
ANC.  But  Malan  mak| 
such  change  seem  trivi; 
"As  a  tribe,  a  nation," 
writes,  "we  are  all  i 
mured  inside  a  fortrel 
of  racial  paranoia,  je: 
ously  hoarding  our  g 
and  getting  deeper  a: 
deeper  into  a  race  w; 
we  cannot  possibly  winj 
This  is  a  wrenchi 
book,  written  with  pow 
and  passion.  It  would  1 
wonderful  fiction  if 
weren't  real.  Malan's 
not  a  message  mo 
Americans  will  want 
hear.  We  want  to  know  that  Afrikane 
are  bad  and  blacks  good.  We  want  tl 
victims  to  overcome  their  oppressor 
Malan  knows  the  conflict  isn't  so  simpl 
"I'm  burned  out  and  starving  to  death 
he  begins,  "so  I'm  just  going  to  lay  th 
all  upon  you  and  trust  that  you're 
visionary  reader,  because  the  grand  d 
sign,  such  as  it  is,  is  going  to  be  hard  f( 
you  to  see."  In  the  end,  we  do  see  a  b 
Through  its  victims,  we  understar 
something  of  the  tragedy.  And  we  re 
ize  that  it  can't  end  soon. 

BY  KEITH  H.  HAMMONC 
Boston  Bureau  Chief  Hammonds  wrote  ft 
South  Africa's  Business  Day  in  1986. 


WHAT  THE  GENTLEMEN  DRINK 
WHEN  THE  LADIES  LEAVE  THE  ROOM. 

Old  Grand-Dad  Keplucky  Straighl  Bourbon  Whiskey  43%  AlcA/ol  186  Prool)  Distilled  and  Bottled  by  The  Old  Grand-Dad  Distillery  Company  Fcankfort.  KY 


OLD  GRAND-DAD 


To  elude  its  enemies,  the  hatchet  fish  uses  a  natural  system  of 
"dispersion  lenses"  to  guide  light  rays.  An  equivalent  system  of 
guided  light  dispersion  saves  lives  on  the  road,  too.  Schott's 
headlight  lenses  incorporate  up  to  550  individual  special  lenses 
to  ensure  that  the  road  ahead  is  clearly  illuminated. 


Living  deep  within  the  sea,  the 
hatchet  fish  has  a  surprisingly 
high-tech  system  to  keep  it  safe 
from  predators  -  it  uses  light  to 
camouflage  itself. 
 To  make  its  shadow  in- 
visible to  enemies  swimming 
below,  it  makes  itself  appear  to 
blend  into  the  light  that  pene- 
trates from  the  surface.  This 
effect  is  produced  by  a  row  of 
light-generating  organs  locat- 
ed along  the  fish's  underside. 
They  are  composed  of  chemical 
light  sources,  reflectors  and 


dispersion  lenses  that  act  like 
small  headlights  beaming  light 
downwards. 

 The  lenses  illuminate  the 

fish's  shadow  so  well  that  if  can- 
not be  seen  from  below. 
 Schott's  headlight  len- 
ses also  use  guided  light 
dispersion,  but  for  a  different 
reason.  r\/lotor  vehicle  head- 
lights have  to  light  up  the  road 
with  maximum  clarity.  And  driv- 
ers must  be  able  to  see  oncom- 
ing cars  without  being  blinded. 
 Laws  that  regulate  light 


sson  in  safety. 


intensity,  range  and  glare  call 
for  headlight  lenses  with  a  very 
specific  geometry.  To  ensure  the 
ideal  dispersion  of  light  on  the 
road,  Schott  lenses  incorporate 
up  to  100  different  light  fields 
with  a  total  of  550  individual 
prismatic  and  cyclindrical  lenses. 

 Schott  special  glass  for 

headlights  has  a  long-lasting, 
98  %  light  transmitting  capacity. 
It  is  also  highly  resistant  to 
aggressive  chemicals  and  tem- 
perature changes.  Which  is  why 
you  can  depend  on  this  optical 


system  for  years  of  safe  driving. 

 Special  glass  headlight 

lenses,  available  from  Schott 
America,  arejustoneexampleof 
how  Schott's  innovative  devel- 
opment responds  to  specific 
needs.  In  today's  world,  special 
glass  helps  keep  technology 
advancing. 

 Schott  worldwide:  50,000 

products,  50  production  facili- 
ties, represented  in  more  than 
100  countries,  with  over  $  1  bil- 
lion in  sales. 

 Schott  in  North  America: 


11  companies  employing  more 
than  1,800  people. 

 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B  26,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


SCHOTT 

Nobody  knows  more  about  glass. 
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conomic  Viewpoint 


NOT  EVERYONE 
DESERVES 
AFFORDABLE 
AUTO  INSURANCE 


BY  GARYS.  BECKER 


States  with  regulated  rates 
impose  a  hidden  tax,  in  the 
form  of  higher  premiums, 
against  good  drivers  so 
the  bad  ones  can  stay  on 
the  road.  The  result:  Higher 
overall  costs  to  society 


GARY  S.  BECKER  IS  UNIVERSITY  PROFESSOR 
OF  ECONOMICS  AND  SOCIOLOGY 
AT  THE  UNIVERSITY  OF  CHICAGO 


itter  complaints  about  high  auto 
insurance  rates  have  resulted  in 
tighter  regulations  during  the 
past  few  years.  The  effect  has  been  that 
many  states  have  capitulated  to  political 
pressure  to  subsidize  certain  groups 
through  price  and  other  regulations. 

Prior  to  1966,  all  states  except  Califor- 
nia regulated  car  insurance  rates,  but  15 
states  deregulated  in  the  1970s.  In  1988, 
California  voters  did  a  U-turn  and  easily 
passed  a  referendum  that  proposed  to 
end  their  free  market  in  the  setting  of 
auto  insurance  rates  and  to  force  insur- 
ance companies  to  cut  many  rates.  In 
California,  where  some  companies  have 
decided  to  stop  writing  car  insurance 
policies,  the  Supreme  Court  recently 
overruled  that  state's  insurance  commis- 
sioner and  held  that  companies  can  aban- 
don the  state  without  first  finding  other 
insurers  to  take  over  their  customers. 

In  the  early  1980s,  New  Jersey  set  up 
an  insurer-of-last-resort  for  drivers  un- 
able to  obtain  insurance  at  regulated 
rates  in  the  voluntary  market.  New 
York  has  barred  the  use  of  sex,  marital 
status,  and  other  characteristics  in  the 
setting  of  rates.  Several  other  states  ei- 
ther resumed  or  tightened  their  regula- 
tion of  auto  insurance. 
FETTERED  COMPETITION.  Regulation  has 
not  lowered  car  insurance  rates  to  most 
car  owners,  despite  complaints  about 
high  rates  in  unregulated  markets.  A 
still-valuable  study  conducted  a  decade 
ago  by  economist  Richard  A.  Ippolito, 
now  of  Pension  Benefit  Guaranty  Corp., 
found  no  significant  difference  between 
average  rate  levels  in  regulated  and  un- 
regulated states. 

He  found  instead  that  regulation  im- 
peded competition  among  insurance  com- 
panies, increased  the  cost  to  drivers  with 
good  records,  lowered  rates  for  high-risk 
drivers,  and  raised  the  number  of  cars 
covered  under  subsidized  plans  for  driv- 
ers unable  to  obtain  insurance  in  the 
voluntary  market.  For  example,  in  the 
early  1970s,  12%  of  high-risk  New  Jersey 
drivers  were  assigned  to  various  insur- 
ers. After  the  state  "reformed"  its  regu- 
lation of  automobile  insurance  and  tight- 
ened controls  over  rates  in  1983,  almost 
half  of  its  more  than  4  million  cars  be- 
came part  of  the  subsidized  pool. 

Therefore,  it  is  not  surprising  that  the 
insurer-of-last-resort  has  run  up  a  large 
deficit — in  excess  of  $3  billion — even 
though  cars  not  in  the  pool  in  the  Gar- 
den State  are  assessed  some  of  the  high- 
est rates  in  the  nation.  Governor  James 
J.  Florio  recently  proposed  to  eliminate 
this  insurer,  force  rates  down  in  the  vol- 
untary market,  and  require  other  auto 
insurance  companies  to  help  pay  the  def- 
icit. Whatever  New  Jersey  decides,  I  do 
not  believe  that  rates  to  safer  drivers 


can  be  cut  without  the  state  freein? 
rates  for  most  of  the  riskier  drivers. 

In  unregulated  markets,  people  wh 
are  more  likely  to  get  into  auto  accidenili 
must  pay  above-average  rates  to  covd' 
the  greater  expected  damage  to  person 
and  property  from  their  driving.  Thei 
may  try  to  get  around  stiff  costs  by  m; 
insuring  their  cars,  but  compulsory  cj'' 
insurance,  found  in  a  growing  numb< 
of  states,  can  help  prevent  this. 

Higher  rates  discourage  acciden  ! 
prone  persons  from  owning  and  drivin  i 
cars,  and  thereby  reduce  the  number  ( 
auto  accidents.  The  serious  harm  to  lil 
and  property  by  having  more  high-ris 
drivers  on  the  road  when  rates  are  kej 
artificially  low  may  have  a  large  socii 
cost. 

A  common  criticism  of  unregulate 
rates  is  that  some  good  drivers  the 
have  to  pay  high  premiums  only  becaus 
they  are  placed  in  rating  groups  ths 
have  a  large  number  of  accident-pron 
members.  Even  careful  drivers  in  th 
inner  city  usually  pay  a  lot  in  unregula 
ed  markets  because  accidents  and  aut 
theft  are  common  there.  >■ 
SAFELY  STORED.  But  free  compeutio 
among  insurance  companies  does  giv 
good  drivers  some  protection  agains 
high  rates,  for  companies  make  mor 
profits  if  they  can  separate  out  an 
charge  lower  rates  to  the  less  acciden 
prone  members  of  a  group.  This  is  wh 
females,  married  males,  and  those  wh 
have  completed  a  drivers'  educatio 
course  often  receive  lower  rates  tha 
young  unmarried  males.  Living  in  a  pai 
of  Chicago  where  car  theft  is  common, 
receive  a  discount  on  the  rate  for  m 
area  because  I  keep  my  car  in  a  garag< 
However,  since  companies  lack  informs 
tion  about  relevant  characteristics  c 
drivers,  some  careful  drivers  pay  bi 
premiums  in  free  markets  because  the 
are  classified  in  high-risk  groups. 

Even  if  the  political  decision  is  mad 
that  riskier  categories  of  drivers  are  t 
be  helped,  the  necessary  subsidie 
should  be  paid  from  tax  revenues  rathe 
than  through  higher  rates  to  carefi 
drivers  and  car  owners  in  areas  with 
low  incidence  of  accidents  and  aut 
theft.  Higher  rates  to  low-risk  drivers  i 
exchange  for  lower  rates  for  high-ris 
drivers  through  rate  regulation  illui 
trates  the  growing  tendency  to  econc 
mize  on  public  spending  by  mandatinj 
higher  private  spending — in  this  cas 
from  certain  groups  of  car  owners. 

The  experience  with  auto  insuranc 
has  important  lessons  for  proposals  t 
restore  extensive  federal  regulation  o 
airlines  and  other  industries.  Just  as  reg 
ulation  reduces  the  efficiency  of  th 
market  for  auto  insurance,  it  will  als 
lower  efficiency  in  these  industries. 


PROVEN  LONG-TERM  PERFORMANCE 


Only  Magellan 

Ftind  Has  This 
Growth  Record. 


When  you  look  for  a  growth  fund,  look  at  the 
record.  You'll  see  why  Fidelity  Magellan  Fund  is  one 
of  the  long-term  growth  leaders: 

✓  Ranked  #1  of  all  mutual  funds  for  10  and  15 

years* 

^  Outperformed  95%  of  all  funds  for 
5  years  and  92%  of  all  funds  for  1  year* 

✓  A  $10,000  investment  made  on  12/31/79  would 
have  been  worth  $118,735  on  12/31/89. 


Fidelity  Magellan  Fund 


$180,000 
$100,000- 

$50,000- 

$20,000- 

$10,000 
$8,000- 


Growth  in  value 
of  historical 
$10,000  investment 
made  1 2/31 /79t 


$118,735 


12/31/79 


12/31/89 


Avg.  Annual      1  yr       5yrs  lOvrs 

Returns  — —  — - —  — 

as  of  12/31/89  30.55%  23.44%  28.07% 


Of  course,  past  performance  is  no  guarantee  of  future 
results  and  the  fund's  share  price  and  return  will  vary 
so  that  you  may  have  a  gain  or  loss  when  you  sell  your 
shares.  But  if  you're  looking  for  an  aggressive  growth  fund,  look  at  the  record.  There  is 
only  one  Magellan  Fund. 

*The  fiind  is  ranked  #1  out  of  3(i2  funds,  #1  out  of  427  funds,  #34  out  of  741  funds  and  #128  out  of  1683  funds  for  15, 10, 5,  and  I  year 
performance  for  periods  ending  12/31/89  according  to  Lipper  Analytical  Services,  Inc.,  an  independent  mutual  fund  performance  moni- 
tor. tTotal  returns  include  change  in  share  price,  reinvestment  of  dividends  and  capital  gains  and  the  effect  of  the 
fund's  3%  sales  charge. 


1-800-544-6666  24  hours 


Fidelity  Magellan  Fund.  For  more  complete  information,  including  management 
fees  and  expenses,  ciill  or  write  for  a  free  prospectus.  Please  read  it  carefully  before  investing  or  sending 
money  Fidelity  Distrihutors  C(jrporation  (General  Distribution  Agent),  P.O.  Box  660603,  Dallas,  TX  75266-0603. 
Service  for  the  hearing  impaired,  TDD/1-800-S44-0118. 
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TheGuarae 

Now  extended  tWi 
Now  on  every  car,  pickif  J 
Plus,  we'll  give  you  ^3est 


Plymouth  Laser 

$1000 


Chrysler  LeBaron  Convertible 

$1000 


Eagle  Premier  Limited 

$2000 


eSpii 

I0( 


Dodge  Shadow 

$1000 


Chrysler  Imperial 

$1000 


Dodge  Day  tona  ES 

$1500 


00 


The  Guaranteed  Rebate  from  Chrysler.  Now 
extended  through  Februarv'  28th.  Now  on  every 
car.  pickup,  and  Jeep  vehicle  we  build.  Chrysler 
had  its  best  January  sales  in  history,  so  we're 
extending  our  Guaranteed  Rebate  program 
through  February  28th.  And  now  we're  giving 
guaranteed  rebates  on  all  of  our  family  cars, 
pickup  trucks,  and  sport  utility  vehicles,  even 
Jeep  Cherokee.*  Guaranteed  rebates  from  $500 
to  $2000  dollars.  $1000  back  on  Plymouth  I^ser 
and  ChPy'sler  LeBaron  Convertible.  $1500  on 
Dodge  Daytona  ES  Turbo  and  Eagle  Premier  ES. 


And  $2000  back  on  Eagle  Premier  Limited 
and  selected  Dodge  Ram  pickups.  If  the  rebijif,, 
goes  up  this  model  year,  we'll  pay  you 
the  difference. 


The  ^50  Test  Drive 

Now  we're  making  the  Guaranteed  Reba 
even  better.  Chrysler  will  give  you  $50  to 
test  drive  our  product  against  any  competiti 
model.  If  you  buy  ours  or  theirs,  you  get  the 
$50.  You  must  compare  and  buy  before 
February  28th. 


'PV( 

lilr 
«acl 

in-' 


sed  Rebate 

1 1  February  28th. 

^  1  Jeep  vehicle  we  build. 

est  drive  our  product. 


)'i  e  Spirit 

1)00 


Jeep  Wrangler 

$500 


Dodge  Dynasty 

$1000 


Plymouth  Acclaim 

$1000 


(  Cherokee 

>ooo 


Plymouth  Sundance 

$1000 


Dodge  D-150  Pickup 

$2000 


ic  Guaranteed  Rebate.  On  every  car.  pickup, 
;  >  rp  vehicle  we  build.  Just  take  delivery  of 

new  vehicle  before  February  28th.  and 
II  ('  locked  in  the  highest  rebate  of  the  model 
■  11  the  rebate  increases  this  model  year  you 

1  I  a  check  for  the  difference. 

he  Guaranteed  Rebate.  The  $50  test  drive. 
'   (  hrysler  Corporation.  No  other  car 
I  ><  my  has  ever  done  that. 


Eagle  Tklon 

$1000 


CHRYSLER 
rjS  CORPORATION 

CHRYSLER  •  PLYMOUTH  •  DODGE 
DODGE  TRUCKS  •  JEEP  •  EAGLE 


1-.'  ileliven,'  from  new  dealer  stock  by  2/28.  See  dealer  lor  details  and  Guarantee  and  Test  Drive  Claim  Forms.  Rebates  guaranteed 

1  9/30.  Cash  back  directly  from  Chrysler  Corporation,  Offer  excludes  minivans.  Jeep  is  a  registered  trademark  of  Chrvsler  Corporation 
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It  Count t  for 
I/on  Than  You  Think 


conomic  Trends 


BY  GENE  KORETZ 


AMERICA  IS  KICKING 
THE  DEBT  HABIT 
—BUT  IS  THAT  GOOD? 


There's  little  doubt  that  the  nation's 
love  affair  with  debt  is  starting  to 
cool.  In  the  final  months  of  1989, 
total  public  and  private  debt  (excluding 
borrowings  by  financial  institutions)  was 
only  about  87'  above  1988  levels.  That's 
not  only  a  sharp  drop  from  the  14%-plus 
growth  rates  it  hit  in  the  mid-1980s 
(chart)  but  also  the  most  sluggish  pace 
of  borrowing  growth  since  the  1975 
recession. 

For  those  who  lament  America's  ex- 


DEBT  GROWTH  IS 
SLOWING  SHARPLY 


A  PERCENT  CHANGE  FROM  PREVIOUS  YEAR 

■EXCLUDES  FINANCIAL  CORPORATIONS 
DATA:  FEDERAL  RESERVE  BOARD,  MERRILL  LYNCH  CAPITAL  MARKETS 


cessive  reliance  on  credit,  the  debt  slow- 
down is  a  hopeful  sign  that  business, 
government,  and  consumers  are  finally 
starting  to  kick  the  habit.  But  for  eco- 
nomic observers  concerned  about  the 
economy's  and  financial  markets'  near- 
term  trajectory,  it  reinforces  fears  of 
recession  and  raises  expectations  of  an- 
other significant  decline  in  interest 
rates.  Slowing  credit  demand,  after  all, 
is  a  fairly  reliable  signal  of  a  developing 
business  contraction.  In  fact,  a  slacken- 
ing of  debt  growth  has  preceded  or  been 
associated  with  every  recession  and  ev- 
ery major  interest-rate  downturn  over 
the  past  three  decades. 

Economist  Robert  Schwartz  of  Merrill 
Lynch  Capital  Markets  argues,  however, 
that  things  may  be  different  this  time 
around  and  that  the  debt  slowdown  does 
not  foreclose  a  pickup  in  business  activi- 
ty. Indeed,  he  contends  that  "debt  ex- 
pansion could  well  continue  to  moderate 
while  the  economy  is  picking  up  steam." 

Schwartz  points  out  that  while  credit 


growth  slowdowns  preceded  interest- 
rate  declines  in  the  1960s  and  '70s,  the 
sequence  has  reversed  course  in  the 
1980s.  The  sharp  decline  in  rates  that 
started  in  late  1984,  for  example,  actual- 
ly preceded  the  deceleration  in  debt 
growth  that  has  become  increasingly  ap- 
parent in  recent  years.  And  the  major 
factor  behind  this  reversal,  he  believes, 
is  the  explosive  rise  in  credit  usage  by 
households,  business,  and  government. 

In  essence,  Schwartz  argues  that 
overall  debt  burdens  have  grown  so 
large  that  a  significant  fraction  of  new 
borrowing  is  now  determined  by  the 
need  to  meet  interest  payments  on  old 
debt.  Thus,  a  protracted  decline  in  inter- 
est rates  may  actually  result  in  slower 
credit  growth  by  lowering  the  claim  of 
interest  payments  on  cash  flow.  The  pro- 
cess is  illustrated  by  the  current  surge 
in  debt  refinancings  that  are  allowing 
companies  to  reduce  their  interest  pay- 
ments— and  moderate  their  borrowing 
needs.  In  short,  says  Schwartz,  "debt- 
servicing  charges  are  becoming  the  tail 
that  is  wagging  the  debt  dog." 

This  thesis  bodes  well  for  the  current 
business  outlook.  It  suggests  that  the 
debt  slowdown  may  not  be  a  piccursor 
of  weaker  economic  conditions  and  inter- 
est-rate declines  at  all.  Rather,  says 
Schwartz,  "it  may  largely  reflect  the 
lagged  impact  of  past  interest  rate  de- 
clines on  credit  demand."  Indeed,  to  the 
extent  that  slower  debt  growth  reflects 
an  improvement  in  business'  financial 
condition,  it  "may  actually  foster  a  re- 
k)Ound  in  business  activity." 


THE  TRADE  NUMBERS 
ARE  GETTING  SWAMPED 
BY  OPEC  OIL 


ore  and  more,  America's  un- 
slaked thirst  for  foreign  oil  is 
[clouding  the  trade  outlook.  Ac- 
cording to  Commerce  Dept.  data,  the 
nonoil  trade  deficit  was  actually  trimmed 
by  a  healthy  W/o,  or  $16  billion,  in  the 
first  11  months  of  last  year,  but  the  total 
trade  deficit  shrank  by  only  $7  billion  in 
the  same  period.  The  culprit  was  the 
exploding  oil  deficit,  which  accounted  for 
some  407f  of  the  total  U.  S.  trade  imbal- 
ance in  1989,  up  from  30%  in  1988. 

Economist  Lacy  Hunt  of  CM&M  Group 
Inc.  believes  that  the  gap  can  only 
get  worse.  He  notes  that  U.  S.  oil  pro- 
duction hit  a  26-year  low  last  year, 
plunging  6.87,  to  under  7.6  million  bar- 
rels a  day — less  than  the  volume  of  pe- 
troleum imports.  At  the  same  time,  drill- 
ing remains  depressed.  "Even  if  activity 
were  to  rise  sharply,"  says  Hunt,  "it 
would  take  another  four  or  five  years 


for  domestic  oil  production  to  stabilize 
Looking  aheaci,  economists  at  Man 
facturers  Hanover  Trust  Co.  think  i 
creased  conservation  could  alleviate  tl 
oil  deficit  over  the  long  run.  Transport 
tion  accounts  for  two-thirds  of  the  n 
tion's  oil  consumption,  they  note,  and  tl 
U.  S.  passenger  car  fleet  is  now  avera 
ing  nearly  21  miles  per  gallon — a  33 
improvement  in  the  past  decade  alon 
With  new  cars  averaging  27  miles  p^ 
gallon,  further  progress  is  inevitable  ; 
old  gas-guzzlers  are  scrapped. 

The  Manufacturers  Hanover  econ 
mists  also  argue  that  far  greater  ener^ 
efficiency  in  other  industrial  nations  ii 
plies  that  Americans  have  not  exhaustc 
avenues  for  gains  at  home  and  in  tl 
workplace.  Given  this  potential,  the 
say,  "OPEC's  ability  to  reclaim  the  dri 
er's  seat  for  long  remains  problematic 


1989  MAY  HAVE  ENDED 

WITH  EVEN 

LESS  THAN  A  FIZZLE 


Get  set  for  a  downward  revision  | 
last  quarter's  minuscule  0.5| 
growth  rate.  Robert  H.  Chal 
dross  at  Lloyds  Bank  points  out  thi 
new  data  for  the  final  months  of  tn 
year  indicate  that  several  of  the  Coi] 
merce  Dept's  fourth-quarter  assumj 
tions  were  too  high. 

Specifically,  manufacturing  inventoij 
growth  is  now  pegged  at  only  a 
billion  (in  current  dollars)  annual  ral 
rather  than  $9.9  billion,  while  prival 
construction  outlays  are  $2.2  billion  b| 
low  the  original  estimate.  Based 
these  numbers,  says  Chandross,  "tl[ 
economy's  fourth-quarter  growth  ra] 
could  be  cut  in  half." 


HEALTH  CARE  KEEPS 
TAKING  BIGGER  BITES 
OF  THE  ECONOMY 


The  U.  S.  health  care  system  coi 
sumes  nearly  127  of  national  ii 
come — more  than  in  any  other  n; 
tion,  and  the  juggernaut  keeps  rollin 
along.  Health  care  employment,  for  e 
ample,  rose  532,000  last  year,  accountin 
for  no  less  than  227  of  the  total  increas 
in  payroll  jobs. 

Meanwhile,  health  care  costs  jumpe 
by  8.57,  nearly  double  the  4.67^  increas 
in  all  consumer  prices.  And  the  consul 
ing  firm  of  A.  Foster  Higgins  &  C 
reports  that  the  bill  for  employer-spoi 
sored  medical  plans  rose  even  more — b 
an  astonishing  20.47,  to  an  average  co; 
of  $2,600  per  employee. 
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the  Savin  Prism  I  color  copier* 
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They  certainly  can't  keep  up  with  the  speed  of  the  Prism  L  '^i^ 


It  turns  out  superb  full  color  copies  50%  faster  than 


both  the  Xerox  1005  and  the  Canon  CLC. 


They  can't  touch  our  affordability,  either.  At  $16,995, 
the  Prism  I  has  a  price  tas  about  half  the  size  of  those 
other  color  copiers.  (And  it's  more  than  $40,000  cheaper 
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han  the  Kodak  ColorEdse.)  Cost  per  copy?  A  fraction  of 
Yhat  our  competitors  cost. 

So  It's  all  very  simple.  If  youVe  looking  for  a  color 
ropier  that  beats  the  competition  in  speed,  affordability 
jnd  copying  cost,  call  1-800-39-COLOR,  for  your  nearest 
Savin  Prism  I  Sales  Center.  And  come  in  for  a  demonstration. 

While  you  Ve  there,  ask  about  our  new  black  and 
ivhite  copiers  and  SavinFax"  machines.  The  ones  our 
competitors  are  having  an  equally  g|  |^| 
difficult  time  trying  to  beat.       Ask  US  What'S  nCW. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


DESPERATELY  SEEKING 
I  DOSE  OF  PRODUCTIVITY 


Productivity  in  the  U.  S.  has  been  in  the  doldrums 
for  a  long  time — but  now,  its  poor  performance 
poses  a  threat  to  the  economy.  Output  per  hour  in 
onfarm  industry  rose  at  a  paltry  1.2%  annual  rate  dur- 
ig  the  1980s — no  improvement  from  the  1970s.  More- 
ver,  productivity  heads  into  the  1990s  at  its  slowest 
■ace  since  the  1981-82  recession.  That  not  only  dims  the 
utlook  for  the  coming  year  but  also  calls  into  question 
he  main  economic  goal  of  the  Bush  Administration. 

That  goal,  as  stated  in  the 
new  Administration's  first  Eco- 
nomic Report  of  the  President, 
is  "to  achieve  the  highest  possi- 
ble rate  of  sustainable  economic 
growth."  But  lackluster  produc- 
tivity gains,  combined  with 
slower  growth  in  the  labor 
force,  mean  that  sustainable 
growth  is  in  the  range  of  only 
Tfo  to  2.5%.  Anything  faster 
would  fuel  inflation.  Yet  the  Ad- 


THE  PRICE  OF  POOR 
PRODUCTIVITY 
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ninistration  projects  annual  growth  of  slightly  more 
;han  ?>%  during  the  next  four  years,  along  with  slower 
nflation  and  lower  interest  rates. 

For  the  coming  year,  poor  productivity  growth  has  a 
lumber  of  implications  for  the  outlook — all  bad.  The  sad 
performance  in  1989  has  already  lifted  the  cost  of  doing 
business,  because  wages  and  benefits  of  workers  grew 
much  faster  than  productivity.  It  has  also  squeezed  prof- 
it margins,  kept  inflation  stubbornly  high,  and  cut  into 
America's  international  competitiveness.  More  of  the 
same  pressures  are  building  for  1990,  because  productivi- 
ty gains  taper  off  during  an  economic  slowdown. 


LABOR 
COSTS 
HAMMER 
PROFITS 


The  immediate  problem:  Poor  productivi- 
ty growth  is  putting  upward  pressure  on 
unit  labor  costs.  Nonfarm  productivity 
rose  at  a  scant  0.2%'  annual  rate  in  the 
final  quarter  of  1989.  Growth  from  the  fourth  quarter  of 
1988  to  the  end  of  1989  was  only  0.6%.  But  wages  and 
benefits  rose  5.7%-.  As  a  result,  the  labor  cost  of  produc- 
ing the  same  amount  of  output  increased  sharply. 

Without  sufficient  gains  in  productivity  to  offset  the 
rise  in  compensation,  unit  labor  costs  jumped  5.17^  from 
the  end  of  1988  to  the  end  of  last  year,  up  from  3.17" 
during  1988  (chart).  Last  year's  rise  was  the  largest  in 
seven  years.  The  rate  of  growth  in  unit  labor  costs 
places  a  floor  under  the  inflation  rate.  That's  one  reason 
price  growth  persists  at  around  4.5%. 
Since  unit  labor  costs  are  now  climbing  at  about  the 


same  pace  as  prices,  profit  margins  are  being  squeezed. 
Profits  are  already  getting  hammered  by  sluggish  de- 
mand and  by  the  surge  in  interest  costs.  The  recent  rise 
in  long-term  interest  rates  is  a  further  threat  to  earn- 
ings, as  well  as  to  the  expansion  (page  56). 

Throughout  the  expansion,  the  productivity  problem 
has  been  concentrated  in  services,  while  manufacturing 
made  all  the  gains.  But  now,  while  service  productivity 
remains  lousy,  gains  in  output  per  hour  at  factories  are 
slowing  from  the  heady  5%-per-year  advances  of  1983  to 
1985.  Manufacturing  productivity  rose  2.6%  from  the 
fourth  quarter  of  1988  to  the  end  of  last  year,  down 
from  2.9%  in  1988  and  3.5%  in  1987. 

Pressure  from  labor  costs  is  building  at  the  factory  as 
well.  Wages  and  benefits  there  have  accelerated,  rising 
4.8%  last  year.  As  a  result,  unit  labor  costs  rose  2.1%  in 
1989,  also  the  fastest  pace  in  seven  years. 


LAYOFFS 
ARE 
ON  THE 
RISE . . . 


Going  into  1990,  manufacturers  are 
caught  between  rising  labor  costs  and 
sluggish  demand.  The  result  is  layoffs. 
Factories  pared  112,000  jobs  in  January, 
bringing  the  number  of  jobs  cut  since  March,  1989,  to 
303,000.  This  drove  up  the  unemployment  rate  in  manu- 
facturing to  5.9%  in  January,  from  5.6%  in  December  and 
from  an  expansion  low  of  4.8%  last  March.  By  compari- 
son, the  jobless  rate  for  the  economy  as  a  whole  has 
stayed  at  5.3%  for  eight  consecutive  months. 

The  January  report  by  the 
National  Association  of  Pur- 
chasing Management  reflects 
manufacturing's  dour  mood. 
The  NAPM's  index  of  business 
activity  plunged  from  46.7%-  in 
December  to  45.27^ — the  lowest 
since  the  last  recession  (chart). 

Since  May,  the  index  has  been 
below  50%^ — a  sign  that  growth 
is  declining.  Moreover,  the  in- 
dex' recent  slide  is  longer  and 


THE  FACTORY  SLUMP 
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steeper  than  the  one  in  1986,  suggesting  that  manufac- 
turing's current  slump  is  worse  than  that  one. 

More  than  half  of  the  factory  layoffs  since  March, 
1989,  have  been  in  the  auto  industry,  including  90,000  in 
January  alone.  That  reflected  extensive  plant  shutdowns 
early  in  the  month.  Many  of  those  workers  were  called 
back  later  in  the  month,  but  probably  not  all. 

Car  sales  remain  lackluster.  Thanks  to  new  buyer 
incentives,  sales  of  domestically  made  cars  did  increase 
to  an  annual  rate  of  7.5  million  in  January,  a  rise  from 
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6.5  million  in  December.  But  sales  are  below  their  pace 
of  last  summer.  That  means  both  output  and  payrolls  in 
the  auto  sector  will  remain  weak  in  coming  months. 

Even  excluding  the  auto  sector,  manufacturing  jobs 
slipped  22,000  in  January,  with  the  losses  fairly  wide- 
spread. In  addition,  the  factory  workweek  was  un- 
changed from  December,  at  40.7  hours.  That  suggests 
factory  production  slipped  in  January. 

Factories  are  keeping  tight  control  of  their  inven- 
tories. Shipments  fell  0.5/'  in  December,  to  $231.8  billion, 
but  factory  stockpiles  shrank  by  0.4'7',  to  $371.5  billion. 
Excluding  the  aircraft  industry,  where  a  strike  at  Boeing 
Co.  skewed  the  numbers,  the  drawdown  was  even  larg- 
er. Nonaircraft  inventories  dropped  0.9^'J  in  December, 
after  no  change  in  October  and  November. 

Still,  the  factory  sector  isn't  out  of  the  woods  yet, 
because  demand  remains  slack.  Manufacturers  have  lit- 
tle incentive  to  add  to  their  stockpiles.  That  means  they 
aren't  likely  to  boost  output — or  jobs — any  time  soon. 

. . .  WITH  Even  with  January's  big  drop  in  manufac- 
JOB  turing  employment,  the  labor  markets  be- 

MARKETS  gan  the  year  with  a  strong  275,000  rise  in 
STILL  TIGHT  nonfarm  payrolls.  However,  much  of  the 
gain  reflected  special  circumstances  in  construction  and 
retail  trade.  Store  owners  hired  fewer  sales  clerks  in 
December,  so  fewer  workers  had  to  be  laid  off  in  Janu- 
ary after  the  holiday  shopping  season  ended. 

In  construction,  extremely  cold  weather  in  December 
caused  a  loss  of  50,000  jobs.  But  milder  temperatures  in 
January  boosted  construction  employment  by  104,000. 
The  warmer  weather  also  means  that  construction 
spending  bounced  back  in  January.  It  slipped  by  0.6'a  in 
December,  to  an  annual  rate  of  $414.6  billion. 

The  weakness  in  manufacturing  leaves  services  as  the 
main  generator  of  new  jobs.  In  January,  private-service 
payrolls  expanded  by  284,000.  Excluding  retail  trade,  the 
gain  was  still  an  impressive  167,000.  Leading  the  in- 


HEALTH  CARE  LEADJl 
SERVICE  JOB  GROWII 

7.5 


JAN.  88  JAN.  ■% 

▲  PERCEKT  CHANGE  FROM  A  YEAR  AGO 

DAIA  LABOR  DEPT  .  BW 


crease  was  the  booming  health  care  sector.  Hiring  the 
has  been  accelerating  sharply  for  two  years  now,  wh 
job  growth  in  other  services  has  slowed  (chart). 

That  robust  demand  for  workers  is  causing  heal 
care  wages  to  soar.  The  average  nonfarm  hourly  waj 
advanced  3.7%  in  the  12  months  ended  in  January 
health  care  wages  are  rising  about  6.6%. 

In  January,  nonfarm  wages 
increased  just  0.1%',  to  $9.84  per 
hour.  A  0.49'  rise  in  the  service 
sector  offset  a  0.4%  fall  in  fac- 
tory wages.  The  small  gain  in 
nonfarm  pay,  along  with  a  slim 
rise  in  the  workweek,  means 
that  the  wages  and  salaries 
component  of  personal  income 
was  up  only  slightly  last  month. 

But  nonfarm  wages  are  still 
rising  at  about  49'  per  year,  in- 
dicating little  downward  movement  in  the  inflation  rat 
The  problem  is  that  nonfarm  job  growth  is  still  outpa 
ing  the  gains  in  the  labor  force.  And  because  the  pool  ( 
available  workers  won't  expand  appreciably  this  yea 
labor  markets  are  going  to  remain  tight. 

For  1990,  the  labor  force  is  expected  to  grow  aboi 
1.3% — or  some  140,000  new  workers  per  month.  If  th 
labor  markets  are  to  loosen  up,  the  economy  would  hav 
to  create  jobs  at  a  slower  pace  than  that.  But  sue 
sluggish  growth  would  put  more  people  out  of  work 

That  isn't  a  palatable  scenario  for  the  White  Hous( 
which  is  counting  on  a  robust  economy  to  chip  away  £ 
the  deficit.  The  Administration  is  forecasting  2.6 
growth  in  real  gross  national  product  this  year  and 
jobless  rate  of  only  5.4%.  But  such  a  tight  labor  marke 
would  keep  upward  pressure  on  both  wages  and  prices 

The  alternative,  of  course,  is  to  raise  productivity  fas 
enough  to  offset  the  rise  in  wages.  But  on  that  score 
the  decade  isn't  off  to  a  very  good  start. 
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THE  WEEK  AHEAD 


RETAIL  SALES 


Tuesday,  Feb.  13,  8:30  a.m. 
Most  economists  expect  that  retail  sales 
jumped  by  about  l'<  in  January.  That's 
suggested  by  large  sales  gains  at  car 
dealerships  and  gasoline  stations.  In  De- 
cember, retail  sales  rose  a  modest  0.29'. 


BUSINESS  INVENTORIES 


10  a.m. 

Inventories  held  by  manufacturers, 
wholesalers,  and  retailers  probably  de- 
clined a  small  0.19^  in  December,  after 
rising  0.59'  in  November.  That's  indicat- 
ed by  the  already  reported  0.4'''  decline 
in  factory  stockpiles.  Business  sales  in 
December  likely  fell  by  about  0.3'',  fol- 
lowing a  0.7'a  gain  in  November.  A  drop 


in  factory  shipments  offset  an  increase 
in  retail  sales  in  December. 

HOUSING  STARTS  

Tlunsday.  Feb.  15.  S:30  a.m. 
Housing  starts  in  January  likely  re- 
bounded to  a  1.4  million  annual  rate, 
helped  by  last  month's  mild  weather. 
Cold  weather  in  December  had  cut 
starts  to  a  low  1.24  million  annual  pace. 

MERCHANDISE  TRADE  DEFICIT  

Friday,  Feb.  lb',  8:30  a.m. 
The  consensus  is  that  the  trade  deficit 
narrowed  to  about  $9  billion  in  Decem- 
ber, from  $10. .5  billion  in  November.  A 
rebound  in  aircraft  exports,  following 
the  settlement  of  the  Boeing  Co.  strike, 
should  lead  an  expected  gain  in  exports, 


which  dropped  2.79'  in  November.  Ivr 
ports,  down  1.4^^  in  November,  probabl 
dropped  again  in  December. 

INDUSTRIAL  PRODUCTION 


Friday,  Feb.  16,  9:15  a.  m. 
Output  at  the  nation's  factories,  utilities 
and  mines  likely  fell  a  sharp  0.8%  ii 
January,  after  rising  0.49'  in  December 
A  widespread  shutdown  in  the  auto  sec 
tor  depressed  factory  output.  January' 
milder  temperatures  probably  also  led  U 
a  fall  in  utility  use. 

CAPACITY  UTILIZATION 


Friday,  Feb.  16,  9:15  a.m. 
The  drop  in  industrial  output  suggests 
that  operating  rates  slumped  to  82.4%  ir 
January,  from  83.39'  in  December. 
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The  oldest  airline 
across  the  atlantic  is  now 
one  of  the  youngest. 


Pan  Am  had  the  distinction  of  opening  the  Atlantic 


TO  AIR  travel.  Now,  Pan  Am  is  flying  nineteen  new 


Airbus  A51o's,  the  largest  transatlantic  fleet  of 


these  big,  roomy,  technologically  advanced  aircraft. 


Together  with  our  newly  refurbished  747's,  Pan  Am 


now  has  one  of  the  youngest  fleets  across  the 


Atlantic.  So  for  a  better  way  to  fly  the  Atlantic, 


PUT  experience  and  youth  on  your  side.  Fly  Pan  A^ 


We're  Flying  Better  Than  Ever 
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THREE  DAYS  THAT  SHOO 

THE  KREMLIH 

WILL  POLITICAL  REFORM  STAVE  OFF  ECONOMIC  RUIN? 


lp«r 


All  through  the 
wide  sweep  of 
Soviet  history, 
he  Communist  Party 
vas  the  Soviet  govern- 
nent.  It  usually  dis- 
nissed  challengers  with 
)ullets.  If  dissenters 
rot  lucky,  they  were 
nerely  packed  off  to 
;he  gulags.  Yet  it  took 
ust  three  days  of  de- 
)ate  for  the  party's  249- 
nember  Central  Com- 
nittee  to  agree  to  cast 
iside  72  years  of  dogma 
md  permit  new,  com- 
)eting  political  parties. 
Vnd  to  290  million  Sovi- 
;t  citizens,  the  reason 
)ehind  the  stunning  re- 
versal could  not  be  more  compelling.  For 
vithout  these  radical  steps,  Soviet  lead- 
;rs  see  little  hope  of  breathing  life  into 
-heir  moribund  economy. 

The  Feb.  5-7  decision  represents  a 
stunning  political  victory  for  Soviet  lead- 
>r  Mikhail  Gorbachev,  who  only  days  be- 
:ore  seemed  overwhelmed  by  domestic 
;urmoil  and  economic  failure.  One  report 
;ven  had  it  that  he  might  resign  as  lead- 
er of  the  Communist  Party,  news  that 
ihook  the  West,  sending  currency  mar- 
cets  into  wild  gyrations. 
40  'DOGMATISM.'  But  now,  the  Harry 
rioudini  of  global  politics  has  once  more 
jerformed  what  seems  a  miraculous 
itunt,  turning  Kremlin  politics  inside 
)ut.  Gorbachev  is  pushing  the  nation's 
political  system  toward  a  Western-style 
social  democracy  and  setting  up  a  major 
)verhaul  of  the  party's  structure  that 
A^ould  transfer  considerable  policy-mak- 
ng  power  from  party  groups  to  the  new 
Darliament  of  the  people  (chart,  page  32). 
Lacking  alternatives,  even  conservatives 
grudgingly  backed  the  new  plan  for  a 
multiparty  state  led  by  a  stronger  Presi- 
lent  (table). 

With  this  radical  shake-up  of  the  party 
structure,  Gorbachev  is  aiming  to  clear 
3ut  the  intellectual  rigidities  that  have 
hung  up  the  economic  reform  movement 
that  the  world  has  learned  to  call  peres- 
troika.  "We  should  abandon  the  ideolog- 
ical dogmatism  that  became  ingrained 
;luring  past  decades,"  Gorbachev  told 
the  Central  Committee.  "We  should 
abandon  everything  that  led  to  the  isola- 
tion of  socialist  countries  from  the  main- 
stream of  world  civilization." 

Amazing  words.  But  for  Communism, 
these  are  amazing  times.  Since  taking 
power  in  1985,  Gorbachev  has  been 
pushing  his  troubled  country  steadily  to- 
ward greater  political  pluralism.  But 
having  witnessed  last  fall's  turbulent 


WHATGORBACHEliirANT 


Development  of  mul^ffiy  poli- 
tics, ending  the  Communist  Party' 
72-year  monopoly  on  power 

Creation  of  a  new  president's 
council,  akin  to  the  White  House 
Cabinet,  which  would  assume  the 
duties  of  the  Politburo 

Formation  of  Communist  Party 
executive  committee,  with  mem- 
bers from  all  15  Soviet  republics 


A  slimmed-down  Communist  Par- 
ty Central  Committee  that  mieets 
regularly,  not  just  a  few  %ne&ayear 


turn  to  democracy  in  Soviet-dominated 
Eastern  Europe,  with  Communists  cast 
from  power  e7i  masse,  with  former 
heads  of  state  charged  with  treason, 
Gorbachev  and  his  party  comrades  have 
only  been  spurred  to  move  ever  faster. 

For  the  West,  if  it  can  learn  to  live 
with  the  uncertainty  of  watching  the  So- 
viet colossus  remake  itself,  the  news 
from  the  Kremlin  seems  virtually  all 
good.  For  as  Gorbachev  presses  ahead 
with  his  domestic  reforms,  tensions  with 
the  West  will  lessen  still  further,  paving 
the  way  for  faster  arms  reductions.  Just 
as  the  Central  Committee's  historic  ses- 
sion at  the  Kremlin  was  breaking  up,  a 
jet  carrying  U.  S.  Secretary  of  State 
James  A.  Baker  III  touched  down  at 
Moscow's  Sheremetyevo  airport.  In  Bak- 
er's pocket — a  sheaf  of  new  arms-reduc- 
tion proposals. 

The  Central  Committee's  just-forged 


plan,  if  carried  out  at 
critical  party  and  parlia- 
mentary sessions  set 
for  this  spring  and  sum- 
mer, marks  a  striking 
new  phase  in  Gorba- 
^^^^^  chev's  drive  to  save  his 
-^^^^^^^H  nation  from  economic 
ruin.  With  the  economy 
falling  apart  and  ethnic 
conflicts  raging,  Gorba- 
chev now  is  appealing 
for  grass-roots  support, 
having  bolstered  his  au- 
thority within  the  party 
and  the  government. 

As  a  result,  Gorba- 
chev will  be  empowered 
to  enact  the  radical  re- 
forms that  party  func- 
tionaries have  stalled. 
Top  items  on  his  agenda:  turning  the 
Soviet  Union  into  a  market  economy  and 
promoting  private  property  rights.  More- 
over, reform-minded  economists  are  hop- 
ing that  Gorbachev  and  his  newly  ap- 
pointed economic  adviser,  Nikolai 
Petrakov,  will  quickly  push  through 
stalled  banking  and  financial  measures, 
such  as  the  creation  of  stock  and  bond 
markets.  They  have  reason  for  opti- 
mism: That  Gorbachev  called  for  price 
reform  at  the  plenum  shows  that  he's 
listening  to  more  radical  economic  advis- 
ers, says  Sergei  Krasavchenko,  deputy 
editor  of  the  Moscow  journal  Voprosi 
Ekonuiniki. 

STRONGER  RUBLE.  Reforming  prices  and 
making  the  ruble  convertible  into  other 
currencies — the  gateway  through  which 
the  Soviet  Union  must  pass  to  join  the 
world  economy — could  be  pursued  ear- 
nestly as  early  as  next  year.  That's  a 


Gloomy  shoppers:  The  Soviets  still  face  economic  despair 
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swift  advance  for  Gorbachev:  Just  two 
months  ago,  the  plans  were  postponed 
by  Prime  Minister  Nikolai  I.  Ryzhkov 
for  at  least  two  years.  Now,  Gorbachev 
says,  "an  urgent  task"  over  the  next 
two  years  is  to  "strengthen  the  purchas- 
ing power  of  the  ruble." 

The  Central  Committee's  bold  depar- 
tures set  the  stage  for  the  most  tumul- 
tuous spring  since  Gorbachev  succeeded 
Konstantin  Chernenko  in  1985.  As  soon 
as  late  February,  the  Soviet  Congress  of 
People's  Deputies  could  amend  the  Sovi- 
et constitution,  which  guarantees  the 
Communist  Party's  role  as  the  "leading 
and  guiding  force  in  society."  The  Con- 
gress also  could  approve  a  new  way  of 
structuring  the  flow  of  power  through 
the  government's  presidency,  says  Leo- 
nid N.  Dobrokhotov,  a  Central  Commit- 
tee official. 


As  proposed  by  .Gorbachev,  the  sys- 
tem would  involve  transferring  author- 
ity from  the  party's  ruling  Politburo  to  a 
new  presidential  council — sort  of  a  Sovi- 
et-style White  House  cabinet.  It  would 
include  such  key  officials  as  the  foreign, 
defense,  and  finance  ministers,  along 
with  the  chief  of  the  KGB.  The  President, 
now  elected  by  the  Supreme  Soviet, 
would  instead  be  picked  by  the  larger 
Congress  of  People's  Deputies,  says  Do- 
brokhotov. But  later,  there  may  be  di- 
rect, multicandidate  elections  for  the 
presidency. 

TAMING  UNREST.  To  handle  the  Politbu- 
ro's party  duties,  a  new  party  executive 
committee  headed  by  a  chairman  and 
two  deputy  chairmen  would  be  formed. 
And,  in  an  apparent  effort  to  stem  na- 
tionalist unrest  in  such  areas  as  the  Bal- 
tics, the  committee  would  include  party 


iersii 

representatives  from  each  of  the  15  Sov 
et  republics.  The  current  Politburo  i  i»[ 
overwhelmingly  Russian,  though  its  d< 
cisions   govern   100   distinct  Sovie 
nationalities. 

If  Gorbachev's  plan  becomes  realitj 
the  Politburo  no  longer  will  make  th  iiiwi 
key  decisions  of  the  country.  Says  D( 
brokhotov:  "Until  this  time,  the  Politbi  jeot 
ro  has  been  deeply  connected  with  daj 
to-day  work  of  industry  and  agricultur 
and  so  on.  Now,  these  will  not  be  th 
problems  for  the  Politburo,"  but  for  th 
government — which  in  theory,  anywai  poiial 
represents  all  citizens,  not  just  the  1 
million  party  members.  IM* 
In  many  ways,  the  Central  Committe  ieam 


had  little  choice.  People  already  have  e) 
ploded  in  unhappiness  over  its  ruk 
Rank-and-file  party  members  hav 
ousted  in  recent  weeks  regional  part 
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LONG  SEEN  AS  THE  NATION  S  SINGLE  MOST 
POWERFUL  POSITION,  HELD  BY  GORBACHEV 
SINCE  1985 
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ITS  II  MEMBERS  (7  ARE  NONVOTING)  MEET 
AT  LEAST  WEEKLY  AND  SET  CURRENT  POLICY 
CHAIRED  BY  GENERAL  SECRETARY 


THE  CORE  OE  THE  GOVERNMENT.  THE  DEEENSE 
MINISTRY  AND  THE  KGB  ARE  TECHNICALLY  UNDER 
THE  COUNCIL,  BUT  LONG  HAVE  BEEN  CONTROLLED  BY 
THE  COMMUNIST  PARTY 


THE  HEAD  Of  STATE,  NOW  GORBACHEV 
ONCE  A  EIGUREHEAD,  THE  PRESIDENT  MAY 
SUPPLANT  THE  GENERAL  SECRETARY  AS 

SOVin  LEADER 


PRESIDIUM  OF  SUPREME 


TOP  RANKING  MEMBERS  OE  SUPREME  SOVIET, 
CAN  ISSUE  EMERGENCY  ORDERS  CALLING  FOR 
THE  USE  OF  TROOPS 
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MAIN  DECISION  MAKING  BODY  WITH  249 
MEMBERS,  MEETS  SEVERAL  TIMES  A  YEAR 
DRAnS  LAWS,  BUT  NOW  SO  DOES  THE 
SUPREME  SOVIET 


PASSES  LAWS  DRAFTED  BY  ITS  22  COMMIHEES 
AND  COMMISSIONS  AND  APPROVES 
MINISTERIAL  APPOINTMENTS.  PICKS  THE 
PRESIDENT  OF  THE  SOVIET  UNION 


5,000  DELEGATES  MEET  ABOUT  EVERY 
FIVE  YEARS  TO  SELEO  THE  CENTRAL 
COMMinEE  AND  SET  LONG  TERM  POLICY 


GORBACHEV'S  CREATION,  IT  HAS  2,250 
MEMBERS.  TWO  THIRDS  ARE  CHOSEN  DIREOLY 
BY  SOVIET  VOTERS,  THE  REMAINDER  BY  GROUPS, 
INCLUDING  COMMUNIST  PARTY 


290  MILLION 
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jaders  in  Volgograd,  Tyumen,  Sverd- 
wsk,  and  other  cities.  And  Soviet  voters 
tand  poised  to  boot  party  members 
rem  governmental  offices  in  upcoming 
)Cal  and  republic  elections  over  the  next 
wo  months. 
Faced  with  this  revolt,  the  party  has 
ecided  to  introduce  "democracy"  up 
nd  down  the  party  line.  Party  organiza- 
ions  around  the  Soviet  Union  will  hold  a 
eries  of  elections  to  pick  delegates  to 
he  28th  Party  Congress,  now  set  for 
arly  July,  to  debate  the  party's  future, 
'hese  elections  could  lead  to  the  effec- 
ive  ouster  of  dozens  more  unpopular 
egional  and  local  party  leaders  who 
ave  helped  block  perestroika. 
AKING  HEAT.  But  the  old  guard  won't 
ade  away  without  a  fight.  They  argued 
:Otly  at  the  plenum,  prolonging  it 
hrough  an  unscheduled  third  day. 
Varned  Leningrad  regional  party  leader 
Joris  V.  Gidaspov,  a  prominent  conser- 
ative  leader  rumored  to  be  a  future 
ival  for  Gorbachev:  "A  methodical  re- 
aoval  of  party  power  is  taking  place, 
.'utting  down,  changing  the  apparatus, 
/ill  worsen  the  situation."  Another 
irominent  conservative  often  critical  of 
lorbachev,  Yegor  Ligachev,  attacked 
irivate  ownership  and  called  for  a  na- 
ionwide  referendum  on  the  issue:  "I  am 
.gainst  the  fact  that  the  [platform] 
vould  open  even  a  small  crack  for  intro- 
lucing  private  ownership  into  socialist 
ociety." 

Gorbachev  also  is  taking  heat  from 
he  left.  Just  a  day  before  the  plenum, 
it  least  100,000  people  rallied  in  the  cen- 
er  of  Moscow  for  greater  democracy 
box).  Although  some  of  their  demands 
vere  met,  a  new  coalition  of  leftist 
groups  named  Civil  Action  called  for  a 
lationwide  meeting  and  roundtable  talks 
)n  sharing  power  with  the  government. 
)thers  echo  the  concern  of  the  late  ac- 
ivist,  Andrei  Sakharov,  that  Gorbachev 
s  amassing  too  much  personal  power. 

Yet  it's  hard  for  the  West  to  resist  the 
Kremlin's  abrupt  turn  toward  rule  by 
.he  people,  even  if  Gorbachev  in  the  pro- 
;ess  garners  for  himself  a  cult  of  per- 
sonality. The  White  House  quickly 
)raised  the  plenum's  decisions  and  an- 
lounced  that  talks  on  a  new  U.  S.-Soviet 
;rade  agreement  would  begin  on  Feb.  12. 
The  pact  is  supposed  to  be  signed  at 
lext  summer's  summit  meeting  between 
President  Bush  and  Gorbachev. 

With  the  world  looking  on,  the  Central 
Committee's  incredible  turn  could  have 
seen  nothing  but  painful.  For  some 
Communists,  it  had  to  be  no  less  than 
the  humiliation  of  a  lifetime.  But  at  this 
moment  in  history,  the  Soviets  found 
there  was  no  other  way  to  turn. 

By  Rose  Brady  in  Moscow  and  Peter  Ga- 
"szka  in  New  York,  with  Igor  Reichlin  in 
lUinn  and  Paul  Mag?iusson  and  Bill  Ja- 
vetski  in  Washington 
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MOSCOW'S  MASSIVE  DA 

TO  MORE  AND  FASTER  REFORM 


On  the  streets  at  the  city's  biggest  demonstration  since  1917 


Is  it  the  beginning 
of  another  Soviet 
Revolution?  Or  is 
it  merely  a  prop, 
complete  with  televi- 
sion sound  bites,  to 
drum  up  drama  for 
Mikhail  Gorbachev's 
political  showdown 
the  next  day  at  the 
Kremlin?  I  ponder 
those  questions  as  I 
drive  my  Soviet-built 
Lada  down  Mos- 
cow's Olympian-size 
Ring  Road  to  watch 
the  massive  demon- 
stration put  together 
by  groups  cal- 
ling themselves  the 
"democratic  forces." 

The  size  of  the 
turnout  takes  many 
Muscovites  by  sur- 
prise. With  at  least 
100,000  participants, 
the  demonstration  is 
the  city's  biggest  since  the  1917  revolu- 
tion. Springlike  weather — a  mild,  though 
overcast,  35  degrees — is  one  reason.  Ad- 
vance publicity  is  another.  Vzglyad,  So- 
viet television's  Saturday  Night  Live, 
and  Radio  Moscow  advertised  the  rally 
to  be  held  the  day  before  a  key  Commu- 
nist Party  meeting. 

HALLOWED  SPOT.  Speeches  are  set  to  be- 
gin at  2  p.m.  My  plan  is  to  drive  to  tiny 
Sovietskaya  Square  and  watch  the 
marchers  straggle  in.  But  when  I  see 
the  bulging  crowds  along  Ring  Road,  I 
pull  over  and  join  the  spectators,  who 
are  carrying  white,  blue,  and  orange 
Czarist  flags.  Not  a  hammer  and  sickle 
in  sight.  The  posters  reveal  a  political 
spectrum  as  varied  as  the  Soviet  Union 
itself,  suggesting  just  how  disparate  de- 
mocracy might  be  if  it  comes:  "Politbu- 
ro, We  Don't  Believe  You"  . . .  "Army, 
Don't  Shoot  Your  Own  People"  .  . .  "Gor- 
bachev, We  Are  With  You"  .  .  .  "Gorba- 
chev, Who  Are  You  With?"  The  man 
standing  next  to  me  advises:  "Write 
down  all  the  slogans."  That's  what  he's 
doing.  He  has  never  seen  anything  like 
it,  he  adds. 

The  rally  spot  is  too  small,  so  authori- 
ties direct  marchers  to  the  huge  50th 
Anniversary  of  the  October  Revolution 
Square  bordering  the  Kremlin  Wall.  This 
hallowed  spot  is  where  tanks  and  missile 


Marchers  carrying  a  poster 
of  populist  Boris  Yeltsin 


carriers  gather  be- 
fore the  big  Red 
Square  parades.  It 
has  long  been  off- 
limits  to  the  indepen- 
dent demonstrations 
that  have  blos- 
somed under  Gorba- 
chev's rule.  Before 
the  Kremlin  Wall  are 
hundreds  of  gray- 
coated  Interior  Min- 
istry militiamen.  As 
the  marchers  ap- 
proach, the  militia 
doesn't  budge.  Will 
there  be  trouble? 
Then,  the  militiamen 
step  aside.  In  the 
background,  protes- 
tors chant:  "No  more 
KGB.  No  more  KGB." 

As  more  marchers 
flow  into  the  square, 
I  find  myself  shoul- 
der to  shoulder  with 
an  elderly  woman  in 
a  fur  coat.  Why  did  she  come?  "Just  to 
listen  a  little,"  replies  Jana  Kurbutova, 
her  arm  linked  with  her  husband's.  "The 
plenum  [party  meeting]  will  decide  our 
fate,  and  I  want  to  hear  what  they  say 
here."  On  my  other  side,  a  lawyer  says: 
"The  people  don't  believe  the  Communist 
Party  because  the  party  has  always 
promised  but  not  delivered." 

For  four  hours,  speakers  rail  against 
the  privileged  party  apparat,  condemn 
fascist  groups,  and  call  for  the  resigna- 
tion of  conservative  leaders  such  as  Ye- 
gor Ligachev.  They  clap  and  chant  as 
populist  deputy  Boris  N.  Yeltsin  declares 
that  the  Communist  Party  is  facing  its 
"last  chance."  Gorbachev  is  condemned 
for  slow  reforms  and  the  killings  in 
Azerbaijan,  but  otherwise  comes  in  for 
little  direct  criticism. 

It's  dark  by  the  time  the  crowd  leaves. 
No  tent  city  like  the  one  in  Tiananmen 
Square.  Mikhail  Schneider,  a  demonstra- 
tion organizer  and  a  candidate  for  city 
council,  stops  to  chat  before  he  heads 
for  the  metro:  "Muscovites  aren't  as  po- 
liticized as  people  in  East  Germany,  Ro- 
mania, or  Bulgaria.  But  maybe  after 
this,  there  will  be  a  change  in  people's 
attitudes.  Maybe  we  will  look  back  and 
call  this  the  start  of  the  February  Revo- 
lution of  1990." 

By  Rose  Brady  in  Moscow 
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ps  will  soon  start  leaving  West  Germany  in  droves 


Soviet  soldiers  no  loi  h.ih 


DEFENSE  I 


AT  EASE: 

THE  DISARMING  OF  EUROPE 
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The  defense  Establisliment  is  braced  for  change — and  so  are  those  who  depend  on  it 


When  jet  fighters  from  the  U.  S. 
Air  Force  base  at  Zwei- 
briicken  crash,  the  legal  liai- 
son between  West  German  officials  and 
the  U.  S.  military  is  a  woman  named 
Jutta  Kinzinger.  After  14  years  of  sort- 
ing out  scrapes,  Kinzinger,  35,  will  be 
out  of  a  job  when  the  base  shuts  down 
in  1998  as  part  of  President  Bush's  cut- 
back of  American  forces  in  Europe.  Un- 
employment in  Zweibriicken  is  ah'eady 
147'.  "People  used  to  scream  about  the 
noise  from  the  aircraft,  but  no  one 
thought  of  how  much  the  base  means  to 
this  community,"  says  Kinzinger. 

The  cold  war  is  ending,  a  moment 
Western  Europe  has  long  awaited. 
Washington  is  planning  to  withdraw  as 
much  as  a  third  of  the  U.  S.  forces  sta- 
tioned in  Europe.  As  Soviet  leader  Mik- 
hail S.  Gorbachev  attempts  to  introduce 
democratic  reforms  (page  '■'()),  the  threat 
of  a  blitzkrieg  from  Soviet  and  other 
Warsaw  Pact  troops  has  all  but  disap- 
peared. At  the  same  time,  the  rush  to- 
ward German  reunification  holds  out  the 
prospect  of  diminished  East-West  ten- 


sion at  the  heart  of  the  world's  most 
zealously  defended  continent. 

Europe's  politicians  are  already  count- 
ing the  ways  to  spend  a  peace  dividend 
that  over  the  next  five  years  would 
reach  $40  billion  if  defense  spending  is 
slashed  257'.  Throughout  Western  Eu- 
rope, pressure  is  building  to  scrap  weap- 
ons programs,  demobilize  troops,  and 
shrink  defense  budgets.  "Everybody  is 
about  to  cut  real  spending,"  says  Simon 
Lunn,  deputy  secretary  director  of  the 
North  Atlantic  Assembly,  NATO's  senate. 
SOCIAL  BONUS.  Like  Americans,  most 
Europeans  believe  a  decrease  in  defense 
spending  will  benefit  their  economies  in 
the  long  run.  Troublesome  budget  defi- 
cits in  several  countries  should  fall,  and 
this  could  have  a  stimulative  impact,  re- 
ducing interest  rates  or  allowing  tax 
cuts.  David  Kern,  chief  economist  for 
National  Westminster  Bank  PLC  in  Lon- 
don, estimates  that  European  economic 
growth  could  get  a  boost  of  0.47  a  year 
by  mid-decade. 

Capital  freed  from  defense  could  help 
develop  Eastern  Europe's  market  for 


Western  goods  and  could  help  Wester 
Europe  improve  its  high-technology  ir 
dustries  to  compete  with  Japan  and  th 
U.  S.  The  money  could  also  help  addres 
such  social  problems  as  drugs,  crime 
housing  for  East  bloc  immigrants,  env 
ronmental  problems,  and  infrastructur 
needs.  "With  the  advance  of  disarm8|fi}.r\ 
ment,  the  next  few  years  could  be  th 
richest  in  the  history  of  Europe,"  pre 
claims  Italy's  Socialist  Foreign  Minister 
Gianni  De  Michelis. 

Unlike  Americans,  however,  Europi 
ans  are  especially  apprehensive  abou 
the  strategic,  political,  and  economi 
changes  that  less  defense  spending  wi' 
bring.  They  know  that  the  effective  co'i 
lapse  of  the  Warsaw  Pact,  combinei 
with  steps  toward  German  reunificatior 
has  undercut  NATO's  raison  d'etre.  Bu 
there's  nothing  to  replace  the  alliance 
As  a  result,  two  tiers  of  NATO  Europ- 
are  forming:  one  dedicated  to  maintairJ 
ing  genuine  military  capabilities  and  an 
other — of  Dutch,  Danes,  and  Belgians- 
engaged  in  a  dash  for  demobilization. 

Then  there  is  the  short-term  economii 


t'lpin 


to 


be  threat  of  a  blitzkrieg  from  the  East  bloc 


ih  that  even  a  modest  scale-down  in 
uopean  defense  will  bring.  Germany 
ill  bear  the  brunt  of  American  troop 
itidrawals  and  base  closings  because  it 
)ss  400,000  American  and  other  Euro- 
iai  troops — NATO's  single  largest  con- 
•nration. 

EJPONS  KILLED.  The  economic  impact 
'  toop  withdrawals  is  only  part  of  the 
or.  The  European  NATO  nations  will 
)eri  $170  billion  this  year  on  the  mili- 
xy  roughly  what  the  U .  S.  contributes 
lurope's  defense.  But  anticipated 
its  have  already  started  a  shakeout 
nog  European  defense  companies, 
jveal  of  the  most  sophisticated  weap- 
is-evelopment  projects  have  been  put 
1  hid,  and  some  companies  have  al- 
!ad.  had  to  close  factories  and  lay  off 
orkrs. 

Reping  the  peace  dividend  may  re- 
aireEurope  to  consolidate  and  stream- 
16  s  unwieldy — and  redundant — de- 
!nseindustry.  For  example,  there  are 
)ur  lajor  tankmakers  in  NATO  Europe, 
he  .  S.  Army,  by  contrast,  buys  its 
lain  vIlAl  battle  tank  from  a  single 
ipplr:  General  Dynamics  Corp.  Each 
urojan  NATO  member  also  supports 
s  OM  protected  coterie  of  suppliers 
nd  sicontractors. 

Con)lidating  this  wasteful  industry 
nil  b  tricky  because  Europe  already 
■as  hijer  unemployment  than  the  U.  S. 
Iven  t)ugh  Europe  spends  about  3%  of 
s  gris  domestic  product  on  defense 
;hart>compared  with  about  o.77<  for 
lie  U'.. — it  uses  far  more  defense 
forkei  per  dollar  than  the  U.  S.  In 


[)art,  that's  because  of 
rampant  featherbed- 
ding  and  inefficient  la- 
bor practices  at  some  of 
Europe's  government- 
owned  defense  plants. 

Europe's  defense  em- 
ployment may  stabilize, 
but  only  after  several 
years.  Although  most 
governments  have  gen- 
erous jobless  benefits 
and  although  labor 
shortages  exist  in  some 
regions,  Europeans 
have  generally  proven 
less  adept  than  Ameri- 
cans at  retraining 
workers  and  shifting  la- 
bor from  one  region  to 
another. 

If  a  portion  of  Eu- 
rope's standing  armies 
are  demobilized  at  the 
same  time  as  the  num- 
ber of  jobs  in  defense 
manufacturing  shrinks, 
the  short-  and  medium- 
term  effects  could  be 
painful.  "If  the  savings  are  not  used 
intelligently,  the  beneficial  effects  of  de- 
fense cutbacks  will  be  dissipated  in  the 
economy,"  warns  Francois  Heisbourg, 
director  of  the  International  Institute  for 
Strategic  Studies  in  London. 

Moreover,  this  restructuring  looms 
just  as  the  European  Community  is  en- 
gaged in  a  historic  attempt  to  unify  its 
markets  by  the  end  of  1992.  If  unem- 
ployment climbs  higher,  it  could  become 
politically  unacceptable  to  continue  low- 
ering national  barriers  that  hurt  domes- 
tic industries.  Some  forecasters,  such  as 
Charles  Wolf  Jr.,  director  of  internation- 
al economic  studies  at  Rand  Corp.,  argue 
that  growth  from  Eastern  Europe  will 
offset  short-term  disruptions  in  Western 
Europe.  Also,  if  1992  fufills  its  promise. 


EUROPE  REINS  IN 
DEFENSE  SPENDING 
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Europe  m.ay  be  creating  thousands  of 
new  jobs. 

But  well  before  then,  crucial  decisions 
on  defense  outlays  must  be  made  by 
France,  Germany,  Britain,  and  Italy, 
which  together  supply  187(  of  NATO's 
European  budget.  The  independent- 
minded  French,  the  largest  spenders  in 
NATO  Europe,  are  the  least  likely  to 
make  major  defense  cuts.  Some  mem- 
bers of  France's  ruling  Socialist  Party 
would  like  to  kill  military  projects  and 
use  the  money  to  bolster  education.  But 
the  government,  concerned  not  only 
about  Eastern  Europe's  stability  but 
also  the  prospect  of  German  reunifica- 
tion, is  holding  firm. 
FLOCKS  OF  DOVES.  The  West  Germans, 
more  enamored  of  the  notion  of  disarma- 
ment, are  expected  to  undergo  a  0.8% 
decline  in  defense  spending  in  real  terms 
in  1990.  German  political  and  popular 
pressure  could  lead  to  even  faster 
moves.  The  opposition  Social  Democratic 
Partj'  and  its  likely  leader,  Oskar  LaFon- 
taine,  are  challenging  Helmut  Kohl's 
Christian  Democratic  Union  to  seize 
more  quickly  the  benefits  of  peace. 

Prime  Minister  Margaret  Thatcher's 
attempts  to  increase  British  defense 
spending,  currently  at  $33.5  billion  a 
year,  are  taking  heavy  flak.  Analysts 
predict  that  Britain's  defense  spending 
could  decline  S%  a  year  in  inflation-ad- 
justed terms,  and  Italy  will  be  cutting  at 
about  the  same  speed.  "Virtually  all  of 
the  big  military  modernization  programs 
in  Italy  are  going  to  be  hurt,"  says  a  top 
allied  military  official  in  Rome. 

Nowhere  is  the  rush  to  disarm  more 
pronounced  than  in  the  second  tier  of 
N.\TO.  The  Dutch  on  Feb.  5  suddenly 
announced  a  cut  of  $1.2  billion  in  de- 
fense outlays  by  1995.  Danish  politicians 
are  also  calling  for  savage  cuts,  and  Bel- 
gians are  floating  the  idea  of  pulling 
their  25,000  troops  out  of  Germany  uni- 
laterally. With  NATO's  members  already 
badly  out  of  step,  what's  happening  on 
the  ground  may  simply  be  ratified  when 
the  23  nations  of  the  Warsaw  Pact  and 
NATO  meet  for  Conventional  Forces  in 
Europe  talks  in  Vienna  later  this  year. 
"NATO  is  being  overtaken  by  the  patter 
of  little  feet,"  says  the  North  Atlantic 
Assembly's  Lunn. 

Some  of  the  euphoria  over  the  peace 
dividend  could  diminish  by  then,  but  the 
fundamentally  optimistic  outlook  is  like- 
ly to  remain.  After  all,  Europe  is  already 
booming,  and  for  the  first  time  in  the 
century,  it's  not  worried  about  a  U.  S. 
slowdown.  If  ever  there  was  a  time  to 
beat  swords  into  plowshares,  this  is  it. 
By  Jonathan  Kapstein  in  Brussels,  Richard  A. 
Melcher  in  London,  Blanca  Rieiner  in  Paris, 
Gail  E.  Schares  in  Bonn,  John  Rossant  in 
Rome,  and  William  J.  Holstein  in  New  York 
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WHY  GENENTECH  DITCHED 
THE  DREAM  OF  IHDEPEHDEHCE 


Robert  Swanson  cut  his  deal  with  Hoffmanii-La  Roche  amid  topside  tumioil  aiid  financial  pressured 
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very  so  often,  a 
company  comes 
out  of  nowhere  and 
just  positively  screams 
right  idea,  right  time. 
Ford  did  it.  Polaroid  did 
it.  So  did  Xerox,  and  Ap- 
ple Computer.  What  all 
these  startups  shared 
was  that  hopeful  combi- 
nation of  entrepreneur 
and  technology  that's  so 
peculiarly  American. 

And  as  the  last  decade 
dawned,  a  fresh  face, 
Robert  A.  Swanson, 
brought  to  Wall  Street 
his  baby,  Genentech  Inc. 
"My  dream,"  Swanson 
told  almost  anyone  who 
would  listen,  "is  to  build 
a  fully  integrated,  inde- 
pendent pharmaceutical 
company" — one  based 
on  that  new  American 
marvel,  genetic  engi- 
neering, which  held  out 
hope  of  curing,  well, 
even  cancer.  Investors 
more  than  doubled  Gen- 
entech stock  on  its  first  day  of  trading. 

Since  then,  Swanson  has  sold  enough 
stock  to  count  his  fortune  in  the  millions. 
And  Genentech  became  synonymous 
with  America's  leadership  in  biotechnolo- 
gy. But  somehow,  Swanson's  dream  has 
slipped  away.  On  Feb.  3,  he  and  Genen- 
tech President  G.  Kirk  Raab  announced 
that  the  company  would  sell  a  control- 
ling stake  to  Roche  Holding  Ltd.,  the 
Swiss  parent  of  giant  drugmaker  F. 
Hoffmann-La  Roche  &  Co.  Noting  that 
Roche  plans  to  take  just  two  of  13  seats 
in  Genentech's  South  San  Francisco 
boardroom,  Swanson  insisted  that  the 
company  would  remain  "independent." 
But  that's  an  artful  description,  for  tlie 
melancholy  reality  is  that  the  Swiss  are 
set  to  own  60'a  of  Genentech,  with  an 
option  to  buy  it  all  at  preset  prices. 

Rival  biotech  executives  scrambled  to 
say  the  price  tag — $2.1  billion  for  W/< — 
is  a  platinum  endorsement  of  the  indus- 
try, which  has  seen  its  share  of  fits  and 
starts.  But  some  were  also  piqued  that 
Swanson  gave  up.  "Swanson  was  in  a 


good  position  to  go  on  building  his  com- 
pany, but  it  would  take  time,  patience, 
and  perseverance,"  says  Robert  A. 
Fildes,  chief  executive  of  Cetus  Corp.,  of 
which  Roche  holds  4'/'.  "He  wanted  a 
fast  turnaround." 
Nor  is  Wall  Street  about  to  toss  any 
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bouquets  Swanso 
way.  Although  Gendt- 
tech  shares  climbf 
nearly  $8  in  recognitii 
of  the  takeover  premiiji 
Roche  is  paying,  tht 
edged  down  as  investa 
began  focusing  on  so^ 
ominous  signs.  Sinij 
Genentech  no  longer  H 
much  incentive  to  pet 
snappy  gains  in  quartji 
ly  earnings,  profits  ny 
suffer  as  the  comp;;' 
keeps  ladling  money  i  » 
research. 

What's  more,  since 
deal  permits  Roche 
buy  out  the  remainl 
shareholders,  it  alrrii 
surely  will  pick  up 
other  157<  of  the  con 
ny  on  the  market  ch| 
ly,  while  the  remaitjre 
257'  "involves  an  ^1 
trage  play  over  wjie; 
you  think  a  printi 
Swiss  drug  companywii 
buy  it  out,"  notes  Lid 
I.  Miller,  a  PaineWefx:.' 
inc.  biotech  analyst.  "I  don't  think  |ie 
thought  much  about  shareholders.' 

So  is  this  a  case  of  the  cynical  ejtn 
preneur-promoter  cashing  out  whil^th 
cash  is  good  and  green?  True,  therd  n 
blinking  at  the  fact  that  the  deal  iul 
yield  Swanson  upwards  of  $60  millii  o 
his  remaining  stock.  But  even  iftha 
explains  part  of  how  Swanson's  i^ar 
got  away,  it  seems  there  was  a  lottior 
going  on  at  Genentech.  j 
MUSICAL  CHAIR.  Roche's  deal  for  Cfien 
tech  appears  to  be  the  elaborate  d^oue 
ment  to  some  turmoil  at  the  top.  or  i 
also  brought  to  Swanson  a  "promoon,' 
as  he  puts  it.  Raab,  a  30-year  in^stn 
veteran,  is  replacing  Swanson  aiCEO 
Swanson,  in  turn,  is  taking  foi 
longtime  Chairman  Thomas  J.  P'kins 
the  managing  partner  of  venture  ipita* 
firm  Kleiner  Perkins  Caufield  &  yers 
Although  Genentech's  top  brass  id  di 
rectors  deny  it,  Wall  Street  is  coiincec 
Swanson  was  shoved.  One  sourc  close 
to  the  company  confides:  "Ra>  haS 
been  pushing  for  more  power." 


I  Genentech  director  C.  Thomas  Sniilii, 

II  )resident  of  Yale-New  Haven  Hospital, 
■I  [escribes  the  change  in  roles  as  "a  rec- 

1  Ignition  of  their  strengths — [Swanson] 
IS  visionary  and  builder,  and  [RaabJ  a 
nanager  with  experience  running  a 
arge  enterprise."  Even  Roche  Chief  Fi- 
lancial  Officer  Henri  B.  Meier  sensed 
;ome  creative  tension  between  "the  en- 
xepreneur-founder  and  the  corporate 
nanager." 

Certainly,  no  one  would  mistake  Raab 
md  Swanson  for  soulmates.  Raab  is 
smooth — an  affable  con- 
/ersationalist  whom  "you 
;ould  hoist  a  few  beers 
A'ith  but  who  usually  op- 
erated through  tradition- 
il  channels,"  says  one  in- 
sider. Swanson,  to  the 
contrary,  "was  always 
churning,  always  driven, 
ilways  challenging  peo- 
ple to  perform  outside 
isi  themselves,"  he  adds, 
tn  '^nd  those  who  have 
worked  with  Swanson 
note  his  unwavering  be- 
lief that  Genentech  could 
reach  ever  higher  goals. 
Sometimes,  they  say,  that 
worked  against  him. 
"Without  intending  to," 
says  a  former  exec,  "he 
discouraged  people  from 
bringing  him  problems." 
CLAMPS.  To  employees 
and  investors  alike, 
Swanson  year  after  year 
had  heralded  his  hope 
that  Genentech  would  be 
a  billion-dollar  company 
i|  by  1990.  Most  of  that 
ei  growth  was  supposed  to 
come  from  Genentech's  heart-attack 
drug,  TPA,  which  last  year  posted  a  re- 
spectable $196  million  in  sales.  Trouble 
was,  Genentech  had  foreseen  tpa  bring- 
ing in  nearly  twice  that  in  its  first  year 
on  the  market,  1988,  and  much  more  in 
years  to  follow.  The  sharp  disappoint- 
ment over  TPA  sent  shares  plunging 
(chart),  and  by  last  summer,  executives 
feared  the  consolidation  of  the  world's 
drug  industry  would  make  even  a  $1 
bilhon  Genentech  easy  prey. 

Moreover,  without  the  vast  sums  of 
cash  Genentech  expected  to  reap  from 
TPA,  and  with  the  research  and  develop- 
ment budget  already  penalizing  earn- 
ings, Genentech  was  forced  to  leave 
many  research  projects  hanging.  San 
Diego  venture  capitalist  Kevin  J.  Kin- 
sella  recalls  that  Genentech  researchers 
he  spoke  with  last  year  "were  screaming 
the  clamps  were  on  so  tight  they 
couldn't  accomplish  their  objectives." 

Yet  even  then,  Swanson  was  insisting 
on  plowing  40%  of  revenues  back  into 
R&D,  by  far  the  highest  proportion  in  the 


industry.  "I  was  unhappy  with  the  per- 
centage," Raab  acknowledges,  "but  I 
knew  we  needed  to  spend  that  money." 
By  last  summer,  Smith  says,  all  this  had 
forced  the  board  to  conclude  that  inde- 
pendence for  Genentech  "wasn't  practi- 
cal." And  that,  says  Swanson,  was  when 
Genentech  opened  talks  with  Roche. 

Raab  points  out  that  the  immediate 
infusion  of  $492  million  in  cash,  added  to 
$200  million  on  hand,  will  go  a  long  way 
to  support  research.  And  he  adds  that 
Genentech  is  now  in  the  market  for  oth- 


and  gamma  interferon,  which  failed  to 
work  as  a  cancer  agent  but  is  gaining 
new  fans  for  its  role  in  treating  other 
diseases. 

Another  intriguing  project  is  so-called 
rational  drug  design,  which  Swanson  be- 
lieves eventually  will  be  a  major  contri- 
bution to  the  industry.  The  technique 
uses  biotechnology  to  determine  more 
exactly  the  nature  of  disease  at  the  mo- 
lecular level,  then  uses  chemistry  to  de- 
sign new  molecules  to  treat  the  disease. 
In  all  these  projects,  the  company  holds 


USING  40%  OF  REVENUES  FOR  R&D  HURT  SHARE  PRICE,  BUT  "WE  NEEDED  TO  SPEND  THAT  MONEY,"  RAAB  SAYS 


er  companies,  products,  and  technol- 
ogies. The  link  to  Roche,  which  posted 
1989  sales  of  $6.5  billion,  means  "we've 
got  power,"  Raab  says. 

But  it's  really  Roche's  challenge  now 
to  cash  in  on  Genentech's  potential.  Last 
year,  Genentech  earned  $44  million  on 
$400.5  million  in  sales.  And  Genentech 
still  has  plenty  to  offer:  It's  a  research 
juggernaut  that  produced  four  of  the 
first  six  biotechnology  products  to  hit 
the  market:  human  insulin,  alpha  inter- 
feron, human  growth  hormone,  and  TPA. 
Meier  acknowledges  that  Genentech  has 
been  better  at  getting  products  out  of 
the  biotech  lab  and  onto  the  shelf. 
DISTANT  PARENT?  Roche  clearly  thinks 
Genentech's  pipeline  is  full  of  promising 
projects.  Yet  precisely  how  profitable 
these  prospective  products  will  prove  for 
Roche  is  a  matter  of  debate,  since  many 
of  them  are  complex  drugs  that  are  un- 
likely to  have  an  easy  time  of  it  with 
regulators.  The  key  projects  right  now 
include  an  AIDS  therapy  called  CD4,  a 
drug  to  ease  childbirth  called  Relaxin, 


out  hope  that  research  work  with  the 
parent  will  be  at  "arm's  length" — with- 
out interference  from  Roche. 

Roche  executives  seem  enamored  of 
the  Genentech  research  machine  and  say 
they  want  to  keep  it  in  gear.  "We  serve 
the  company  best  by  leaving  Genentech 
alone,"  Meier  vows.  Roche  could  well 
afford  to  grant  independence  initially:  If 
Genentech  gets  out  of  line,  Roche  can 
purchase  the  entire  company  by  exercis- 
ing its  option  to  buy  the  rest  of  the 
stock.  Then,  as  its  chairman,  Fritz 
Gerber,  puts  it,  Roche  could  "start  think- 
ing over"  the  board's  composition. 

And  so  the  risk  to  Genentech's  inde- 
pendence as  a  research  entity,  if  not  an 
economic  one,  is  severe.  If  that  freedom 
is  eroded,  one  of  the  nation's  most  prom- 
ising entrepreneurial  endeavors  may  dis- 
appear within  the  drowsy  bureaucracy 
of  a  foreign  drug  company  best  known 
for  making  the  tranquilizer  Valium. 

By  Joan  O'C.  Hamilton  in  South  San 
Francisco,  with  Laura  Jereski  in  Boston 
and  Joseph  Weber  in  Philadelphia 
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ROCHE'S  BIG  BUY  MAY  SET  OFF 
A  SHOPPING  FRENZY 


Europe's  big  drugmakers  are  hungiy  for  U.S.  biotech  knowhow 


A 


re  America's  biotechnology  out- 
fits ripe  for  buyouts  by  foreign- 
ers? Some  analysts  have  long 
predicted  that  biotech  one  day  would  be 
dominated  by  big  drug  and  chemical 
companies,  which  have  the  deep  pockets 
to  pay  for  costly  clinical  drug  trials  and 
worldwide  marketing  efforts.  Now,  with 
Swiss  giant  Roche  Holding  Ltd.'s  take- 
over of  Genentech  Inc.,  that 
may  happen  faster  than  any- 
one predicted.  "In  boardrooms 
from  London  to  Tokyo,  they're 
thinking  they'd  better  do  what 
[Roche]  is  doing  before  the 
good  companies  are  gone,"  ob- 
serves Howard  E.  Greene,  a 
San  Diego  biotech  entrepre- 
neur and  investor. 

Shares  of  companies  such  as 
Chiron,  Centocor,  and  Genetics 
Institute  surged  after  the 
Genentech  deal.  Greene  and 
others  predict  the  brightest 
lights  of  U.  S.  biotech  may  go 
on  the  block — with  Europe's 
big  drug  and  chemical  groujjs 
doing  most  of  the  bidding. 
HEADSTART.  Why  Europe?  For 
starters,  it  boasts  six  of  the 
world's  10  biggest  drug  com- 
panies. Moreover,  most  of 
them  have  money  to  burn. 
Switzerland's  Ciba-Geigy  and 
Sandoz,  Britain's  Glaxo,  and 
Germany's  Hoechst  and  Bayer 
all  have  more  than  $2  billion  in 
cash.  And  Roche  itself  may  not  yet  be 
done  (table).  Henri  B.  Meier,  Roche's  top 
financial  officer,  notes  that  even  if 
Roche  coughs  up  $2.1  billion  in  cash  for 
60''^  of  Genentech,  it  would  still  have 
more  than  $3  billion  in  cash  on  hand. 
Adds  Meier:  "Our  strategy  allows  for 
further  acquisitions  if  it's  necessary  to 
complement  our  own  research." 

Europeans  have  a  headstart  in  U.  S. 
biotech  buyouts.  In  1988,  Denmark's 
Novo-Nordisk  acquired  Seattle  gene- 
splicing  startup  ZymoGenetics  Inc.  Last 
year.  France's  Institut  Merieux  paid 
$800  million  for  Connaught  Biosciences 
Inc.,  a  Canadian  vaccine  maker  that  does 
most  of  its  business  in  the  U.  S.  Merieux 
beat  out  Swiss  giant  Ciba-Geigy,  which 
bid  for  Connaught  in  partnership  with 
California  biotech  startup  Chiron  Corp. 
Most  European  companies  are  playing 


catch-up  in  biotech,  so  license  agree- 
ments and  joint  ventures  are  also  prolif- 
erating. Ciba-Geigy  is  working  on  new 
genetically  engineered  vaccines  in  a  joint 
venture  with  Chiron.  Britain's  Wellcome 
PLC  and  Genetics  Institute  Inc.  have  a 
$95  million  joint  venture  in  Boston  to 
develop  monoclonal  antibodies.  Roche 
has  a  stake  in  California's  Cetus  and 


ROCHE  LEADS 
THE  EUROPEAN  BIOTECH  RACE 


Partner  •  Venture 

5>  GENENTECH  Alpha  interferon  marketing 


TIMMUNEX/AJINOMOTO  Research  on  and 
licensing  of  11-2.  a  cancer  drug 

T CENTOCOR  Joint  development  of  therapeutic  and 
diagnostic  monoclonal  antibodies 

]J>CAL  BIO  Research  on  hormone-delivery  systems 

AMGEN  Joint  marketing  of  G-CSF',  a  blood-cell 
growth  factor 

CETUS  Development  of  new  diagnostic 
technology  and  additional  cancer  research 

m  SYNERGEN  joint  marketing  of  Il-l,  a  cancer  drug 
GENENTECH  Buys  60%  of  the  U.S.  biotech  giant 


DATA:  BW 


development  pacts  with  Protein  Design 
Labs,  also  of  California,  and  Colorado's 
Synergen.  Says  Kaspar  von  Mayenburg, 
Ciba-Geigy's  biotech  chief:  "By  doing 
these  agreements,  we  can  compensate 
for  not  having  been  in  the  [biotech] 
game  from  the  beginning." 

Hampered  at  home  by  environmental- 
ist foes  of  gene  splicing,  German  compa- 
nies are  investing  heavily  in  the  U.  S. 
Bayer  is  spending  $60  million  by  1992  to 


The  weak  dollar  makes 
American  companies 
look  like  bargains 
to  the  cash-rich  Europeans 


double  the  size  of  its  biotech  researu 
plant  in  Connecticut,  and  BASF  is  puttirl  | 
$4.5  million  into  a  new  research  center  | 
Massachusetts.  To  be  top-notch  in  bi: 
tech,  "we  must  tap  into  the  great  r 
search  potential  of  the  U.  S.,"  says  Ba 
er  Chairman  Hermann  J.  Strenger. 

To  the  Europeans,  U.  S.  biotech  seen!} 
like  a  bargain.  Their  currencies  are  hig' 
against  the  dollar,  and  U.  S.  biotedl 
shares  are  low  compared  with  their  gl 
ry  days  in  the  mid-1980s.  Most  big  cor 
panies  are  shopping  for  convention: 
drug  companies,  anj-'way,  as  the  glob; 
industry  rushes  to  consolidate. 
SKEPTICS.  Roche's  Meier  thinks  biote( 
IS  a  better  bu>  than  conventional  drul 
outfits.  Considering  Genentech's  hug 
research  budget — at  40%  of  sales,  it 
three  times  the  U.  S.  drug  ii 
dustry  norm — Roche  is  payin 
"a  lot  less  than  we  would  hav 
had  to  pay  for  Sterling  Drug. 
In  1988,  Roche  bowed  out  cj 
the  bidding  for  Sterling  b< 
cause  it  didn't  want  to  pay  th| 
more  than  30  times  earnings 
would  have  taken  to  beat  th 
winning  bid  by  Kodak. 

Skeptics,  including  som 
Japanese   drugmakers,  thin 
U.  S.  biotech  prices  may  stij 
be  too  high.  A  Greene  startu 
Gen-Probe  Inc.,  last  year  w; 
sold  to  Japan's  Chugai  Pha: 
maceutical   for  $100  millior] 
But  so  far,  most  Japanes] 
companies  have  been  conte 
to  license  U.  S.  biotech  proci 
ucts.  Glaxo  bought  Biogen'* 
Geneva  biotech  lab  to  help  ii 
develop  conventional  drugs] 
but  it  isn't  interested  in 
whole  company.  Says  Glax' 
research  chief  Richard 
Sykes:  "People  are  saying 
give  biotech  more  time,  and  i 
will  really  pay  off.  But  I  think  anyon 
who  hopes  that  biotechnology  will  dra 
matically  change  medicine  is  going  to  h 
disappointed." 

Although  most  U.  S.  biotech  compa 
nies  say  they  want  to  stay  independent 
that  may  change.  A  survey  by  the  Erns 
&  Young  High  Technology  Group  foun( 
that  most  of  the  1,100  U.  S.  biotech  com 
panies  will  need  new  financing  in  th( 
next  three  years.  There  isn't  enougl 
money  for  them  all,  and  Europeans  see  i 
shakeout  coming.  "If  Roche  had  beei 
patient  and  waited,  it  might  have  gotter 
better  value,"  says  A.  James  Culverwell 
an  analyst  in  London  with  Hoare  Govet 
Securities  Ltd.  If  Culverwell  is  right 
that's  all  the  more  reason  a  biotech  buy 
ing  binge  may  not  be  far  off. 

Bj/  Thane  Peterson  in  Paris,  mth  Larn 
Armstrong  in  Los  Angeles 


I  £as(m<in  Kodak  Company,  1989 


The  arts  of  page  makeup,  color  separating 
and  color  correcting  are  all  becoming  part  of 
computer  science.  Once  again,  Kodak  leads. 

The  once  complex  process  of  producing  color 
separations  for  printing  is  now  incredibly  simple. 
Manual  cut-and-paste  operations  can  now 
be  accomplished  on  the  screen  of  a 
computer  And,  a  state-of-the-art  color 
system  permits  image  manipulation — a 
truly  magical  ability  to  enhance  photo- 
graphs and  artwork— with  equal  ease. 

We  are  more  than  photographs. 
We  are  the  world's  premier  graphics 
imaging  company  For  more  details  on 
enhancing  the  graphic  arts  tradition, 
call  1 800  445-6325,  Ext.  960F. 


The  new  vision  of  Kodak 
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RETAILING  I 


CAN  ALLEN  QUESTROM 
CLEAN  UP  aMPEAU'S  MESS? 


Industn-  insiders  ttnnk  so.  But  Chapter  1 1  vnH  stifle  ex;> 


0  question,  it's  the  toughest  job 
ID  retailing:;  cliief  of  the  Federat- 
ed and  Allied  department  stores. 
Vi'ith  the  xv.'o  chains  now  in  the  purpa- 
torj"  of  Chapter  11,  Allen  1.  Questroni.  a 
2>i-year  Federated  veteran  who  went  on 
to  head  the  Dallas-based  Neman-Marcus 
chain,  wanted  nothing  to  do  with  it. 

Then  two  things  hapj.)eneci.  First.  aft.er 
wooing  Questrom  for 
weeks,  G.  Williani 
Miller,  head  of  Federat- 
ed Stores  Inc.,  the  hold- 
ing company  for  Allied- 
Federated,  offered 
Questrom  a  juicy  con- 
tract— $12  million  oyer 
five  years.  Then,  to 
hear  Questrom  tell  it. 
there  was  the  note  iron; 
Glad.vs  Lazarus,  widow 
of  Ralph  Lazarus,  a 
longtimie  chairman  of 
Federated  and  son  of 
the  founder.  The  notr 
read:  "'Pi,alph  would 
have  wanted  you  t( 
comie  back." 

Now.  Que.strom,  4^^ 
is  back — and  the  indus- 
try is  .relieved.  Say.'- 
Jor.n  J.  Pomerantz. 
chairman  of  apparel 
maker  Leslie  Fay  Cos.:  "'He's  .'•espected. 
That  sa^'s  to  us  that  the  Federated  peo- 
ple are  se.nous  about  what  they  ar-e  tn*- 
inp  to  accomplish."'  Adds  a  top  Federat- 
ed executive:  "Questrom  has  been  or,  the 
front  lines,  and  you  need  that  [to  insptfe] 
the  sales  force." 

FORESIGHT.  Questrorrj  has  certainly 
V  .iri;^::  w^y  -jj,  from  the  trenches. 
He  started  in  1J<6-".  a>  a  trainee  for  Fe 
derated's  Abraham  k  .Straus  chain. 
Known  i'or  his  affatiiiity  and  a  ready 
meniory  t'or  the  names  oi'  sales  staff, 
Questrom  w^ent  on  t(<  head  two  Federat- 
ed divisions:  Rich's  in  Atlanta  and  Bull- 
ock's m  California,  By  the  tmie  Roben 
C^ampeau  appeared.  Questrom  was  Fe- 
derated's  vice-chairman,  Pi.ather  than 
deal  witlj  Campeau's  scheme  to  load  up 
Federated  with  debt,  Questrom  quit,  lat- 
er takmg  the  job  at  Neiman-Marcus. 

Now,  he  must  help  clean  up  Cami- 
peau's  mess.  His  boss.  Miller,  must  ne- 
gotiate with  banks  and  bondholders 
li.'jidiiig  $7.0  billion  m  det>t.  Questrom 


must  rebuild  trust  with  suppliers,  which 
were  owed  about  $100  million  when  Al- 
lied and  Federated  filed  for  Chapter  11. 
Most  vendors  are  now  shipping  spring 
merchandise  to  the  stores.  But  in  the 
next  few  weeks,  Questrom  also  has  to 
convince  suppliers  they  should  take  all 
of  his  stores'  orders  for  Christmas. 
Miller  and  Qiiestrorr  sound  corvinced 


FEDEii.ii.rED  STORES  WILL  MT  QUESTROM  $12  MILLION  OVEK  FFVE  TEARS 


Questrom  plans  to  apply  tine  strate^ 
he  used  to  hike  profils  at  Rich's,  B. 
ock's.  and  Neiman-Marcus:  Flood  t 
stores  with  salespeople  who  provi 
quality  service  and  turn  over  merch^ 
dise  fast.  The  idea  is  to  foster  custor 
loyalty  without  resorting  to  the  lure 
frequent  promotions. 

At  Neiman-Marcus,  for  exampl 
Questrom  increased  the  sales  force 
10%,  added  more  designer  labels  to  tr 
profitable  men's  and  women's  appar' 
sections,  and  frequently  phoned  dissat: 
fied  ctistomers  himself  to  offer  th-i 
gift  certificates.  At  Bullock's,  he  cut  c 
porate  jobs  and  hired  more  salespeo: 
at  higher  commissions.  Says  Thon. 
Tashjian,  an  analyst  for  Seidler  Amo- 
Securities:  "'By  the  time  Allen  got  do- 1 
Bullock's  did  not  ha 
to  compete  with  a: 
other  chain." 

This  simple  strate- 
faces  problems  in  Cha^ 
ter  11,  where  lawye: 
and  creditors  can  fig: 
over  almost  every  e? 
penditure.  One  certai 
challenge:  making  s' 
the  stores  have  th 
funds  needed  to  hir 
more  sales  staff,  remoc 
el    space,    and  kee 
shelves  stocked.  Que: 
trom  also  has  to  decid 
what  to  do  with  Fedei 
aied's  big  plans  to  d 

Lvelop  in-house  labels 
such  as  the  Allen  SoU 
line  of  apparel. 
FULL  PLATE.  Adding 
the  pressure,  in  a  way 
 I  Ls  MiUer's  determinatio! 


It 
1 


t( 


oi'  the  stores'  inability,  though  that's  to 
'be  expected,  "We  have  nothing  to  turn 
around,"  says  Miller,  who  feels  the  com- 
pany simply  needs  to  restructure  debt, 
Questroni  adds:  "This  is  not  a  complicat- 
ed business.  You  have  to  have  what  the 
customer  wants  and  take  care  of  them 
vr.iir  ihe\  are  irj  the  store." 


MILLER:  "tT  tS  NOT  OUR  UrTEimOM  TC 
BREAK  UP  THIS  COMPAUTT' 


to  keep  the  Allied  and  Federated  chain; 
intact:  "It  is  not  our  intention  to  breal 
up  this  company,"  he  says.  Even  Bloom 
ingdale's.  on  the  block  since  last  Septem 
ber,  might  not  be  sold.  MUler  says  auc 
tioning  off  stores  would  trigge 
unacceptably  large  tax  liabilities.  5( 
Questrom  will  have  to  run  aD  nine  o: 
Allied-Federated's  chains — without  rais 
ing  extra  cash  through  asset  sales. 

Questrom  thinks  that  as  the  popula 
tion  ages,  shoppers  will  value  his  depart 
ment  stores,  with  their  wide  range  oi 
wares  and  services  under  one  roof,  evei 
more.  But  now  he  has  to  deal  with  mor< 
imimediate  dangers.  "A  great  merchani 
like  AUen  can  do  irreparable  damage  tc 
his  career  by  joining  this  outfit."  says 
Robert  G.  Nesbit,  managing  partner  ol 
executive  recruiter  Kom  Fern-  Interna 
tional.  Then  again,  if  Questrom  can  helj 
puU  Allied-Federated  out  of  Chapter  11 
he"ll  be  the  retailer  of  the  decade. 

By  Stephen  Phillips  in  Cle^'eland.  vnth^ 
Michele  Galen  in  Washington 


C)  /  .[".(niiin  Kod.ik  (  ompjny,  I9S9 


Because  they  combine  high  quality  and 
ease  of  use,  Kodak  printinf^  plates  satisfy  the 
most  demanding  printers  and  customers. 

Whether  ihe  printing  press  is  a  small  sheet- fed 
model  or  a  web-fed  monster,  there  is  a  Kodak 
printing  plate  to  fit.  Kodak  plates  offer  wide 
exposure  and  processing  latitude  and  consistent 
performance  on  press.  That  means  less  downtime, 
fewer  makeovers,  longer  runs...  all  the  things 
that  increase  productivity  and  make  printers'  lives 
easier  and  more  profitable. 

We  are  more  than  photographs.  We  are  the 
world's  premier  graphics  imaging  conipany. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960H. 


The  new  vision  of  Kodak 
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ICAHN'S  INCREDIBLE 
SHRINKING  AIRLINE 


►  Carl  leahn  is  puttinj^  heat 
on  the  pilots'  union,  which  is 
battling  him  over  the  future 
of  Trans  World  Airlines.  Since 
late  last  year,  Icahn  has  told 
pilots  that  if  they  don't  give 
him  at  least  $80  million  in  con- 
cessions, he'll  shrink  the  al- 
ready foundering  airline.  On 
Feb.  7,  TWA  received  permis- 
sion to  sell  part  of  its  reserva- 
tion system  to  Delta  Air 
Lines.  And  Icahn  now  is  close 
to  cutting  deals  that  would 
sell  as  much  as  $400  million  of 
twa's  aging  jet  fleet.  Up  to 
$300  million  will  come  from 
sales  of  planes  that  TWA  will 
then  lease  back.  Icahn  will 
raise  $100  million  more 
through  outright  sales.  The 
result:  Icahn's  cash  cushion 
will  grow  to  $1.6  billion. 

He  may  need  to  use  that 
money  to  buck  up  twa's  sag- 
ging results.  Revenue  passen- 
ger miles  grew  only  !'/>  in 
1989,  and  TWa's  load  factor 
drojiped  slightly  for  the  year. 
After  a  i)articularly  dismal 
third  quarter,  TWA  will  lose 
more  than  $200  million  in 
1989,  says  Raymond  Keidl,  a 
Dillon  Read  airline  analyst. 

Pilots  claim  that  they've  al- 
ready granted  enough  conces- 
sions for  Icahn  to  begin  re- 
building the  airline.  Instead, 
Icahn  has  pared  assets.  The 
pilots  want  new  planes  and 
routes,  but  that's  not  in  the 
cards  without  concessions.  In- 
sists Icahn:  "We'll  have  to 
continue  to  shrink  it." 


HUGHES  IS 
HEARING  WHISTLES 


►  In  the  latest  in  a  series  of 
whistle-blower  suits  brought 
against  Hughes  Aircraft,  a  re- 
tired senior  Pentagon  con- 
tracting official  is  charging 
that  a  Hughes  unit  bilked  the 
government  out  of  $70  mil- 
lion. The  suit,  which  seeks 
$360  million  in  damages,  is 
the  second  brought  against 
Hughes  within  the  past  two 
months.  It's  significant  in  that 


most  such  actions  are  filed  by 
company  employees.  But  in 
this  case,  the  plaintiff,  Patrick 
Kelley,  headed  a  Pentagon  di- 
vision that  oversaw  Hughes's 
contracts  for  such  items  as 
radars  and  torpedoes. 

Kelley's  lawyer  says  the 
Justice  Dept.  is  "intensely 
scrutinizing"  the  suit,  which 
alleges  that  Hughes  inflated 
labor  costs.  If  Justice  joins 
the  suit,  Hughes  could  be  in 
for  a  rough  ride.  The  compa- 
ny says  the  charges  are  "un- 
founded." 


HEADACHE  RELIEF  FOR 
PACIFIC  ENTERPRISES 


►  For  the  board  of  Pacific  En- 
terprises, a  former  gas  work- 
er turned  labor  activist  has 
become  a  monumental  pre- 
occupation. Last  year,  Sam 
Weinstein,  regional  director 
of  the  Utilities  Workers  Union 
and  a  stern  critic  of  Pacific 
Enterprises'  management, 
nearly  landed  a  spot  on  the 
company's  board.  To  ensure 
that  Weinstein  never  gets  his 
wish  in  the  future,  the  board 
on  Feb.  15  will  ask  sharehold- 
ers to  change  the  company's 
bylaws  to  take  advantage  of  a 
recent  shift  in  California  law. 

In  a  proxy  fight  launched 
by  the  union  last  year,  Wein- 
stein captured  427'  of  share- 
holders' votes  because  work- 
ers, who  own  77f  of  company 
shares  through  an  ESOP,  were 
able  to  "single-shot"  their 
votes  for  him:  Rather  than 


DON'T  BELIEVE  EVERYTHING  YOU'RE  FAXED  t 


You're  working  away  in  your  of- 
fice when  a  colleague  drops  a 
sheet  of  paper  on  your  desk. 
"This  just  came  over  the  fax  for 
you,"  he  says  with  a  leer. 
"Seems  you  have  a  secret  admir- 
er." Baffled,  you  read  an  un- 
signed mash  note  that  proposes 
a  rendezvous  after  work.  Or 
maybe  it's  a  missive  on  authen- 
tic-looking letterhead  from  a 
headhunter  asking  you  to 
"please  accept  my  condolences  over  the  collapse  of  your  firm. 

Pretty  convincing.  But  you've  actually  received  one  of  the  2 
ArtiFax  messages  concocted  by  Washington's  Joel  Makowe 
and  Alan  Green.  Makower's  theory  is  that  a  piece  of  new  offic: 
technology  isn't  truly  accepted  until  someone  finds  a  frivolou 
use  for  it — "like  computer  games  or  making  a  photocopy  o 
your  fanny,"  he  says.  By  that  measure,  the  fax  machine  is  we 
on  its  way  to  acceptance.  Says  a  proud  Makower:  "ArtiFax  i 
the  high-tech  equivalent  of  the  whoopee  cushion." 


cast  single  votes  for  each  of 
the  15  current  board  mem- 
bers, workers  voted  each 
share  15  times  for  Weinstein. 
California  law  now  allows 
companies  to  drop  single-shot 
voting,  and  Pacific  Enter- 
prises isn't  wasting  any  time. 


IBM  MAY  BE  CROWDING 
ITS  OWN  TURF 


►  IBM  is  making  its  broad 
product  line  even  broader, 
perhaps  to  the  confusion  of 
some  customers.  The  comput- 
er industry  is  already  waiting 
anxiously  to  see  IBM's  forth- 
coming line  of  engineering 
workstations,  due  out  Feb.  15. 


They're  likely  to  be  some  O' 
the  most  aggressively  prices 
IBM  products  ever,  and  compa 
ny  officials  say  they'll  delive 
more  computing  bang  for  th' 
buck  than  rival  offering'^ 
from  Sun  Microsystems,  Hew- 
lett-Packard, Digital  Equip 
ment,  and  others. 

But  customers  may  suffe 
from  an  embarrassment  o 
riches.  Even  before  those  nevi 
boxes  have  been  launched^ 
IBM  is  bringing  out  other  ma 
chines  that  seem  to  competn 
directly  with  them — new  AS 
400  minicomputers  and  some 
new  9370  mini-mainframes. 


A  CORE  PLAYER 
LEAVES  APPLE 


►  The  management  turmoil  i; 
escalating  at  Apple  Computer 
Sources  within  the  compan] 
say  Senior  Vice-Presiden 
Jean-Louis  Gassee  is  about  t( 
announce  his  resignation  fron 
the  personal  computer  maker 
His  departure  would  follow 
that  of  another  senior  vice' 
president,  Allan  Loren,  wh( 
quit  on  Jan.  29.  The  source; 
say  Gassee  felt  slighted  whei 
the  former  head  of  Apple  Eu 
rope.  Senior  Vice-Presiden' 
Michael  Spindler,  was  promot 
ed  over  him  to  executive  vice 
president  and  chief  operating: 
officer  on  Jan.  29.  i! 


Lots  of  people  are  working  to  get  l<ids  off  the  street. 

Every  year,  over  5,000  American  children  are  buried 
in  unmarked  graves.  And  a  lot  of  people  work  very 
hard  to  put  them  there.  Drug  dealers  with  dirty  needles. 
Pimps  who  rule  with  a  fist.  Child  molesters  in  expen- 
sive cars.  Fortunately  Larkin  Street  is  working  to  get 
kids  off  the  street,  too.  With  food,  clothing,  medical 
care,  professional  counseling— and  lots  of  hope. 
Please  support  Larkin  Street's  work. 
Kids  are  dying  for  your  help. 

Larkin  Street  Youth  Center 
1044  Larkin  Street,  San  Francisco,  CA  94109 
415-673-0911 


For  just  $100  they  can. 

Since  1961,  ACCION  International  has  been  helping  the 
poor  and  hungr\'  feed  themselves  in  poor  urban  and 
rural  communities  throughout  Latin  America  and  the 
Caribbean,  in  these  desperately  poor  communities, 
we've  been  providing  hard-working  men  and  women 
with  otherwise  unattainable  fair-rate  small  business  loans. 
Without  these  fair-rate  loans,  thou.sands  of  shoemakers, 
bakers,  artisans  and  street  vendors  would  be  unable  to 


make  a  living.  But  thanks  to  ACCION.  people  who  only 

one  year  ago  were  barely  able  to  keep  their  families  alive, 

today  have  paid  their  loans  back  in  full  and  have  been 

given  a  chance  to  better  their  lives. 

More  importantly,  they've  been  given  back  their  dignity. 

All  it  takes  is  for  you  to  believe  in  them. 

For  more  information  or  to  send  a  contribution,  write  to 

ACCION  International.  1385  Cambridge  St.,  Cambridge, 

MA  02139  617-492-4930. 
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ACCION  International 


Templeton 
Growth  Fund's 
Recorcf 


Total  value 
of  investment 
Dec.  31, 1989 


Illustration  of  an  assumed 
Investment  of  $10,000 

with  income  dividends  reinvested  and  capital  gains  distributions 
accepted  in  shares 


This  chart  illustrates  the  cumulative  total  return  of  an  initial  $10,000  investment  in  the 
Fund  from  November  29,  1954  (inception)  to  December  31,  1989.  The  Fund's  results 
shorn  should  not  be  considered  as  a  representation  of  the  dividend  income  or  capital 
gain  or  loss  which  may  be  realized  from  an  investment  made  in  the  Fund  today. 

Initial  net  asset  value  is  the  amount  received  by  the  Fund  after  deducting  the 
maximum  sales  commission  of  8V2%.  The  actual  sales  commission  on  an 
investment  of  $10,000  is  7^/4%  as  described  in  the  prospectus.  No  adjustment  has 
been  made  for  any  income  taxes  payable  by  shareholders.  The  results  reflect  the 
deduction  of  all  fees  and  expenses.  The  amount  of  capital  gains  distributions 
accepted  in  shares  was  $254,606,  the  total  amount  of  dividends  reinvested 
was  $207,425. 

The  cost  of  living  as  set  out  in  the  chart  represents  the  annual  change 
in  the  Consumer  Price  Index,  applied  to  an  initial  value  in  November  1954 
of  $10,000.  (The  Consumer  Price  Index  is  prepared  by  the  U.S.  Bureau  of 
Labor  Statistics  based  on  prevailing  economic  factors.)  This  presenta 
tion  has  been  made  so  as  to  compare  the  increase  in  value  of  a 
$10,000  investment  in  Templeton  Growrth  Fund,  Inc.  with  the  in- 
crease in  the  cost  of  living  over  the  same  time  period. 

The  investment  return  and  principal  value  of  an  investment 
will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may 
be  worth  more  or  less  than  their  initial  cost.  The  performance 
information  shown  represents  past  historical  performance 
and  is  not  an  indication  of  the  Fund's  future  performance. 

The  average  annual  total  return  for  the  one,  five  and 
ten  year  periods  ended  December  31,  1989,  was 
+12.2%,  +17.2%  and  +15.4%,  respectively.  Total 
return  quotations  reflect  the  deduction  of  the  maxi- 
mum initial  sales  charge,  deduction  of  a  proportional 
share  of  Fund  expenses  on  an  annual  basis  and 
assume  that  all  dividends  and  distributions  are 
reinvested  when  paid. 


□ 
□ 


Value  of  shares  acquired  through  reinvestment 
of  dividends  from  income  ($374,596). 

Value  of  shares  initially  acquired  ($432,571 ) 
plus  shares  accepted  as  capital  gams 
distributions  ($475,083). 


Annual  cost  of  living 


Cost  Of 
investment 
November  29 
1954 


IB 


Cost/Nov.  29, 1954' 

$10,000 


$640,000 


$320,000 


$160,000 


).000 


Value/Dec.  31, 1989 

$1,282,25 


Cost  of  living 
Dec.  31, 1989 


Source — Consumer 
Price  Index 


Initial  net 
asset  value 
$9,150 


December  31,  1955 


Assuming 
annual  cost 
of  living 
(November 
1954)  to  be 
0 


1960 


1965 


Very  few  things  in  life  are  more  frustrating  than  waiting  around  for 
money  that  someone  owes  you. 

Particularly  if  that  someone  is  an  insurance  company. 

Unfortunately,  it's  by  no  means  unusual  to  wait  months  on  end  for 
an  insurance  company  to  pay  up. 

At  Aetna,  we  think  that's  unconscionable. 

So  at  our  Employee  Benefits  Division,we've  reduced  the  entire 
health  insurance  claims  process  to  a  mere  nine  days.  Despite  the  fact 
that  we  receive  nearly  a  quarter-million  claims  a  day 

Of  course,  you  don't  get  results  like  this  by  waving  a  wand.  At  Aetna, 
it  takes  a  national  on-line  claims  network,  three  mainframe  computers, 
32  automatic  collating  machines,  five  Zip  Code  pre-sorters,  and  225 
dedicated  people  dedicated  solely  to  getting  those  checks  in  the  mail. 

Still,  we  find  the  extra  effort  pays.  We  like  to  think  that  such  un- 
usual promptness  is  why  so  many  companies  are  so 
quickto  employ  us  for  their  employee  benefit  programs.  r^^M^ 

And  why  they're  so  slow  to  leave  us. 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT  ^^^H 
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IS  DICK  THORNBURGH  MISSING 
rHE  BIG  PICTURE? 


few  years  back,  when  then-Pennsylvania  Governor 
Dick  Thornburgh  was  musing  about  his  future  after 
i^^^  two  successful  terms  in  Harrisburg,  he  was  less  than 
nthusiastic  about  the  prospect  of  a  Cabinet  post  in  Washing- 
on.  "You  have  no  real  power,"  Thornburgh  told  friends. 
'You're  working  for  the  guy  in  the  White  House." 

Like  so  many  politicians  before  him,  Thornburgh  put  his 
nisgivings  aside  for  the  lure  of  a  top  post  in  Washington.  But 
lis  gut  instincts  may  have  been  right.  After  18  months  on  the 
oh,  the  Attorney  General  has  been  battered  by  an  army  of 
'tics.  Some  Democrats  believe  he  blocked  further  probes  of 
('  Iran-contra  scandal.  He  suffered  early  defeats  on  person- 
I  .I'l  choices.  Women's  organizations  bristle  at  his  tough  anti- 
j  ibortion  stance,  und  civil  libertarians  worry  that  his  drug  war 
vill  erode  constitutional  rights. 

.ITTLE  ZEST.  As  a  result,  Thornburgh  has  been  labeled  the 
surprise  underachiever  in  the  Bush  Cabinet — a  remarkable 
'eat  for  the  man  who  followed  in  the  sooty  footsteps  of  Edwin 
VIeese  HI.  What  happened?  Thornburgh  spent  much  of  his 
'irst  year  rebuilding  a  Justice  Dept.  shattered  by  Meese's 
;ontroversial  reign.  But  Thornburgh's  constricted  view  of  his 
•ole— he  sees  himself  as  the  Bush  Administration's  chief  pros- 
ecutor rather  than'  a  domestic  policymaker — has  limited  his 
effectiveness.  "I  don't  regard  the  Department  of  Justice  as  the 
deological  point  of  the  lance  for  this  Administration,"  he  says. 

The  Attorney  General  heads  the  White  House  Domestic 
Policy  Council,  a  post  Meese  used  to  put  his  imprint  on  a  broad 
irray  of  policies.  But  Thornburgh  shows  little  zest  for  the 
louncil's  levers  of  power. 

And  like  many  governors,  the  Harris- 
Durg  whiz  hasn't  adapted  to  the  ways  of 
Washington.  In  their  home  states,  gover- 
lors  are  the  supreme  political  powers. 
But  the  fiercely  independent  Thorn- 
aurgh  has  had  testy  relations  with  Con- 
gress and  on  occasion  with  White  House 
aides.  Thornburgh's  style  "is  grating  on 
people,"  says  one  prominent  Pennsylva- 
aia  Republican.  "You  can  operate  that 
way  successfully  in  Harrisburg,  but  in 
Washington,  forget  it."  Thornburgh 


THORNBURGH:  UNCLEAR  AGENDA 


brushes  off  the  the  criticism  as  sour  grapes  from  political  foes 
and  "Monday  morning  quarterbacks." 

HAPPY  CONSERVATIVES.  Thomburgh's  priorities  bear  a  striking 
similarity  to  the  daily  grind  of  a  big-city  D.  A.:  busting  drug 
dealers,  combating  organized  crime,  nabbing  white-collar  swin- 
dlers. And  he  has  had  some  success.  He's  directing  the  drug 
prosecution  of  Panamanian  dictator  Manuel  Noriega.  On  Feb. 
7,  he  announced  a  major  indictment  of  Chicago  organized 
crime  figures. 

But  like  so  many  other  Bush  Administration  ventures, 
Thornburgh's  crime-busting  forays  don't  quite  add  up  to  a 
coherent  policy.  There  is  no  clear  indication  at  this  point  of  his 
antitrust  or  civil  rights  policies.  "He's  accessible,"  says  Repre- 
sentative Don  Edwards  (D-Calif.),  a  senior  member  of  the 
House  Judiciary  subcommittee.  "But  if  he  has  an  agenda,  we 
haven't  seen  it." 

The  only  people  really  happy  with  Thornburgh  at  the  mo- 
ment are  conservatives,  who  viewed  him  as  a  closet  moderate 


when  he  took  the  job.  Hardliners  are  pleased  with  his  pro-life 
views,  his  defense  of  the  President's  right  to  withhold  informa- 
tion in  Iran-contra  cases,  and  his  choices  of  conservative 
judges.  Thornburgh  "has  shown  he  can  knock  heads  togeth- 
er," says  Patrick  McGuigan  of  the  Free  Congress  Foundation. 

However,  the  right  is  on  the  wane.  The  savvy  Thornburgh 
has  plenty  of  time  to  turn  things  around  and  regain  the  touch 
that  wowed  them  in  Harrisburg.  But  first,  will  he  agree  that 
it's  no  crime  for  an  Attorney  General  to  have  an  agenda? 

Bi/  Tim  Smart  and  Douglas  Harbrecht 

DISABLING  A  BILL  FOR  THE  DISABLED 

The  Attorney  General  may  soon  be  forced  to  turn  his 
attention  to  a  matter  he  thought  he'd  settled  last  sum- 
mer. In  August,  the  Administration  agreed  to  back  the 
Americans  with  Disabilities  Act  (ADA),  which  would  extend 
civil  rights  laws  to  cover  the  disabled.  The  legislation  swept 
through  the  Senate,  and  the  House  Education  &  Labor  Com- 
mittee unanimously  approved  a  similar  bill. 

But  the  deal  that  held  ADA  together  and  won  White  House 
support  for  the  measure  may  be  coming  unglued.  The  Bush 
Administration  signed  on  to  the  measure  after  Democratic 
sponsors  dropped  a  provision  allowing  disabled  victims  of  job 
discrimination  to  seek  huge  monetary  damages  from  business. 

Instead,  the  bill  would  provide  the  disabled  the  same  limited 
remedies  as  are  available  to  blacks,  women,  and  other  groups 
covered  by  Title  VII  of  the  1964  Civil  Rights  Act.  The  business 
community  relaxed. 

'A  WRENCH.'  Now,  opposition  to  ADA 
could  move  back  to  the  top  of  business' 
legislative  agenda.  The  problem  is  anoth- 
er civil  rights  bill,  introduced  by  Repre- 
sentative Augustus  F.  Hawkins  (D- 
Calif.)  and  Senator  Edward  M.  Kennedy 
(D-Mass.)  on  Feb.  7.  The  stated  purpose 
of  that  measure  is  to  reverse  three  1989 
Supreme  Court  decisions  that  weakened 
the  existing  antidiscrimination  laws.  But 
the  bill  goes  much  further  by  giving  vic- 
tims of  job  bias  new  ways  to  recover 
damages  from  employers. 

Business  lobbyists  say  this  rewriting  of  the  civil  rights  rules 
may  undermine  the  agreement  on  ADA,  and  they  are  looking 
for  a  way  to  slow  the  disabilities  bill  until  other  issues  are 
resolved.  "It  throws  a  wrench  in  the  works,"  says  Pete  Lun- 
nie,  lobbyist  for  the  National  Association  of  Manufacturers. 
The  Bush  Administration  said  on  Feb.  7  that  it  would  draft  its 
own  new  civil  rights  bill. 

Supporters  of  ADA  oppose  any  attempt  to  couple  the  two 
bills.  They  don't  want  their  legislation  to  become  hostage  to  a 
civil  rights  measure  that  may  never  pass.  "Our  bill  reflects  a 
negotiated  agreement,"  says  Pat  Wright  of  the  Disability 
Rights  Education  &  Defense  Fund. 

Wright  argues  that  opponents  of  an  expansion  of  Title  VII 
should  focus  on  the  Hawkins-Kennedy  proposal.  But  the  two 
bills  may  now  be  inextricably  linked,  and  backers  of  ADA  may 
not  enjoy  the  quick  ride  to  passage  they  had  expected. 

By  Susan  B.  Garland 
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NOT  ALL  JAPANESE  CARMAKERS 
ARE  POWERHOUSES 


Just  ask  Suzuki  or  Fuji  or  any  other  'tliird-stringer.'  Tliey're  hurting — and  scrambling  for  answers 


Ei 


iveryone  knows  that  Japan's  big 
three — Toyota,  Nissan,  and 
I  Honda — are  riding  high.  But 
what's  not  widely  known  is  that  Japan's 
smaller  auto  companies  are  struggling — 
and  that  merger  and  bailout  talk  is  on 
the  rise.  Fuji  Heavy  Industries  Ltd.,  for 
example,  the  maker  of  Subaru  cars,  is 
likely  to  report  a  $21  million  operating 
loss  for  the  fiscal  year  ending  Mar.  31, 
its  first  loss  ever.  To  recoup,  it  is  now 
pushing  to  strengthen  its  ties  with  Nis- 
san Motor  Co.  while  scrambling  to  re- 
vamp its  troubled  U.  S.  marketing  arm, 
Subaru  of  America  Inc. 

Japan's  other  smaller  players,  includ- 
ing Daihatsu,  Isuzu,  and  Suzuki,  are 
traveling  similarly  rough  roads  these 
days.  The  reasons:  tax  changes  in  Japan, 
a  tougher  export  outlook,  and  enormous 
capital-spending  demands.  The  first- 
stringers  have  the  financial  muscle  need- 


ed to  keep  tui'ning  out  a  full  line  of 
appealing  new  models  and  build  manu- 
facturing bases  in  the  U.  S.  and  Europe. 
Such  second-stringers  as  Mazda  Motor 
Corp.  and  Mitsubishi  Motors  Corp.  seem 
to  have  enough  resources  to  scrap  with 
the  big  boys.  But  the  third-stringers, 
with  shallower  pockets,  are  in  danger  of 
being  left  behind  or  merging. 
FALLING  PROPS.  While  Toyota  Motor 
Corp.  and  Nissan  are  sharply  hiking  out- 
lays for  equipment  and  factories,  the 
smaller  players  are  trimming  their  bud- 
gets. This  year,  big-spending  Toyota  is 
set  to  invest  $3  billion  worldwide.  But 
Fuji,  which  plans  no  new  midsize  model 
launches  this  year,  will  cut  its  capital 
investments  by  16%,  to  $373  million.  Dai- 
hatsu Motor  Co.  is  also  reducing  its 
spending  on  new  equipment.  "It's  get- 
ting tougher  for  companies  like  Isuzu, 
Daihatsu,  Fuji,  and  Suzuki,  given  the 


scale  of  their  operations,  to  keep  coming 
up  with  new  and  innovative  products," 
says  Stephen  C.  Usher,  an  auto  analyst 
at  Kleinwort  Benson  International  Inc 
in  Tokyo.  The  third-tier  companies  have 
nowhere  near  the  volume  of  their  bigger 
rivals  (table). 

Loss  of  government  protection  is  also 
hurting  the  smaller  makers.  For  years, 
these  companies  have  benefited  from 
preferential  tax  treatment  for  their  mini- 
vehicles.  And  the  system  of  "voluntary" 
export  quotas  worked  out  with  the  U.  S. 
also  guaranteed  the  third-tier  companies 
a  slice  of  the  American  market. 

Now,  a  lot  of  these  props  are  falling. 
Last  April,  the  government  cut  the  tax 
advantage  for  minivehicles — subcom- 
pacts  and  light  trucks  powered  by  en- 
gines up  to  550  cc.  Their  sales  fell,  hurt- 
ing Fuji,  Suzuki,  and  Daihatsu.  While 
sales  of  Isuzu  Motors  Ltd.'s  mainstay 


Icrucks  are  holding  up,  its  worldwide  car 
5ales  fell  by  15%  in  1989.  Moreover,  Fuji 
-  ind  Suzuki  Motor  Co.  have  stumbled 
Dadly  in  the  U.  S.  The  high  yen  has  hurt 
ill  of  the  small  carmakers'  exports, 
ivhile  the  proliferation  of  overseas 
'transplant"  factories  owned  by  Japan's 
•najor  auto  companies  is  making  export 
restraints  increasingly  irrelevant. 

Despite  the  problems,  few  expect  any 
)f  Japan's  motor  vehicle  makers  to  fold. 

II  The  government,  banks,  and  big  brother 
'  shareholders  can  be  counted  on  to  help 
'  jail  out  troubled  companies.  But  the  in- 
iustry  is  likely  to  consolidate  through 
.cooperative  arrangements  between  com- 
)anies.  "The  names  probably  won't  dis- 
ippear,"  says  Usher,  "but  the  connec- 
ions  will  get  stronger." 
STALLED  SALES.  Already,  Fuji  President 
Foshihiro  Tajima  has  suggested  closer 
inks  between  his  company  and  Nissan, 
vvhich  already  owns  4.3%  of  Fuji.  Outsid- 
ers speculate  that  Fuji  could  again  be- 
come a  supplier  to  the  bigger  company, 
producing  Nissan  vehicles  under  license 
Lhat  Nissan  would  market.  Aerospace 
:ies  are  also  under  discussion. 

Fuji  could  use  Nissan's  help.  The  slide 
;n  minivehicles,  which  account  for  40% 
jf  its  output,  is  only  one  of  Fuji's  trou- 
ble spots.  Its  49.6%-owned  Subaru  of 
America,  once  a  star  performer,  is  strug- 
gling. One  problem  is  stiffer  competition 


MEASURING 
JAPAN'S  AUTO  INDUSTRY 

Fiscal  1989  revenues   Worldwide  production 

Billions  of  dollars    Thousands  of  vehicles 


TOYOTA 

$55.7 

4,448 

NISSAN 

36.5 

3,009 

HONDA 

26.4 

1,861 

MITSUBISHI 

16.5 

1,560 

MAZDA 

15.9 

1,270* 

ISUZU 

7.7 

559 

SUZUKI 

7.3 

868 

DAIHATSU 

5.2 

664 

FUJI  HEAVY 

5.1 

563 

'Japanese  produclion  only 

DATA:  COMPANY  REPORTS 

in  Subaru's  longtime  niche — four-wheel- 
drive  cars. 

Also,  Subaru's  new  models  have  sput- 
tered. Its  Legacy,  introduced  last  spring 
as  the  company's  first  compact  car,  has 
not  distinguished  itself  from  the  hordes 
of  competing  models  from  Nissan, 
Toyota,  and  Honda  Motor  Co.  "We  did 
not  jump  out  to  a  blazing  start"  with  the 
Legacy,  admits  Christopher  B.  Wack- 
man,  vice-president  for  marketing  at  Su- 
baru. In  January,  Fuji  offered  $147  mil- 
lion for  the  shares  of  Subaru  of  America 
that  it  does  not  already  own.  It  has  in- 


jected $20  million  into  the  company  and 
hopes  to  revitalize  it. 

Two  other  small  makers — Suzuki  and 
Daihatsu — are  also  having  problems.  Su- 
zuki took  a  drubbing  in  June,  1988,  when 
Consumer  Reports  called  its  Samurai 
four-wheel-drive  model  unsafe  and  asked 
for  a  recall.  Sales  tanked  and  never  re- 
covered, despite  two  new  model  intro- 
ductions. Last  year,  Suzuki  sold  just 
30,181  vehicles  in  the  U.S.,  down  from 
81,349  in  1987. 

HO-HUM  DESIGNS.  Meanwhile,  Daihatsu's 
efforts  to  move  up  into  sporty  compacts 
have  been  crimped  by  recalls  and  ho- 
hum  designs.  Its  1.6-liter  Applause, 
which  debuted  in  Japan  last  July,  isn't 
meeting  sales  targets.  Needing  help, 
Daihatsu  has  been  asking  Toyota  to 
boost  its  14%  stake  in  the  No.  2  mini- 
vehicle  maker. 

Outsiders  suspect  one  goal  in  Daihat- 
su's asking  for  assistance  would  be  to 
fend  off  potential  raiders,  including  for- 
eigners such  as  T.  Boone  Pickens  Jr.  He 
has  acquired  26%  of  another  Toyota  af- 
filiate, Koito  Manufacturing  Co.,  a  mak- 
er of  auto  parts.  While  foreign  takeover 
artists  face  tough  sledding  in  Japan,  the 
small  carmakers  are  going  to  have  to 
find  partners,  one  way  or  another. 

By  Amy  Borrus  in  Tokyo,  with  James 
Treece  in  Detroit  and  Larry  Armstrong  in 
Los  A  ngeles 
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KAIFU  COULD  LOSE 
BY  WINNING 

The  LDP  may  triumph — and  then 
dump  the  Prime  Minister 

Just  seven  months  after  his  Liberal 
Democratic  Party  suffered  its  bitter 
est  setback  ever.  Prime  Minister  Tti- 
shiki  Kaif u  looks  set  to  lead  his  party  U  > 
victory  on  Feb.  18  in  arguably  the  most 
important  Lower  House  election  of  Ja- 
pan's postwar  era.  Last  July,  in  the 
wake  of  the  LDP's  loss  of  its  majority  in 
the  less  powerful  Upper  House,  conven- 
tional wisdom  said  a  coalition  or  opposi- 
tion-led government  was  inevitable  after 
this  year's  election.  Although  the  LDP 
may  not  win  an  absolute  majority  of 
seats,  there's  little  doubt  that  it  will  re- 
main in  power. 
Kaifu  probably  won't  be  allowed  to 
i  savor  his  triumph  for  long,  however. 
!  Plucked  from  relative  obscurity  last  Au- 
j  gust  by  party  elders  seeking  to  put  a 
ji  clean  face  on  the  besmirched  LDP,  Kaifu 
ll  has  proved  himself  an  energetic,  popular 
!  leader.  But  the  very  power  brokers  who 
installed  him  are  maneuvering  to  oust 
Kaifu  now  that  he  has  accomplished 


their  purposes.  And  the  inevitable  post- 
election power  struggle  will  impair  Ja- 
pan's ability  to  cope  with  a  host  of  trade 
problems  due  to  heat  up  this  spring. 
OUT  OF  THE  LOOP.  By  July,  the  Bush  Ad- 
ministration will  issue  a  series  of  prog- 
ress reports  on  opening  Japan's  super- 
computer, forest  products,  satellite,  and 
telecommunications  markets.  Without 
doubt,  the  U.  S.  in  separate  talks  will 
insist  on  tangible  concessions  to  break 
down  structural  barriers  to  trade.  "We 


will  want  something  on  every  issue 
raised,"  says  one  U.  S.  trade  official. 

Even  with  a  presumed  electoral  tri- 
umph under  his  belt,  Kaifu  will  lack  the 
political  oomph  to  push  through  the 
changes  needed  to  satisfy  the  U.  S.  As  a 
member  of  the  LDP's  weakest  faction,  he 
lacks  a  strong  power  base — and  party 
bigwigs  are  making  sure  he  doesn't 
build  one.  Former  Prime  Minister  No- 
boru  Takeshita  and  LDP  Secretary  Gen- 
eral Ichiro  Ozawa  are  calling  the  politi- 
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the  opposition's  failure  to  drum  up  nevj* 
policies,  and  voters  aren't  yet  disgustedii 
enough  with  the  LDP  to  vote  an  unknowi 
quantity  into  power. 

Kaifu's  likable  image  has  played  t 
role  in  the  LDP's  revival.  But  his  partj 
remains  firmly  in  the  grip  of  old-styl( 
politicians  who  see  no  need  to  play  bj 
new  rules.  Having  withstood  their  mos' 
serious  domestic  challenge  ever,  thej 
now  must  prove  their  mettle  against  i 
gathering  storm  from  America. 

By  Robert  Neff  in  Tokyo,  with  Paul  Mag 
nus.son  in  Washington 


cal  shots.  Finance  Ministry  officials  are 
said  to  have  left  Kaifu  out  of  the  loop  in 
a  bill  to  revise  the  controversial  con- 
sumption tax  enacted  last  April. 

Making  matters  worse  is  the  opposi- 
tion's control  of  the  Upper  House.  The 
LDP  can  no  longer  simply  adopt  whatev- 
er bills  it  wants.  That  portends  long  and 
laborious  compromise.  For  one  thing, 
"we  will  insist  that  the  LDP  abolish  the 
consumption  tax,"  says  Tadao  Miki,  a 
vice-chairman  of  the  Komeito  opposition 
party.  "If  they  don't,  everything  will 
come  to  a  halt." 


If  so,  Kaifu  will  be  portrayed  by  his 
LDP  enemies  as  weak  and  inept.  Accord- 
ing to  party  practice,  it  is  former  For- 
eign Minister  Shintaro  Abe's  turn  to  be 
Prime  Minister,  and  Takeshita  feels  a 
personal  obligation  to  see  that  Abe  gets 
it.  But  Abe  has  been  in  ill  health  and 
probably  wouldn't  serve  beyond  next 
year.  If  so,  the  problem  of  Japan's  short- 
lived leadership  would  continue. 

Still,  any  LDP  government  has  to  look 
better  to  the  U.  S.  than  the  Socialist-led 
coalition  that  loomed  large  just  months 
ago.  The  ruling  party  has  benefited  from 
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DIDN'T  THE  ALPS 
USED  TO  HAVE  SNOW? 


A  tliird  balmy  winter  leaves  Europe's  ski  industry  high  and  dry 


At  La  Clusaz,  a  ski  resort  in  the 
French  Alps,  grass  sprouts  on 
90'a  of  the  ski  runs  under  a 
warm  winter  sun.  "Nobody  here  is  cold, 
or  wet,  or  skiing — which  means  nobody 
wants  to  buy  anything  we  sell,"  com- 
plains Bernard  Monod,  manager  of  a  lo- 
cal ski  shop  whose  sales  are  run- 
ning 407f  under  normal.  Even  if  a 
blizzard  hits  tomorrow,  his  main 
selling  season  is  over.  As  a  result, 
says  Monod,  "I'm  talking  a  lot 
with  bankers  these  days." 

Three  mild  winters  in  a  row 
have  left  Europe's  $3  billion  ski 
industry  high,  dry,  and  short  on 
cash.  Many  Alpine  restaurants 
have  already  shut  their  doors  for 
the  season.  With  bookings  at  re- 
sorts across  Europe  off  about 
257';  demands  are  growing  for 
state  bailouts.  "Retailers  and 
some  smaller  ski  manufacturers 
are  going  to  fail — it's  inevitable," 
says  Jean-Jacques  Bompard,  a 
vice-president  of  France's  Rossig- 
nol,  the  world's  largest  ski  maker. 
REVERSE  MIGRATION.  The  slopes 
are  rockiest  in  P'rance,  Italy,  and 
Austria.  With  their  high-altitude 
runs,  many  Swiss  resorts  have 
decent  snow,  yet  publicity  about 
Europe's  snowless  winter  has 
kept  skiers  away.  At  Verbier,  a 
resort  near  Switzerland's  St.  Ber- 
nard Pass,  business  is  off  30%, 
even  though  70%  of  the  runs  are 
open.  "There's  a  psychosis 
against  skiing  in  Europe,"  com- 
plains Patrick  Messeiller,  the  re- 
sort's tourism  director. 

The  U.  S.  resort  industry  is  a 
happy  beneficiary  of  Europe's 


woes.  Many  of  the  90,000  Americans 
who  ski  in  Europe  each  year  are  staying 
home,  while  more  Europeans  are  schus- 
sing  down  snowy  American  slopes.  "I've 
been  inundated  with  tour  operators  from 
London,"  says  Tracy  Taylor,  sales  man- 
ager for  Vermont's  Killington  resort. 


Europe's  resort  operators  hope  snowi 
er  weather  next  year  will  win  then" 
back.  This  winter  has  been  France's 
warmest  since  1945  and  one  of  the  dri 
est.  Temperatures  in  the  40s  and  water 
rationing  in  some  areas  have  kept  re 
sorts  from  making  artificial  snow.  But 
ski  industry  executives  remain  hopeful 
Salomon,  the  top  maker  of  ski  boots  and 
bindings,  is  going  ahead  with  plans  tc 
launch  its  first  line  of  skis  next  fall. 
SILLY  SEASON.  The  biggest  problems  for 
equipment  makers,  however,  may  come 
next  winter:  Ski  shops  will  be  bloated 
with  unsold  inventory,  so  they  won't  buy 
more.  "The  worst  is  yet  to  come,"  warns 
James  S.  Garrison,  president  of  K-2 
Corp.,  a  Vashon  Island  (Wash, 
ski  maker  that  sells  heavily  in  Eu 
rope.  He  expects  industry  sales 
there  to  plunge  perhaps  50%  this 
year.  Rossignol,  whose  earnings 
will  fall  in  the  year  ending  Mar, 
31  because  of  write-offs  on  a 
clothing  line,  was  hoping  for  a 
pr-ofit  rebound  next  winter.  It  ex 
pects  its  1990  world  ski  unit  sales 
to  drop  only  10%,  thanks  to  the 
60%  of  its  sales  outside  Europ< 
mostly  to  the  U.  S.  and  Japan 
Losing  those  marginal  but  lucra- 
tive sales,  however,  could  produce 
a  loss  instead,  Bompard  says. 

For  now,  out-of-work  lift  opera- 
tor's in  Switzerland  are  asking  for 
government  aid.  France  recently 
granted  emergency  loans  to  bol- 
ster municipal  budgets  in  ski 
towns  such  as  Villard-de-Lans 
and  Sept  Laux,  and  private  re- 
sorts want  similar  help. 

Balmy  mountain  weather  is 
good  news  for  one  industry,  how- 
ever. Sales  of  all-terrain  bicycles} 
ar-e  soaring,  as  vacationers  haul 
them  up  ski  lifts  and  careen  down 
barren  slopes.  "It's  strange  to  see 
in  winter,"  says  an  official  of  the 
Swiss  Ski  Federation.  Yet  Eu- 
rope's struggling  resorts  will  take 
any  business  they  can  get. 

By  Stewart  Toy  in  Paris,  with  bu- 
reau reports 


"If  I  stick  my  neck  out  too  far, 
we  lose  money  If  Fm  too  cautious, 
we  lose  customers. 


"Some  people  think  managing 
credit  is  a  thmikless  situation. 

"I  disagree.The  tougher  the  game, 
the  better  it  feels  when  you  wiii' 


In  the  delicate  balance  of  risk  and  reward,  credit  managers 
live  where  its  liveliest.  In  the  middle. 

They  must  be  careful,  but  not  cowardly  Be  risk-takers,  but  not 
gamblers.  Which  means,  to  keep  tlieir  foc^ting,  tliey  need  informa- 
tion that's  equally  well-balanced. 

And  they  get  it  from  Dun  &  Bradstreet.  We  not  only  liave  more 
information  than  anyone  else,  we  get  it  from  more  kinds  of  sources. 
As  a  result,  our  reports  offer  a  depth  that  makes  credit  decisions 
more  realistic. 

The  faa  Is,  more  crcxlit  managers  rel)'  on  D&B  tlian  any  otlier 
somce.  They  make  tougli  decisions  every  da){  But  deciding  wliere  to 
go  for  information  isn't  one  oi  them. 

Dun  &  Bradstreet  Business  Credit  Services 
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The  fine  art  of  managing  risk. 


nternational  Outloo 


I 


EDITED  BY  JOHN  PEARSOl 


NOW,  SOUTH  AFRICA'S  BLACKS 

MUST  DECIDE  WHAT  THEY  REALLY  WANT 


After  30  years  in  political  limbo.  South  Africa's  black 
opposition  leaders  were  caught  off  guard  by  President 
F.  W.  de  Klerk's  Feb.  2  announcement  that  the  African 
National  Congress  and  52  other  banned  organizations  are  now- 
legal.  De  Klerk  offered  to  negotiate  a  "new,  democratic  consti- 
tution" and  pledged  to  release  imprisoned  .\NC  leader  Nelson 
Mandela — probably  by  the  end  of  February,  most  South  Afri- 
cans believe.  But  he  talked  only  in  generalities  about  such 
goals  as  a  "universal  franchise"  and  "individual  rights."  and 
made  no  specific  proposals  to  give  the  countr\"'s  black  majority 
what  they  most  want:  access  to  political  power.  Nor  did  he 
suggest  a  forum  for  negotiations  between  whites 
and  blacks.  De  Klerk's  sti-ateg>-  is  to  "leave  all 
the  choices  to  the  other  side."  says  Johannesburg 
political  analyst  Steven  Friedman.  But  to  restore 
international  confidence  in  South  Africa's  econo- 
my— and  to  make  negotiations  possible — de  Klerk 
will  also  have  to  lift  the  four-year-old  state  of 
emergency  and  ease  harsh  internal-security  mea- 
sures. Months  are  likely  to  pass  before  any  dia- 
logue between  whites  and  blacks  can  even  get 
started. 

On  their  side,  blacks  face  the  problem  of  trying 
to  work  out  in  open  debate,  for  the  first  time, 
some  consensus  on  what  their  collective  aims  and 
strategies  are.  Suppoitere  of  the  ANC  and  its  al- 
lies in  the  Mass  Democratic  Movement  range 
from  devout  Christians  and  moderate  social  democrats  to  radi- 
cal socialists.  But  before  any  talks  with  de  Klerk  and  his 
National  Party  government  commence,  the  anc's  militant 
wing  wants  to  rebuild  grass-roots  political  suppoit,  suppressed 
by  Pretoria  for  decades.  The  militants'  aim  is  to  mobilize  these 
followers  as  pan  of  the  eventual  negotiating  process.  Al- 
though the  .\.\T  MDM  alliance  is  the  largest  black  group,  it  also 
has  to  decide  whether  to  deal  with  Chief  Mangosuthu  Buthe- 
lezi  and  his  Inkatha  movement,  made  up  mostly  of  Zulu  follow- 
ers in  Natal  pro\ince.  as  an  ally  or  enemy.  In  the  past,  the  t^vo 
gi'oup?  have  clashed  \iolently.  while  the  Pretoria  government 


ANC  SUPPORTERS 


has  tried  to  encourage  Inkatha  as  a  moderate  alternative  t 
the  AXC.  On  the  other  side  of  the  political  spectrum,  group 
linked  to  the  Pan-Africanist  Congress,  which  has  opposed  n( 
gotiations  with  whites,  may  keep  aloof  in  hopes  that  the  .an 
will  lose  stature  and  supporters  if  negotiations  fail. 
NO  MAGNET.  AXC  leaders  were  expected  to  make  decisions  oi 
how  to  respond  to  de  Klerk  at  a  meeting  in  Lusaka,  Zambia,  ii 
mid-Februar}-.  One  issue  is  whether  to  end  the  .\xc's  "armei 
struggle."  Although  there  haven't  been  any  bombings  or  othe 
actions  by  .ant  guerrillas  for  months,  the  .A.XC  doesn't  want  t< 
give  up  this  weapon  until  the  government  agrees  to  easi 
security  laws  that  it  has  used  to  harass  oppo 
nents.  The  -ANT  will  also  have  to  decide  whethe 
Mandela,  after  he  is  freed,  would  be  more  effec 
tive  as  an  active  AXC  official  or  as  a  leader  wh( 
keeps  above  the  daily  fray.  And  to  clear  the  wa} 
for  talks,  the  fate  of  a  number  of  prisoners,  ex 
iles.  and  .axt  fighters  still  has  to  be  decided.  Thej 
include  around  300  political  prisoners  barred  fron 
amnesty  because  they  are  charged  with  \iolen 
crimes  and  several  thousand  trained  .AXC  guerril 
las.  mostly  in  Zambia  and  Tanzania. 

Despite  these  uncertainties,  investors  respond 
ed  to  de  Klerk's  moves  by  boosting  the  Johannes 
burg  stock  exchange  index  by  4.7^^  in  the  firsl 
two  days  following  the  speech.  And  the  financia 
rand,  used  for  foreign  financial  transactions 
firmed  by  more  than  6^f.  ^^^lat  encourages  South  Africar 
businesspeople  is  not  the  expectation  of  an  early  upturn  in  tht 
depressed  economy,  but  the  long-term  hope  for  escape  frorr 
the  countiy's  racial  impasse.  U.  S.  congressmen  have  made  it 
clear  that  U.  S.  economic  sanctions  won't  be  eased  until  black 
white  negotiations  start  and  de  Klerk  shows  that  he  intends  tc 
end  apartheid.  But  South  Africans  have  begun  to  realize  that 
the  first  step  toward  making  their  nation  a  magnet  for  foreign 
investment  again,  even  if  that's  a  long  time  in  the  future,  is  tc 
put  apartheid  behind  them. 

B  i  A'nv  Fine  in  Johannesburg,  with  bureau  reports 
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GERMANY 


To  head  off  disintegration  of  East 
Germany's  economy  and  the  threat 
of  spreading  social  unrest,  the  West 
German  government  is  hastily  putting 
together  a  plan  to  make  the  West  Ger- 
man mark  the  common  currency  for 
the  two  Germanies.  If  adopted,  it  will 
move  the  countries  closer  to  political 
reunification  as  well. 

Despite  opposition  from  the  Bundes- 
bank. West  Germany's  central  bank, 
Bonn  officials  are  pushing  ahead  with 
the  scheme  as  a  means  of  speeding  the 
drastic  economic  changes  that  are 
needed  to  stem  the  mass  exodus  of 
East  Germans  to  the  West.  Deserters 


from  East  Germany's  armed  forces 
have  begun  to  join  the  2,000  emigrants 
who  are  heading  across  the  border  ev- 
erj-  day. 

Negotiations  on  the  proposal  are 
likely  to  begin  on  Feb.  13-14,  when 
East  German  Prime  Minister  Hans  Mo- 
drow  \isits  West  Germany.  A  deal 
can't  be  signed  until  after  East  Germa- 
ny's Mar.  18  elections  and  the  installa- 
tion of  a  new  government  in  East  Ber- 
lin. Replacing  East  Germany's 
depreciating  Ostmark  with  West  Ger- 
many's Deutschemark  w^ould  \irtually 
force  East  Germany  to  move  rapidly 
toward  a  free-market  economy.  How- 
ever, East  Germany  may  have  little 
choice  but  to  go  along  with  the  mone- 


tary union  or  face  economic  collapse. 

Officials  at  the  Bundesbank  argue 
that  a  common  money  should  come  at 
the  end,  not  the  beginning,  of  a  process 
of  economic  reform  in  East  Germany. 
But  they  say  they  will  not  block  the 
plan,  which  they  regard  as  essentially 
political.  Meantime,  the  West  German 
government  approved  a  supplementary 
budget  appropriation  of  S3.8  billion  for 
East  Germany,  partly  to  improve  li\ing 
conditions,  including  medical  services. 
The  Bonn  government  has  also  set  up 
a  series  of  Cabinet  committees  to  lay 
the  groundwork  for  reunification  of 
the  two  Germanies  in  areas  from  em- 
plo\"ment  and  social-welfare  policies  to 
internal  security  and  foreign  affairs. 


"Our  salesman  comes  in  with 
a  $500,000  order  and  all  he  can 
see  is  a  newjaguar  ia  his  driveway 


"I  run  a  D&B  and  find  out  the 
customer's  in  over  his  head. 

"The  salesman  starts  screaming 
that  I  cost  him  his  car.  What 
I  really  did  was  save  his  house!' 


Qedit  decisions  aren't  always  popular,  but  they're  never  unim- 
portant. Nobody  knows  that  better  than  Dun  &  Bradstreet,  whicli 
is  why  we  offer  you  the  biggest,  most  accurate  business  database 
there  is.  We  track  the  creditworthiness  of  millions  of  businesses, 
and  we  update  our  files  nearly  500,000  times  a  day 

What's  more,  we  deliver  reports  by  phone,  by  fax,  by  modem, 
by  mail,  even  on  a  compaa  disk.  And  if  you  need  special  help,  like 
aistomized  reports,  computer  modeling  or  a  consultants  analysis, 
we  have  it  for  you. 

Your  decisions  aren't  always  good  news.  But  they  can  always 
come  from  good  information.  Maybe  that's  why  more  credit  people    Thc  line  diVt  01  managing  riSK. 
call  D&B  than  any  odier  source. 

Dun  &  Bradstreet  Business  Credit  Services 
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rhc  Dun  &  Bradstreet  Corporation 
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TOBACCO  I 


IF  IT'S  LEGAL, 

CIGARETTE  MAKERS  ARE  TRYING  IT 


Adding  lemon,  extracting  nicotine,  or  naming  a  brand  after  a  motorcycle — anything  for  market  share 


I 


So  far  this  year,  publicity  for  the 
tobacco  business — and  RJR  Na- 
bisco Inc.  in  particular — has  gone 
from  bad  to  worse.  First  came  RJR's  de- 
bacle with  Uptown,  a  menthol  cigarette 
targeted  directly  at  blacks.  Under  biting 
criticism  from  the  U.  S.  Surgeon  Gener- 
al, minority-rights  groups,  and  antismok- 
ing  activists,  the  company  withdrew 
plans  to  test-market  the  brand  in  Phila- 


delphia. Then,  on  Jan.  29,  Moody's  Inves- 
tors Service  Inc.,  citing  gloomy  long- 
term  prospects  for  the  industry,  lowered 
RJR's  debt  ratings.  The  downgrading 
roiled  the  bond  market,  as  RJR's  bonds 
lost  as  much  as  20^^  of  their  value. 

Now,  with  1989  numbers  rolling  in, 
the  fundamentals  for  the  U.  S.  cigarette 
business  look  weaker  than  ever.  Accord- 
ing to  data  compiled  by  analyst  John  C. 


Maxwell  of  Wheat  First  Securities,  lasti 
year  marked  the  eighth  successive  year 
of  declining  volume  in  the  cigarette  in- 
dustry: About  524  billion  cigarettes  were 
shipped  to  wholesalers,  down  from 
1988.  No  wonder  PJR  and  archrival  Philip 
Morris  Cos.  are  stepping  up  efforts  to 
peddle  their  brands  abroad.  Worldwide, 
cigarette  consumption  is  expected  to 
increase  bv  2-"^  to  2.o^(  this  vear.  fueled 


THE  TOP  CIGARETTE  BRANDS  OF  1989 


1989 
rank 

1988 
rank 

1987 
rank 

Brand 

Company 

1989 
share 

1988 
shore 

1987 
shore 

'87-89 
percentage 
point 
change 

Billions  of  cigarettes  shipped 
1989        1988  1987 

■87-'89 
annualized 
compound 
growth  rote* 

1 

1 

1 

MARLBORO 

PHILIP  MORRIS 

26.3% 

24.9% 

23.6% 

2.7 

138.02 

138.82 

134.57 

1.2% 

2 

2 

2 

WINSTON 

RJR 

9.0 

10.7 

11.1 

-2  1 

47.40 

60.01 

63.28 

-9.3 

3 

3 

3 

SALEM 

RJR 

6.2 

7.3 

7.7 

-1.5 

32.34 

40.53 

43.80 

-9.9 

4 

4 

4 

KOOL" 

BROWN  &  WILLIAMSON 

6.0 

6.0 

6.0 

0.0 

31.18 

33.58 

34.33 

-5.4 

5 

5 

6 

NEWPORT 

LORILURD 

4.7 

4.4 

4.2 

0.5 

24.66 

24.80 

24.23 

3.3 

6 

6 

7 

CAMEL- 

RJR 

3.9 

4.4 

4.2 

-0.3 

20.37 

24.20 

24.18 

-5.9 

7 

7 

5 

BENSON  &  HEDGES 

PHILIP  MORRIS 

3.9 

4.0 

4.3 

-0.4 

20.33 

22.15 

24.36 

-7.2 

8 

8 

8 

MERIT 

PHILIP  MORRIS 

3.8 

3.8 

3.9 

-0.1 

20.12 

21.38 

22.17 

-4.5 

9 

9 

12 

DORAL 

RJR 

3.7 

3.4 

3.0 

0.7 

19.16 

18.70 

17.22 

14.0 

10 

10 

10 

VIRGINIA  SLIMS 

PHILIP  MORRIS 

3.2 

3.0 

3.1 

0,1 

16.54 

16.85 

17.51 

-1.1 

11 

12 

11 

PALL  MALL  " 

AMERICAN  BRANDS 

2.7 

2.9 

3.1 

-0.4 

13,95 

16.12 

17.42 

-8.8 

12 

11 

9 

VANTAGE 

RJR 

2.5 

2.9 

3.1 

-0.6 

13,17 

16.49 

17.80 

-10.4 

13 

14 

16 

CAMBRIDGE 

PHILIP  MORRIS 

2.3 

1.7 

1.1 

1.2 

11,89 

9.77 

6.40 

52.7 

14 

13 

13 

KENT 

LORILLARD 

2.1 

2.4 

2.4 

-0.3 

10,81 

13.50 

14.43 

-11.5 

15 

15 

14 

CARLTON  FILTER 

AMERICAN  BRANDS 

1.7 

1.7 

1.7 

0.0 

8  99 

9.60 

9.70 

-5.8 

16 

24 

24 

VICEROY 

BROWN  &  WILLIAMSON 

1.3 

0.6 

0.8 

0.5 

6.75 

3.53 

4.43 

9.9 

17 

16 

15 

MORE 

RJR 

1.0 

1.1 

13 

-0.3 

5  43 

6.39 

7.20 

-11.8 

18 

17 

19 

NOW 

RJR 

1.0 

1.0 

1,0 

0.0 

5.08 

5.69 

5.55 

-0.7 

19 

19 

20 

PARLIAMENT 

PHILIP  MORRIS 

0.9 

0.9 

0.9 

0.0 

4.64 

4.82 

5.10 

-5.2 

20 

18 

19 

TRUE 

LORILLARD 

0.9 

1.0 

1.1 

-0.2 

4.51 

5.47 

5.68 

-7.5 

•Base  year  1985 


'Includes  filter  and  nonfiller 
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MARKETING 


'At  first  blush,  some  accounts 
look  just  awful.  But  if  you  read 
your  D&B  right,you  can  find  hope. 


%0 


"You  can  see  that  maybe,  if 
you're  patient,you  can  turn 
a  shaky  customer  into  a  great  one. 

"It's  the  difference  between 
avoiding  risk  and  finding  risks 
worth  taking." 


Nobody's  in  business  to  turn  away  customers,  and  that's  what 
makes  credit  decisions  so  tricky  As  often  as  possibk^  you  want  to 
say  yes,  but  good  risks  don't  always  jump  out  at  you. 

That's  why  Dun  &  Bradstreet  olters  such  depth.  Beyond  raw 
numbers,  we  calculate  ratings,  indexes  and  trends.  Beyond  basic 
reports,  we  offer  custom  formats,  analysis,  and  computer  model- 
ing. Beyond  how  a  business  rmis,  we'll  give  )'ou  details  about  wiio's 
running  it. 

More  than  any  other  source,  we  take  you  below  the  surface. 
Because  sometimes,  that's  where  the  gold  is. 

Dun  &  Bradstreet  Business  Credit  Services 


Dun  &  Bradstreet 

The  fine  art  of  managing  risk. 


arketin 


in  part  by  Asia's  appetite  for  imported 
cigarettes. 

But  while  the  long-term  outlook  for 
the  U.  S.  tobacco  industry  is  poor,  pres- 
ent profits  are  surprisingly  rich.  By 
charging  more  for  quality  brands,  cut- 
ting production  costs  further,  and  hold- 
ing the  line  on  tobacco-leaf  prices,  the 
cigarette  makers  squeezed  out  a  107"  in- 
crease in  industry  operating  profits,  to 
$7.2  billion,  according  to  Salomon  Broth- 
ers Inc.  analyst  Diana  K.  Temple.  Al- 
though that's  less  than  the  11.5%  boost 
in  1988,  it's  still  an  impressive  perfor- 
mance for  a  business  whose  glory  days 
are  long  gone.  "We  know  of  few  mature 
industries  with  such  a  favorable  profit 
trend,"  says  Temple. 
MIGHTY  MARLBORO.  Those  profits  give 
the  cigarette  makers 
plenty  of  incentive  to 
battle  for  market  share. 
Philip  Morris,  whose  do- 
mestic tobacco  opera- 
tions bring  in  half  of  the 
company's  overall  oper- 
ating profit,  has  contin- 
ued to  widen  its  lead 
over  competitors.  The 
company  commands 
41. 9';^  of  the  U.  S.  mar- 
ket, up  from  39.37(  in 
1988.  Heavy  advertising 
for  established  brands 
accounts  for  much  of 
the  company's  success. 
Share  for  the  top  U.  S. 
cigarette,  Marlboro, 
jumped  1.4  percentage 
points  in  1989,  to  26.37. 
"Marlboro  is  our  No.  1 
priority,"  says  David 
E.  R.  Dangoor,  senior  vice-president  of 
marketing  for  Philip  Morris  USA.  The 
company  is  now  trying  to  expand  Marl- 
boro's franchise  by  testing  Marlboro  Ul- 
tra Lights,  which  have  lower  tar  and 
nicotine  levels. 

Meanwhile,  second-place  K.IR  has  slid 
further  behind,  in  part  because  it  decid- 
ed to  abandon  a  once-favored  tactic  for 
dressing  up  its  numbers.  In  the  mid- 
1980s,  as  the  gap  between  Philip  Morris 
and  R.JR  widened,  RJR  started  to  ship  sig- 
nificantly more  inventory 
to  wholesalers  than  they 
could  resell  to  stores.  Even 
though  the  wholesalers 
would  eventually  return 
the  surplus,  R.JR  would 
book  sales  and  operating 
profits  based  on  the  origi- 
nal shipments,  a  practice 
known  as  trade  loading.  After 
the  $25  billion  leveraged 
buyout  of  RJR  in  1988,  new 
management  dropped  this  poli- 
at  a  cost  of  $360  million  in 


1989  operating  profits.  RJR  shipped 
about  28  billion  fewer  cigarettes  than  in 
1988:  The  absence  of  trade  loading  ac- 
counted for  about  657  of  that  decline. 

Lorillard  Inc.  also  cut  shipments  for 
the  third  quarter  by  an  estimated  1  bil- 
lion cigarettes,  according  to  Wheat 
First's  Maxwell.  "In  years  past,  we  felt 
compelled  to  do  some  extra  warehous- 
ing," says  Andrew  H.  Tisch,  chief  execu- 
tive of  Lorillard  Tobacco  Co.  "We're 
thrilled  that  chapter  is  now  over." 

If  RJR  had  not  gone  cold  turkey,  U.  S. 
cigarette  consumption  would  have 
dropped  around  37  instead  of  67.  Either 
way,  the  decline  is  forcing  cigarette 
makers  to  think  up  new  ways  to  lure 
smokers.  Uptown,  for  now,  is  history. 
"It's  unlikely  we  would  reintroduce  the 


HOW  THE  PRODUCERS  RANK 


1989 

1988 

1987 

'87-'89 
percentage 
point 
change 

Billions  of  cigarettes  shipped 

'87-'89 
annualized 
compound 
growtli  rate* 

share 

shore 

share 

1989 

1988 

1987 

PHILIP  MORRIS 

41.9%  39.3% 

37.8 

%  4.1 

219.54 

219.30 

215.56 

0.9% 

RJR 

28.5 

31.8 

32.5 

-4.0 

149.56 

177.21 

185.39 

-6.9 

BROWN  &  WILLIAMSON 

11.4  10.9 

11.0 

0.4 

59.46 

61.09 

62.73 

-4.2 

LORILLARD 

8.0 

8.2 

8.2 

-0.2 

41.80 

46.06 

46.97 

-3.8 

AMERICAN  BRANDS 

7.0  7.0 

6.9 

0.1 

36.61 

38.80 

39.44 

-4.1 

LIGGETT 

3.2 

2.8 

3.6 

-0.4 

17.04 

15.33 

20.28 

-11.1 

TOTAL 

100.0 

100.0 

100.0 

524.01 

557.79 

570.37 

-3.3 

'Boseyeor  1986 
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brand,"  says  James  W.  Johnston,  chief 
executive  of  R.  J.  Reynolds  Tobacco  Co. 
But  industry  sources  say  RJR  is  working 
on  a  brand  for  blue-collar  women  that  it 
hopes  will  steal  smokers  from  Marlboro 
(RJR  declined  to  comment).  Philijj  Morris 
is  testing  a  "de-nicotined"  cigarette  that, 
the  company  claims,  offers  full  tobacco 
flavor  with  very  little  nicotine.  Lorillard, 
besides  testing  a  lemon-flavored  smoke, 
has  signed  a  licensing  agreement  to  slap 
the  Harley-Davidson  Inc.  name  on  a 
brand  aimed  at  blue-collar  smokers. 
CHEAP  SMOKES.  The  f astest-growing 
new  products  simply  sell  for  less.  These 
so-called  price-value  brands  claimed 
14.77  of  the  total  cigarette  market  in 
1989,  up  from  117  in  1988.  Manufactur- 
ers first  peddled  these  cheap  smokes  as 
nameless  generics.  Later,  they  launched 
discount  name  brands,  such  as  Philip 
Morris'  Cambridge,  or  cut  prices  on  old 
brands.  After  such  a  price  drop,  Brown 
&  Williamson  Tobacco  Corp.'s  Viceroy 
jumped  to  1.37  of  the  market,  from  0.87 
in  1987. 


Lower  prices,  however,  mean  lowe 
margins.  Since  manufacturers  still  pa; 
high  packaging  and  promotion  costs 
cut-rate  brands  are  only  about  two 
'thirds  as  profitable  as  their  full-pricec 
cousins.  Yet  the  prices  keep  dropping 
Last  year,  tiny  Liggett  Group  Inc.  intro 
duced  Pyramid,  a  brand  that  sells  for  uj 
to  $2.50  less  per  carton:  That's  even  low 
er  than  other  discount  brands.  The  com 
pany's  market  share  increased  to  3.27 
as  a  result.  "This  is  our  way  to  stay  ii 
the  game,"  says  Harold  A.  Grant,  Lig 
gett's  marketing  senior  vice-president 
And  Reynolds'  Johnston  expects  the  dis 
count  category  to  increase  to  20%  of  th( 
market  in  1990. 

The  downward  pressure  on  prices  ir 
the  U.  S.  makes  overseas  markets  loot 
more  attractive  thar 
ever.  Within  the  lasi 
three  years,  Japan 
South  Korea,  and  Tai 
wan  have  all  lowered 
barriers  to  the  sale  oi 
imported  cigarettes 
with  immediate  results 
In  South  Korea,  for  ex 
ample,  foreign  smokes 
now  command  almost 
47  of  the  cigarette  mar 
ket.  Not  surprisingly. 
RJR's  volume  growth  in 
Asia  is  running  257  to 
307  a  year,  "and  we 
don't  see  any  reason 
why  it  should  slow 
down,"  says  Dale  F.  Si 
sel,  chief  executive  of 
R.  J.  'Reynolds  Tobacco 
International. 
Eastern  Europe  may 
represent  another  opportunity.  Philip 
Morris  has  already  begun  taste-testing 
there  in  anticipation  of  more  open  trade. 
Foreign  producers  hope  to  distribute  be 
yond  the  duty-free  and  other  hard-cur 
rency  outlets,  where  brands  such  as 
Marlboro  and  Winston  are  sold.  So  far, 
foreign  brands  account  for  only  37  of 
the  market,  but  potential  profits  are 
large,  given  the  high  smoking  rates  in 
Eastern  Europe. 

The  international  markets  are  not  all 
trouble  free.  Taxes  and  expensive  licens- 
ing agreements  with  foreign  manufac- 
turers eat  into  profits.  And  in  Western 
Europe,  the  European  Community's  par- 
liament recently  proposed  regulations 
that  would  prohibit  all  cigarette  adver- 
tising in  EC  countries,  a  move  tobacco 
manufacturers  are  vigorously  fighting. 
But  despite  the  hurdles,  the  cigarette 
makers  will  keep  expanding  abroad.  The 
prospect  of  rapid  growth  there,  as  op- 
posed to  the  long-term  decline  they  see 
at  home,  is  just  too  tempting  to  ignore. 

By  Walecia  Konrad  in  Atlanta 


TO  SEND  A  GIFT  OF  WILD  TURKEY«/101  PROOF  ANYWHERE*  CALL  1-800  CHEER  UP  "EXCEPT  WHERE  PROHIBITED  KENTUCKY  STRAIGHT  BOURBON  WHISKEY  ALC  BY  VOL  50  5%  AUSTIN  NICHOLS  DISTILLING  CO,  LAWRENCEBURG,  KY  ©  W8'3 
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TANKING  PROFITS  COULD  SINK 
THE  ECONOMY 
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NOT  LONG 
AGO,  MICHIGAN 
WAS  JUST  A  KID  IN 
TFIE  PLASTICS  INDUSTRY 

The  kid  sure  has  come  of  age  Why.  in  the  mid-1980's  alone,  Michigan  accounted  for  half  of  all  new 
plastics-related  jobs  in  the  Great  Lakes  States  and  one-quarter  of  the  plastics  |ob  growth  nationally 
And  not  simply  because  of  the  increased  use  of  plastics  in  the  auto  industry  ■  Many  industries  draw 
on  the  expertise  and  resources  of  Michigan's  growing  number  of  plastics  application  centers.  Fabrica- 
tor support  industries  are  already  in  place  Resin  producers  benefit  from  nearby  chemical  feedstocks 
Then  there's  Michigan's  state  government:  committed  to  providing  the  best  possible  climate 
for  expansion  and  growth  ■  The  right  markets  are  here,  too  As  Carl  Haas,  President  of  Blue 
Water  Plastics,  puts  it,  "Michigan  is  a  great  environment  for  expansion  We  could  not  service  our 
customers  if  we  were  in  Illinois  or  Tennessee  We  need  to  be  where  the  engineering  centers  are" 
■  There  are  many  other  reasons  to  consider  Michigan  Call  (517)  373-8495  or  simply  write  Larry 
Meyer,  Director.  Michigan  Department  of  Commerce,  525  W  Ottawa,  Lansing,  Ml  48909 

MY,  HOW  WE' VEJ3R0WN. 


MICHIGAN 

H  lutiirc.  We're  m.ikinj:  iimrc  i>t  it  licrc. 


What  are  we  going  to  do  with  your 
extra  robots,  Fenton? 


Maybe  a  small  college  football  team 
needs  a  new  front  line! 


CALL        IF  YOUR  CORPORATION  HAS 
MATERIAL  AVAILABLE  FOR  DONATION. 

-  Will  take  your  donated  material  and  use  it  to  generate 
scholarships  for  needy,  deserving  students.  Donations  could  mean 
an  above  cost  taix  deduction  -  IRS  Reg. 170(e)(3).  Scholarships  are 
given  in  the  donating  corporation's  name. 


k5\ 


Educational  Assistance  Ltd.^M 

PC  BOX  3021 -GLEN  ELLYN,  ILLINOIS  60138'FAX  (312)  690-0565 


For  More  Details 
Call  312-690^010 
Peter  Roskam 
Executive  Director 


T.  Rowe  Price  International  Steele  Fund.  Smart  investors  know 

that  active  asset  management  and  international  diversification  can  provide 
superior  long-term  returns.  By  investing  primarily  in  the  stocks  of  leading 
companies  in  Europe  and  the  Pacific  Basin,  this  Fund  has  proven  itself  in 

both  up  and  down  markets  and  in  ^  

periods  of  strength  and  weakness 
for  the  U.S.  dollar.  And  its  excep- 
tional 5-year  record  placed  it  in 
the  top  2%  of  all  mutual  funds.* 
Minimum  initial  investment  is 
$2,500($  1 ,000  for  IRAs).  And  there 
are  no  front-end,  no  back-end,  or 
12b-lfees — no  sales  charges  at  all! 


T.  Rowe  Price,  1 00  E.  Pratt  St.,  Baltimore,  MD  2 1202 
Send  a  prospectus  with  more  complete  mformation, 
mcluding  management  fees  and  other  charges  and 
expenses.  1  will  read  it  carefully  hefore  I  invest  or 
send  money. 
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Call  24  hours  for 
a  free  information  icit 

1-800-638-5660 
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Invest  With  Confidence 

TRoweFtice 


'According  to  Lippei  Anal\1ical  Services,  Inc ,  which  has  monitored  741  funds  over  the  past  5  years  ended  12/31/ 
r  Rowe  Price  Investment  Services.  Inc ,  Distributor 


for  example,  has  been  growing  at  ai 
anemic  2.3%  annual  rate  over  the  pasi  Vi 
six  months— hardly  fuel  for  driving  ' 
prices  higher. 

Leverage,  which  promised  limitles 
prosperity  in  the  1980s,  is  taking  its  tol 
in  less  robust  times.  The  corporate  inter 
est  bill,  $62.4  billion  in  the  fourth  quar- 
ter of  1982,  hit  $150  billion  for  the  fina 
quarter  of  1989.  Those  borrowing  costj 
represent  nearly  60%  of  pretax  profits 
estimates  Nancy  R.  Lazar,  economist  at 
C.  J.  Lawrence,  Morgan  Grenfell  Inc, 
Moreover,  what  has  made  this  profit 
plunge  unique  is  that  earnings  fell  even 
while  demand  remained  relatively 
healthy.  One  reason:  "The  extremely 
rapid  157'-to-20%  growth  rate  of  corpo- 
rate  net  interest  expense  in  the  last  year 
or  two,"  says  Jason  Benderly,  head  of 
his  own  economic  consulting  firm. 
CORPORATE  ORGY.  That  onerous  interest 
expense  is  most  apparent  in  the  junk- 
bond  market,  where  today  approximate- 
ly $78  billion  of  the  $205*  billion  in  debt 
outstanding  yields  a  hefty  17%  or  more 
And  there  are  other  signs  of  credit  dis 
tress:  An  index  of  "stub"  stocks,  debt- 
laden  companies  with  a  sliver  of  publicly 
traded  equity,  is  down  38%  since  reach- 
ing its  high  last  fall.  "Leverage  makes 
any  problem  you  are  having  emerge 
quicker,"  says  the  head  of  junk-bond  re- 
search at  a  major  Wall  Street  firm.  "I 


Leverage,  which  promised 
limitless  prosperity  in  the 
1980s,  is  taking  its 
toll  in  less  robust  times 


see  problems  springing  up  in  most  [le- 
veraged] companies  in  all  industries." 

The  credit  fault  lines  run  deeper  than 
Mike  Milken's  junk  heap,  however.  Pre- 
tax profits  at  financial  institutions 
plunged  60;^'  from  the  final  quarter  of 
1988  to  the  last  quarter  in  1989,  esti- 
mates Mickey  D.  Levy,  economist  at 
First  Fidelity  Bancorp.  Reeling  from  bad 
loans  in  real  estate  and  other  sectors, 
banks  and  other  lenders  "are  imposing  a 
constraint  on  credit  availability  in  a 
weak  economy,"  says  Robert  M.  Gior- 
dano, director  of  economic  research  at 
Goldman,  Sachs  &  Co. 

Companies  are  feeling  pressure  from 
rising  labor  costs,  too.  Unit-labor  costs, 
which  measure  worker  compensation 
offset  by  any  productivity  gains,  aver- 
aged 3%  over  the  past  five  years.  In 
1989,  however,  unit-labor  costs  grew  at  a 
4.6%  annual  rate,  up  from  3.1%  in  1988. 
"Many  companies  face  problems  with 


The  "Best  and  Brightest"  of  the  Year. 

dexnSO  PowerFax™  from  Fujitsu. 

**** 


Home-Office  Computing 
magazine  December  1989 


In  December  1989,  HOME-OFFICE  COMPUTING  maga- 
zine chose  the  year's  "Best  and  Brightest"  office  products- 
their  "Editors'  Picks"  for  1989. 

From  the  hundreds  of  products  they  reviewed  all  year, 
they  selected  one  fax  for  this  special  recognition-the 
dex  150  PowerFax  from  Fujitsu.  Here's  why: 

"The  moment  I  opened  the  box,  I  got  the  feeling  the 
makers  of  this  outstanding  fax  had  my  needs  in  mind." 

Of  course  we  can't  anticipate  every  need.  But  in  the 
dex  150,  we  tried  to  anticipate  the  needs  of  most  fax  users . . . 

"The  dex  150  is  packed  with  an  impressive  array  of 
basic  and  advanced  features." 

Features  like  a  20-page  memory,  FaxForwarding™,  and 
autodialing  for  up  to  76  fax  and  76  telephone  numbers. 
Plus  activity  reports,  voice  request,  delayed  transmission, 
broadcast  and  more. 


Including  one  really  unusual  feature . . . 

"...the  user's  manual  is  a  model  of  easy-to-use 
documentation." 

High  praise  indeed.  And  here's  the  bottom  line . . . 

"...  the  price  is  certainly  right  considering  the 
outstanding  features." 

HOME-OFFICE  COMPUTING  describes  their  Editors' 
Picks  for  1989  as  "the  products  that  we  want-or  think 
that  you  would  want  to  run  your  business." 

We  couldn't  agree  more. 

For  more  information  on  the  dex  150  PowerFax,  contact 
Fujitsu  Imaging  Systems  of  America,  3  Corporate  Drive, 
Commerce  Park,  Danbury,  CT  06810.  Or  call: 
1-800-243-7046. 


dex  IS  a  registered  trademark  and  PowerFax  and  FaxForwarding 
are  trademarks  of  Fujitsu  Imaging  Systems  of  America,  Inc. 


FUMTSU 


The  global  computer  &  communications  company. 


ADVICE  AND  DISSENT 

They're  contentious  and  contagious.  They're 
the  McLaughlin  Ciroup.  (clockwise  from  left)  Jack 
Germond,  Eleanor  Glift,  John  McLaughlin,  Fred  Barnes, 
Morton  Kondracke,  and  Pat  Buchanan. 

Made  possible  by  a  grant  from  GE. 

THE  Mclaughlin  group 

Ghcck  vour  local  listing  for  station  and  time. 


\Ne  bring  good  things  to  life. 


A  prudent  equity  strategy  from  Vanguard 


WINDSOR  II: 
VALUE  INVESTING  FOR  GROWTH 
OF  CAPITAL  AND  INCOME. 


If  you're  looking  for  long-term 
growth  of  capital  and  income, 
consider  Vanguard's  Windsor  IL 

This  Fund  invests  primarily 
in  stocks  with  price-to-earnings 
ratios  lower  than  the  market— 
and  dividend  yields  higher  than 
the  market.  This  value  investing 
approach  seeks  to  reduce  risk . . . 
and  has  been  proven  in  both  bull 
and  bear  markets. 

What's  more,  when  you  invest 
in  Windsor  II  you  have  the  advan- 
tage of  a  low  expense  ratio.  In 
equity  funds,  other  things  being 
equal,  lower  operating  costs  can 
mean  higher  returns.  And  there 
are  no  sales  charges  or  "12b-l"  fees 
—a  pure  no-load  fund.  Minimum 
investment:  $3,000;  $500  for  IRAs. 


Call  1-800-662-SHIP 
24  Hours,  7  Days 
For  a  free  Windsor  I! 
Information  Kit 

^  Please  send  me  a  free  Windsor  II  ~^ 
Information  Kit 

I  understand  it  contains  a  prospectus  with 
more  complete  information  on  advisory 
fees,  distribution  charges  and  other  expen- 
ses. I  will  read  it  carefully  before  I  invest 
or  send  money.  Also  send  information  on 
□  IRA  (71)    □  SEP/IRA  (08). 
Vanguard  Windsor  II 
P.O.  Box  2800 

Valley  Forge,  Pennsylvania  19482 

Name  


Address - 
City  


Home  Phone 

(73) 


-  State  - 

—  Zip- 
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SJOf  INVESTMENT  COMPANIES 


rising  labor  costs  eating  away  at  corpoi 
rate  profitability,"  says  John  Lonski,  se 
nior  economist  at  Moody's  Investors  Ser 
vice  Inc. 

The  poor  earnings  performance  contin 
ues  to  shock  investors — indeed,  the  ratic 
of  negative  earnings  surprises  to  posi 
tive  surprises  is  running  at  around  two- 
to-one.  Making  matters  appear  ever 
worse  is  a  corporate  orgy  of  write-off; 
and  special  charges,  including  IBM  (-$2.' 
billion),  Control  Data  (-$663  million),  anc 
Merrill  Lynch  (-$470  million).  Yearenc 
write-offs  could  slash  as  much  as  $2.5( 
per  share  from  the  Standard  &  Poor 


Many  forecasters  are 
unwilling  to  bet  just  yet  that 
the  resilient  U.S.  economy 
is  about  to  follow  profits  down 


500  earnings,  compared  with  the  more 
typical  75(t  to  $1.50,  says  Steven  G.  Ein 
horn,  partner  at  Goldman  Sachs. 

Still,  many  forecasters  are  unwilling 
to  bet  that  the  resilient  U.  S.  economy  is 
about  to  follow  corporate  profits  down. 
Essentially,  they  argue  that  if  economic 
growth  stabilizes  even  at  a  subdued 
pace,  profits  should  stabilize.  That's  be- 
cause it's  the  direction  and  momentum 
of  growth  that  hit  corporate  profits 
hardest,  not  the  actual  level.  As  compa- 
nies adjust  to  changes  in  the  economic 
environment,  profits  are  affected  but  lat 
er  stabilize. 

A  REPRIEVE?  The  downshifting  in  the 
econ(jmy  from  the  third  quarter  to  the 
fourth  quarter  has  companies  "trying  to 
control  operating  costs  through  layoffs, 
limited  wage  increases,  and  by  installing 
productivity  enhancers,"  says  Levy.  Al- 
ready, many  companies,  including  De- 
troit's Big  Three,  Merrill  Lynch,  and 
McGraw-Hill  (which  owns  BUSINESS 
WEEK),  are  cutting  jobs  and  trimming 
down.  In  a  few  months,  says  economist 
Benderly,  stable  though  sluggish 
growth  should  allow  profits  to  revive. 

That  may  be  too  sanguine  a  view, 
however.  With  the  exception  of  1986, 
there  has  been  no  post-World  War  II 
profit  decline  as  deep  and  sustained  as 
last  year's  that  has  not  been  followed  by 
recession.  Today,  even  the  optimists  con- 
cede that  any  rebound  in  profits  will 
hinge  on  what  happens  to  interest  rates. 
If  rates  fall  soon.  Corporate  America 
will  get  a  reprieve.  If  not,  profits  could 
plunge  even  further,  and  the  longest 
peacetime  expansion  will  end  in  its 
eighth  year. 

By  Christopher  Farrell  in  New  York 
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Hotels  8<  Resorts 

A  hotel  is  only  as  special  as  its  people  caie  to  make  it. 


fEven  the  grandest  hotel  takes  on  a  human  face  at 
check  in.  Hence,  the  people  of  Westin,  worldwide, 
are  mindful  of  the  fact  that  no  stay  can  be  consid- 
ered successful  until  we've  registered  with  our  guests. 

I  The  key  to  which  is  attentive,  personalized  service 
throughout  each  hotel,  in  a  manner  uniquely  caring, 

\  comfortable,  civilized. 


Robert  Radlach 
The  Westin  Canal  Place,  New  Orleans 


ACAPULCO  •  ATLANTA  •  BOSTON  •  CALGARY  •  CANCUN  •  CHICAGO 
CHICAGO  (O'HARE)  •  CINCINNATI  •  DALLAS  •  DENVER  •  DETROIT 
EDMONTON  •  EL  PASO  •  FORT  LAUDERDALE  •  GUADALAJARA  •  GUATEMALA 
CI  I  Y  •  HILTON  HEAD  ISLAND  •  HONG  KONG  •  HOUSTON  •  INDIANAPOLIS 

IXTAPA  •  KANSAS  CITY  •  KAUAI  •  KYOIO  •  LOS  ANGELES  •  MANILA 
MANZANILLO  •  MALIl  •  MAZATLAN  •  MEXICO  CITY  •  MONTERREY  •  NAPA 
NAPLES,  FL  •  NEW  ORLEANS  •  NEW  YORK  •  ORANGE  COUNTY  •  ORLANDO 
OITAWA  •  PHOENIX  •  PITTSill  R(  .ll  •  I'ORTLAND  •  PUERTO  VALLARTA  •  PUSAN 
RANCHO  MIRAGE  (PALM  SI'RI\(  .s  AREA)  •  SALTILLO  •  SAN  FRANCISCO 
SAN  FRANCISCO  AIRPORT  •  SAN  SALVADOR  •  SEATTLE  •  SEOUL  •  SHANGHAI 
SINGAPORE  •  TOKYO  •  lORON  I  < )  •  1 1  '<  :s(  )N  .  TULSA  •  VAIL  •  VANCOUVER 
WASH1N(^H)N,  DC.  ■  WINNIPEG 


Call  your  travel  consultant  or  800-228-3000. 

tlurn  ptiitits  toward  exalntf^  Westin  varatmns  h\  imnnii^  W't'Slm  Prenuer.  our  frequent  giicsl  frrogram  I  'tilted 
Anlifu"i  Mil^agf  Phis,  An  CaruuUi  Acroplan,  \'"rihn'r'.i  Anlmes  WORLDPERKS,  and  USAir  i-nqiiml 
Travelei  members  earn  miles  at  partififMitmfr  VVi  \/jk  HoifU  -jf  Resorts. 
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THE  FIRST  ACID  TEST 

OF  THE  DRUG  MEGAMERGERS 
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Six-month-old  SmithKline  Beechani  looks  good  on  paper.  But  it  needs  more  new  products 


T 


lake  two  aspirin  and  call 
investment  banker 
in  the  morning — that's 
the  prescription  for  the  phar- 
maceutical industry  these 
days.  In  the  past  10  months, 
six  giant  mergers  or  take- 
overs have  rocked  the  busi- 
ness. Most  recently,  Roche 
Holding  Ltd.  announced  that 
it  would  pay  $2.1  billion  for 
60%  of  Genentech  Inc.  Soar- 
ing costs  for  research  and 
the  slow  pace  of  regulatory 
approval  have  convinced 
many  drugmakers  that  they 
need  to  get  bigger,  fast,  to 
survive  in  the  1990s. 

The  industry  is  consolidat- 
ing more  quickly  in  large 
part  because  of  a  former  out- 
sider: Robert  P.  Bauman,  an 
affable  Midwesterner  who 
was  recruited  to  head  Brit- 
ain's Beecham  Group  PLC  in 
late  1986.  A  veteran  of  Gen- 
eral Foods  Corp.  who  some- 
times calls  himself  a  "coffee 
salesman"  from  his  days 
plugging  Maxwell  House, 
Bauman  quickly  decided  that 
Beecham's  $1.5  billion  drug 
business  was  too  small  to 
compete.  After  a  long  search, 
he  snared  a  deal  last  April:  a 
friendly  merger  with  ailing,  U.  S.-based 
SmithKline  Beckman  Corp.  In  a  single 
bound,  the  two  companies  leapt  from  rel- 
ative obscurity  into  the  ranks  of  the  top 
five  world  drugmakers,  as  SmithKline 
Beecham  PLC.  The  merger  sent  a  jolt 
through  rival  boardrooms  and  was  fol- 
lowed by  a  quick  succession  of  industry 
megamergers  (table). 
IDEAL  COMBO.  Now,  Bauman  has  a 
chance  to  provide  an  object  lesson  in 
how  drug-industry  mergers  work.  He 
needs  to  prove  that  he  can  turn  two  also- 
rans  into  an  innovative  winner  that  can 
compete  in  an  industry  dominated  by 
such  well-oiled  giants  as  Glaxo  and 
Merck.  That  will  be  a  big  challenge: 
While  cost-cutting  and  some  new  drugs 
from  Beecham  should  provide  strong 
earnings  growth  for  a  few  years,  SB  will 


Bauman  aims  'to  create 
a  totally  new  company, 
different  from  both  partners 
and  with  a  new  culture' 


need  a  constant  stream  of  laboratory 
breakthroughs  to  support  its  huge  over- 
head. "Earnings  could  fall  off  a  cliff 
after  1993,"  says  John  H.  Aldersley,  ana- 
lyst at  Smith  New  Court  in  London. 

After  a  six-month  study  of  both  com- 
panies, Bauman  has  started  to  move.  Be- 
sides shaking  up  managers  and  cutting 
costs,  he  is  pushing  to  speed  up  SB's 
output  of  new  drugs.  And  the  muscle  of 


SB's  newly  combined  sales 
force  is  already  boosting  the 
market  share  of  some  exist- 
ing drugs. 

On  paper,  the  merger 
made  sense  from  the  start. 
Beecham  is  strong  in  Europe, 
SmithKline  in  the  U.S.  To- 
gether they  cover  more  re- 
search areas,  raising  the 
odds  of  finding  exciting  new 
drugs.  And  the  new  compa- 
ny's diversity  is  impressive. 
It's  a  global  powerhouse  in 
animal  health  products  and 
clinical  testing  labs.  And  it 
has  a  clutch  of  strong  over- 
the-counter  brands,  such  as 
Contac,  Tums,  and  Sucrets. 
"If  you  had  put  all  the  possi- 
ble industry  combinations 
through  a  computer,  you 
would  have  gotten  Smith- 
Kline Beecham,"  says  Robin 
J.  Gilbert,  analyst  at  James 
Capel  &  Co.  in  London. 

It  takes  more  than  syner- 
gy to  make  a  great  drug 
company,  though.  It  takes 
successful  new  products — 
something  the  American  half 
of  the  company  hasn't  had 
much  luck  with  lately. 
SmithKline  was  spending 
$:i'iO  million  a  year  on  drug 
R&D  yet  remained  dependent  on  its  now- 
fading  blockbuster,  the  Tagamet  ulcer 
treatment.  "For  10  years,  there  was 
nothing  commercially  viable,"  says  the 
amazed  chief  of  a  rival  drug  company. 

In  addition  to  the  problems  posed  by 
any  merger,  Bauman's  transatlantic 
combine  has  to  integrate  two  companies 
of  different  nationalities  and  cultures. 
Bauman  has  embarked  on  an  unusual 
plan  to  combine  the  two  halves  of  his 
empire  in  one  step.  Rather  than  have 
one  company  swallow  the  other,  or  even 
cut  costs  right  away,  he  froze  most 
merger  action  for  six  months  while  pre- 
paring an  exhaustive  blueprint.  "We 
wanted  to  create  a  totally  new  company, 
different  from  both  partners  and  with  a 
new  culture,"  Bauman  says.  More  than 
200  teams  of  managers  crisscrossed  the 
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Atlantic,  studying  everything  from  per- 
sonnel policies  to  sales  forces. 

The  process  prolonged  employees' 
anxiety,  but  SB  reaped  a  benefit.  "You 
need  a  cataclysmic  event  to  get  people's 
attention,  to  get  them  to  think  of  new 
ideas,  take  risks,"  says  Kenneth  N.  Ker- 
mes,  the  former  SmithKline  chief  finan- 
cial officer  in  charge  of  the  integration 
process.  One  example:  Each  company 
had  two  computer  centers  and  had  failed 
in  previous  attempts  to  combine  the  two. 
Now,  they  will  fold  the  four  centers  into 
one.  Annual  savings:  $5  million.  "This  is 
an  ideal  time  to  get  at  the  internal  bu- 
reaucracy," says  Bauman.  Analysts  be- 
lieve the  company  will  trim  10%  of  its 
55,000  employees,  and  they  expect  a  $700 
million  write-off  with  yearend  results  in 
March. 

HERPES  HELP?  Cost-cutting  is  the  easy 
part.  Generating  growth  and  profits  is  a 
bit  more  difficult.  Companies  typically 
plow  $200  million  into  developing  a  sin- 
gle new  drug  these  days  and  must  re- 
coup the  costs  within  10  years  before 
generics  put  the  squeeze  on  margins.  To 
make  best  use  of  SB's  $580  million  R&D 
budget  and  increase  the  odds  of  finding 
truly  novel  drugs,  scientists  have 
combed  through  the  projects  of  both 
companies,  selecting  only  the  most 
promising  and  eliminating  duplication. 

SB  is  aiming  to  win  approval  for  two 
new  compounds  a  year.  Not  all  will  be 
blockbusters,  but  the  target  still  seems 


THE  NEW  LINEUP 
OF  DRUG  GIANTS 


Company 

1989  sales* 

Billions  of  dollors 
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BAYER 
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AMERICAN  HOME/ROBBINS 
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JOHNSON  &  JOHNSON 
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ROCHE/GENENTECH 

3.2 

*Worldwide  pharmaceutical  sales 
Companies  in  red  were  involved  in  major  mergers  or 
acquisitions  since  1988.  Sales  are  pro  forma 
DATA:  JAMES  CA PEL  &  CO. 


ambitious  to  competitors.  "Two  a  year? 
That's  incredible,"  says  Ernest  Mario, 
chief  executive  of  Glaxo  Holdings  PLC. 
"We've  had  six  in  the  last  10  years,  and 
we're  a  very  productive  company."  One 
reason  SB  needs  to  pump  out  new  drugs 
quickly  is  to  reduce  its  reliance  on  Taga- 
met, which  accounts  for  about  30%  of 
SB's  drug  sales  and  207'  of  group  profits. 
But  Tagamet  has  been  elbowed  aside  by 
Glaxo's  Zantac,  which  now  has  44%  of 
the  market,  double  Tagamet's  share. 

SB  is  counting  on  several  drugs  from 
the  Beecham  stables.  Among  the  possi- 
bilities: Granisetron,  an  antinausea  medi- 


cation for  cancer  patients;  Denbufylline, 
a  dementia  treatment;  and  a  drug  to 
combat  herpes.  When  these  new  prod- 
ucts come  on  stream,  a  6,000-person 
sales  force — 1,900  in  the  U.  S.  alone — 
will  give  SB  far  more  marketing  flexibili- 
ty and  firepower  than  either  company 
had  separately.  Already,  SmithKline's 
sales  force  has  helped  boost  the  market 
share  of  a  Beecham  antibiotic,  Augmen- 
tin,  to  8.5%  from  7.5%. 
NOVEL  APPROACH.  A  key  test  will  be  the 
fate  of  Eminase,  a  new  Beecham  drug 
given  to  heart  attack  victims  to  dissolve 
artery-blocking  blood  clots.  Executives 
believe  their  product  will  gain  share 
quickly:  For  one  thing,  it's  25%'  cheaper 
than  rival  Activase  from  Genentech.  But 
both  face  competition  from  a  much 
cheaper  alternative,  streptokinase.  He- 
mant  K.  Shah,  a  drug-industry  analyst, 
believes  Eminase  may  reach  only  $200 
million  a  year  in  sales  by  the  mid- 
1990s — hardly  a  blockbuster. 

Still,  Bauman  remains  optimistic  about 
the  future  of  his  creation.  He  figures 
that  Beecham's  nonpharmaceutical  busi- 
nesses provide  extra  earnings  stability 
and  cash  for  research — a  very  different 
philosophy  from  that  of  pure  drug  com- 
panies such  as  Glaxo  and  Merck.  It 
might  be  a  coffee  salesman's  approach 
to  one  of  the  world's  premier  high-tech 
industries.  But  it  might  also  work. 

By  Mark  Maremont  in  London,  with 
Joseph  Weber  in  Philadelphia 


BOB  BAUMAH  WILL  NEED  HIS  GREEN  THUMB  FOR  THIS  HYBRID 


When  he  was  recruited  to  run 
Britain's  Beecham  Group 
PLC  in  1986,  Robert  P.  Bau- 
man knew  nothing  about  the  drug  in- 
dustry. He  spent  weeks  interviewing 
Beecham's  top  managers,  consultants, 
and  accountants.  His  conclusion:  Bee- 
cham lacked  some  basic  disciplines. 
Bauman  introduced  a  system  of  man- 
agement by  objective  and  paid  bonuses 
when  goals  were  reached — a  novelty  at 
Beecham.  Profits,  nearly  flat  before 
his  arrival,  have  risen  16%  compounded 
since  1986.  "It  was  solid  B-school 
stuff — nothing  flashy,  but  very  effec- 
tive," says  James  G.  Andress,  a  former 
top  Beecham  executive. 

Bauman,  58,  learned  the  B-school 
stuff  at  Harvard.  After  a  stint  in  the 
Air  Force,  he  took  a  job  in  1958  with 
General  Foods  Corp.  selling  coffee  to 
small  grocery  stores  in  Philadelphia. 
By  1973,  he  headed  GF's  international 
operations,  giving  him  a  global  per- 
spective that  would  make  him  particu- 
larly attractive  to  Beecham.  In  1981, 
Bauman  left  to  head  Avco  Corp.,  an 
ailing  conglomerate  with  a  clutch  of 


RESUME:  ROBERT  P.  BAUHdAN 

Experience: 

1989  Chief  executive,  SmithKline  Beecham 

1986-89  Chairman,  Beecham 

1985-86  Vice-chairman,  Textron 

1 98 1  -85  Chairman  and  chief  executive,  Avco 

1958-81  Marketing,  administration,  international  op 
erations,  General  Foods 

Education: 

1955  MBA,  Harvard 

1953  BA,  Ohio  Wesleyan 

Age:  58  Bom:  Cleveland 


operations  from  real  estate  to  movie- 
making. After  a  long  look,  he  sold 
many  divisions,  retaining  a  core  of  de- 
fense and  financial  services.  Textron 
Inc.  acquired  Avco  in  1985,  and  Bau- 
man joined  Textron  as  vice-chairman. 
PLANT  CONTROL.  A  year  later  he  was 
lured  to  Beecham.  Bauman's  exhaus- 
tive plan  to  merge  Beecham  and 
SmithKline  Beckman  Corp.  has  all  the 
hallmarks  of  his  deliberate  approach. 
He  has  invited  as  many  managers  as 
possible  to  take  part  in  the  process.  "If 


they  get  involved,  they 
start  planning  their  new 
jobs  instead  of  worrying 
about  whether  they'll 
have  a  job,"  he  says. 

Bauman,  an  avid  gar- 
dener who  wrote  the 
book  Plants  as  Pets, 
once  raised  1,000  rare 
orchids.  He  had  to  give 
away  the  orchid  collec- 
tion when  he  moved  to 
London  with  his  wife. 
He  now  visits  Smith- 
Kline's  Philadelphia  of- 
fices twice  a  month — which  lets  him 
use  his  vacation  homes  in  Maine  and 
Florida.  In  Britain,  he  has  tried  to  fit  in 
with  the  locals  by  going  on  a  few 
shooting  trips.  His  hosts  for  the  first 
outing  politely  suggested  lessons.  "I 
wasn't  much  of  a  threat  to  the  birds," 
he  recalls.  But  at  the  head  of  a  $7 
billion  giant,  he  may  be  more  of  a 
menace  to  the  established  leaders  of 
pharmaceuticals. 

By  Mark  Maremont  in  London,  ivith 
Keith  Haynmonds  in  Boston 
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InttDdudrig  the 

first  notebodi  PC  that 
doesn't  leave  iDcm 
fircomprarnise. 


The  TIOOOSE  isn't  just  the  smallest,  lightest 
portable  computer  we've  ever  made.  It's  also  the 
most  uncompromising  notebook  PC  ever  created. 

Unlike  most  notebooks,  the 
TIOOOSE  has  a  built  in  1.44MB  3.5-inch 
diskette  drive,  the  industry- standard 
media  that  ensures  compatibility  with  existing  systems. 

And  unlike  most  notebooks,  the  TIOOOSE 's  function 


W\2 


Large,  easy-to-read  640x400 
pixel  high-resolution  screen. 


I. 

'^m^etlXSfism    hasn't  been  sacrificed  to  form.  There's  a  full-size  82-key 
industry  standard    ergouomlcally-sculptured  keyboard  with  standard  layout. 
And  to  help  you  work  even  more  efficiently,  we've  incorporated  a 
640x400  supertwist  backlit  screen.  Its  doublescan  CGA  design 

offers  uncompromising  resolution. 
Another  standard  feature  is  our 

Ergonotnicallv  sculptured  keyboard  with    AutoReSUmC,  Whlch  letS  yOU  rCStart 
a  look  and  feel  you-re  already  familiar  with.  yQ^j-  ^qj-J^  whcrCVCr  yOU  flulsh, 

eliminating  the  need  to  reboot  or  reload  programs. 
Then  there's  the  price.  It  fits  any  budget  as 
nicely  as  our  notebook  fits  a  briefcase. 
The  TIOOOSE. 
Take  it.  See 

how  far  .^^TTmrn^ 
you  can  go. 

The  Toshiba  TIOOOSE:  Battery-operated  80CS6/9.5MHz.  1.44MB  3'/2  diskette  drive.  1MB 
RAM  expandable  to  3MB,  baclilit  LCD,  removable  rechargeable  battery  pacfi,  AutoResume, 
dual-function  port  for  parallel  printer  or  external  SVz "  FDD.  RS-232C  serial  port  dedicated 
modem  slot.  For  more  information  call  1-800-457-7777. 

In  Touch  with  Tomorrow 


The  TIOOOSE  weighs 
5.9  pounds  and  is  only 
1.78  niches  thick. 


TOSHIBA 


Toshiba  America  Information  Systems  Inc.,  Computer  Systems  Division 
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HAS  W.R.  GRACE 
LOST  ENOUGH  WEIGHT? 


A  makeover  boosted  profits,  but  it's  still  saddled  with  odd  units 


CRAFTING  CRYOVAC:  THE  CHEMICAL  UNIT'S  PLASTIC  FILM  HAS  ABOUT  50%  OF  THE  U.S.  MARKET 


F: 


lor  40  years,  J.  Peter  Grace  ran  his 
I  namesake  company  his  way,  buy- 
ing and  selling  businesses  to  boost 
sales — and  sometimes  even  the  bottom 
line.  But  the  game  changed  in  1985, 
when  W.  R.  Grace  &  Co.'s  biggest  share- 
holder, West  Germany's  Flick  Group, 
sold  its  267f  block.  After  borrowing  $600 
million  to  keep  the  shares  from  preda- 
tors, Grace  embarked  on  a  four-year 
crash  diet  to  cut  debt  and  restructure. 

It's  more  streamlined  today,  with 
sales  of  $6  billion  last  year,  down  from  a 
$7  billion  peak  in  1985.  Gone  are  retail- 
ing, restaurants,  agricultural  chemicals, 
leasing  equipment,  and  16.47f  of  the  en- 
ergy group.  All  told,  these  businesses 
fetched  over  $2  billion,  and  specialty 
chemicals  now  loom  larger  in  the  Grace 
portfolio  (table).  Earnings  have  rebound- 
ed after  a  1986  loss  of  $472.3  million. 

Grace  has  more  work  to  do,  though: 
The  restructuring  has  stalled  in  the 
wake  of  the  resignation  last  fall  of  its 
architect,  Vice-Chairman  Terrence  D. 
Daniels,  who  was  considered  a  possible 
successor  to  the  throne.  And  the  compa- 
ny hasn't  been  able  to  sell  a  motley  col- 
lection of  underperforming  businesses. 
As  a  result,  Grace's  return  on  equity  is 
15.87',  compared  with  a  17.57'  average 


for  the  specialty-chemicals  industry. 
Earnings  momentum  has  slowed,  and 
debt  remains  high.  All  that  has  spooked 
investors:  After  trading  as  high  as  39  on 
takeover  speculation  last  August,  the 
stock,  at  around  30,  has  settled  back  to 
nearly  its  level  of  a  year  ago.  "It's  a 
little  like  a  person  who  should  weigh  200 
pounds,  did  weigh  260,  and  now  weighs 
215,"  says  James  Wilbur,  an  analyst  at 
Smith  Barney,  Harris  Upham  &  Co. 

Grace  does  carry  its  weight  different- 
ly these  days.  Specialty  chemicals  now 
contribute  547  of  revenues  and  707  of 
profits,  up  from  327  and  637,  respec- 


THE  NEW  GRACE 


Business 

1985 

1989 

Percentage  of  revenues 

RISTAURANTS&RiTAIL 

42% 

0  % 

NATURAL  RISOURCES 

15 

7 

SPECIALTY  CHEMICALS 

32 

54 

SPECIALTY  BUSINESSES' 

11 

28 

HEALTH  CARE 

0 

11 

TOTAL  SAUS 

$7.26 

$6.16 

billion 

billion 

*lncludes  book  distribution,  cocoa,  breeding  services, 
animol  feeds,  and  textiles  DATA:  W.R.  GRACE  &  CO. 


tively  in  1985.  "I'm  very  happy  with  the 
mix,"  says  Peter  Grace,  76,  who  is  recov- 
ering from  hip-replacement  surgery. 
.  Grace  argues  that  the  company  is 
hanging  on  to  just  those  businesses  in 
which  it's  a  powerhouse.  Sounds  like  a 
plan  for  focusing  on  one  or  two  lines 
right?  Not  at  Grace.  The  company  is  a 
leader  worldwide  in  flexible  shrinkable 
plastic  for  packaging,  petroleum  cata- 
lysts, cocoa,  book  distribution,  cattle- 
breeding  services,  on-shore  natural  ga; 
drilling,  and  kidney-dialysis  services. 

Diversity  has  long  been  Grace's  hall 
mark.  But  lately,  it  has  been  more  ban' 
than  blessing.  The  energy  group,  whic 
relies  heavily  on  natural-gas  drilling,  hai 
been  hobbled  by  an  eight-year  recession] 
in  the  gas  industry.  Competition  in  vid 
eotape  distribution  has  forced  Grace  tol 
say  it  will  leave  the  business.  So  despite] 
promising  research  on  an  artificial  pan 
creas  and  a  cholesterol-reducing  device,] 
the  growing  push  to  contain  medical! 
costs  is  casting  a  pall  over  Grace's! 
health  care  group. 

Grace's  specialty-chemicals  business 
has  been  sluggish,  too.  Its  1989  earnings 
of  $248  million  rose  at  only  57 — half] 
what  the  company  had  hoped  for.  Profits 
were  pared  by  rising  raw-material  costs, 
foreign-exchange  losses,  and  reduced  de-| 
mand  for  Grace's  refining  catalysts. 
Companywide  earnings  grew  only  87'  in 
1989,  to  $253  million.  The  year  before,! 
earnings  had  risen  357',  to  $233  million,! 
on  sales  of  $5.7  billion. 

Future  growth  hinges  on  products 
such  as  Cryovac,  a  plastic  packaging  for 
meats  and  other  products.  Cryovac  alone 
produces  a  quarter  of  the  chemical 
group's  profits.  But  there's  probably  lit- 
tle room  for  Cryovac  to  grow  in  the 
U.  S.,  where  it  already  has  an  estimated 
.50''  of  the  market. 

UPGRADING.  Even  so,  Peter  Grace  says 
capital  investments  could  boost  chemical 
profits  to  $380  million  by  1994.  The  com- 
pany has  poured  $1.3  billion  into  the  four 
operating  groups  since  1985,  mostly  to 
upgrade  and  expand  chemical  plants. 
With  most  projects  completed,  capital 
spending  should  slow — which  analysts 
say  will  account  for  much  of  Grace's 
expected  13'/'  earnings  growth  this  year. 
But  the  spending  has  pushed  debt  to 
$1.6  billion,  or  48'/^  of  capital,  vs.  35'7^  for 
other  chemical  companies.  Grace,  who 
considers  the  debt  "a  nice  poison  pill," 
vows  to  keep  spending  on  key  business- 
es. "We're  going  to  support  them  with 
every  damn  thing  they  need,  and  if  that 
means  debt,  so  be  it,"  he  says.  "That 
damn  debt  doesn't  scare  me  at  all." 

While  Grace  knows  that  investors  and 
analysts  prefer  a  slimmer  W.  R.  Grace, 
he's  hardly  catering  to  Wall  Street:  He 
has  hinted  at  plans  for  an  acquisition  of 
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OUR  PHONE 
SYSTEM  HELPED 
THEM  TRIPLE 
IN  SIZE. 


L.L.  Bean  started  taking  phone  orders  eight  years  ago,  with  a 
Northern  Tfelecon)  Meridian  SL-1 PBX.  It  was  the  most  customer- 
friendly  phone  system  they  could  find.  By  instantly  routing  each 
call  to  the  next  available  operator,  it  allowed  L.L.  Bean  folks  to 
spend  more  time  with  customers. 

Tbday  L.L.  Bean  has  hundreds  of  operators,  and  sales  are  up 
300%.  But  they're  still  giving  customers  the  same  personal  service 
with  the  same  Meridian  SL-1  system  (expanded  and  upgraded 
many  times). 

Want  your  business  to  grow  like  that?  Call  1-800-543-9806. 
There's  a  Meridian  SL-1  that'll  fit  your  northofn 
business  now  and  for  a  long  time  to  come.      I  W 


folccom 


In  a  town  where  image  is  the  only  thing, 
plain  paper  faxes  are  the  only  choice. 


In  Hollyvvi^od,  an\'thing  less  than  "pciiection" 
isn't  good  enough.  Which  is  wh)-  Canon  plain 
paper  taxes  are  playing  a  leading  role  in  busi- 
nesses there. 

People  in  Hollywood  lo\'e  the  way  a  lax 
pnnted  on  plain  paper  looks,  and  that  it  won  t 
euii  or  lade,  even  after  years  ot  storage. 

Not  all  plain  paper  laxes  are  alike,  however 
With  Canon,  you  get  the  benefits  ol  plain  paper, 
plus  the  expertise  ol  a  eompanx'  who  Ioro\'er40 
years  has  been  the  leader  in  imaging  technologies. 

Ourexclusu'e  UHQ  technolo,g\',  tor  example, 
lets  you  tax  images  that  are  tar  more  precise 
than  tliose  sent  on  conventional  plain  paper 


laxes.  It  ensures  that  eveiy  pan  ot  your  docu- 
ment, trom  small  type  to  photos  and  complex 
graphics,  amves  taithlul  to  the  onginal  every 
time 

l^ike  on  our  FAX-  630,  the  ideal  lax  for  mid- 
volume  users. 

Or  on  our  FAX- 850.  With  Canon's  Dual 
Access  and  InstaScan  teatures,  it  saves  you  time 
by  sending  and  receiving  documents  that  have 
been  scanned  into  its  mcmor)',  while  simulta- 
neously perlonning  other  advanced  functions. 

Call  I-800-OK  CANON.  See  how  Canon's  full 
line  ol  Plain  Paper  Faxes  can  make  you  look 
better 


Cation 


FAX 


Communicating  Quality 


1989  "Manufacturer  of  the  YIear" 

Awarded  by  National  Ottice  Machine  Dealers  Association 
to  Canon  USA  Inc  tor  outstanding  dealer  support 


I  PLAIN 
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GRACE:  -THAT  DAMN  DEBT  DOESN'T  SCARE  ME' 


$50  million  to  $100  million  for  the  $716 
million  health  care  group.  But  Grace, 
who  owns  less  than  17<  of  the  company 
founded  in  1854  by  his  grandfather, 
can't  ignore  Wall  Street,  either.  "Peter 
doesn't  want  to  be  taken  over,"  says 
i  )aniels.  "If  he  goes  off  and  does  some 
crazy  thing,  the  stock  is  going  to  plum- 
met, and  someone  might  be  tempted." 

For  now,  investors  aren't  betting  on  a 
takeover — despite  an  estimated  breakup 
\alue  of  $55  to  $65  a  share.  Mutual 
Shares  Corp.,  a  fund  with  a  penchant  for 
undervalued  stocks,  bailed  out  of  Grace 
after  the  1989  takeover  speculation  died 
down.  "Personally,"  says  Larry  Sondike, 
a  Mutual  Shares  vice-president,  "I'm  not 
terribly  confident  that  the  value  of  the 
sliares  will  be  unlocked." 
MORE  SALES.  Grace  does  plan  to  slim 
(lov/n  some  more.  Vice-Chairman  J.  P. 
Ilolduc  says  it  will  try  again  this  year  to 
sell  part  of  Grace  Specialty  Businesses, 
iis  miniconglomerate  of  cocoa,  textiles, 
book  distribution,  and  breeding  services 
iliat  last  year  earned  $45  million  on  $1.7 
billion  in  sales — a  mere  2.6'X  return.  A 
similar  attempt  last  year  was  dropped. 
IJolduc  says  a  sale  could  raise  $300  mil- 
lion to  $400  million,  with  Grace  still  re- 
taining a  sizable  portion.  And  Edward  L. 
Hutton,  a  friend  of  Peter  Grace's  who 
lieads  Chemed  Corp.,  a  Grace  spinoff  in 
Cincinnati,  expects  the  remaining  83.6'a 
nf  Grace  Energy  Corp.  to  be  sold  and 
the  money  invested  in  chemicals. 

There's  no  telling  where  Grace  might 
find  a  use  for  any  new  money  raised. 
I'espite  plans  to  sell  part  of  Specialty 
llusinesses,  the  company  still  managed 
to  invest  $91  million  last  year  to  upgrade 
a  U.  S.  chocolate  plant  and  bought  a  Bel- 
gian company  specializing  in  awnings 
and  outdoor  furniture.  After  all,  Peter 
Grace  says  he  has  no  plans  to  retire — 
and  that  means  even  a  streamlined 
W.  R.  Grace  will  remain  as  unpredictable 
as  the  man  who  runs  it. 

Bi/  Bruce  Hager  in  New  York 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a  house, 

saving  a  landmark,  reviving  your 

neighborhood- 
Gain  a  wealth  of  experience  and 

help  preserve  our  historic  and 

architectural  heritage.  Join  the 

National  Trust  for  Historic 

Preservation. 

Make  preservation  a  blueprint  for 

the  future. 

Write: 

National  Trast  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


Vanguard  World  Fund 


VANGUARD  OPENS  A  WORLD  OF 
INVESTMENT  OPPORTUNITIES 


If  you're  thinking  about  invest- 
ing in  foreign  stocks  to  diversify 
your  personal  portfolio,  consider 
Vanguard  World  Fund. 

The  Fund's  International  Growth 
Portfolio  invests  in  as  many  as  20 
stock  markets  in  Europe  and  Asia. 

To  complement  its  interna- 
tional investments,  the  Fund  also 
features  a  U.S.  Growth  Portfolio. 

Each  portfolio  has  an  equity- 
oriented  investment  strategy 
designed  for  investors  seeking  high 
capital  growth  (with  incidental  divi- 
dend income)  who  are  willing  to 
assume  above-average  risk  in  pur- 
suit of  this  goal. 

Vanguard  World  Fund  offers: 

•  No  sales  charges,  12b-l  fees  or 
redemption  fees 

•  Low  operating  expenses 

•  A  $3,000  minimum  initial  invest- 
ment; $500  for  IRAs. 


Call  1-800-662-SHIP 
Any  Hour,  Any  Day 
For  A  Free  Vanguard 
World  Fund  Information  Kit 

^^lease  send  me  a  free  Vanguard  World  ^ 
Fund  Information  Kit  containing  a  pro- 
spectus with  more  complete  informa- 
tion on  advisory  fees,  distribution 
charges  and  other  expenses.  I  will  read 
it  carefully  before  I  invest  or  send  money 

Vanguard  World  Fund 
P.O.  Box  2800 
Valley  Forge,  Pennsylvania  19482 

Name  


-  State - 


Address  

City  

Zip  Phone  

(23>  BWLO-050 

TH^ancruardGROUP 

%Jor  INVESTMENT  COMPANIES 
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WANT  A  WINNER? 
LOOK  HERE  FIRST 

OUR  MUTUAL  FUND  SCOREBOARD  BALANCES  RISK  AGAINST  GAIN 
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F:r  ^'.r  n"_-;or-i  oi  j.. ■rstors  who 
r.  j'jz  equity  mutual  funds.  L9S9  was 
a  vear  lo  remeniber.  Some  funds 
rewarded  shareholders  with  renims 
greater  than  -^i'^r.  and  on  average  the 
return  was  a  suzzirjng  2~''-.  the  "c-est 
since  19-S.5. 

And  19S9  was  the  yesx.  zoo.  that  inves- 
tors oegan  to  '.vake  up  to  what  thev 
were  missing.  .After  shunning  funds 
since-  the  October.  19ST.  crash,  the  pub'tic 
nnally  startei  to  cut  more  dollars  into 
nos  thin  thev  tooi 
out.  They  m.oved 
iingerlv  at  nrst. 


but  by  midyear.  funis  t:;-::.-.^- 
up  .?1  biilioE  to  S2  biiiion  a  month  in 
new  money.  In  total  equity  funds  took 
on  ab«out  S12.T  biiiion  more  than  they 
reaeemel. 

Tnen.  just  aboai  the  time  the  public 
thought  it  was  safe  to  wade  deep«er  into 
investment  waters,  the  ""-Jaws"  market 
struck.  Stocks  s"affered  through  the 
worst  January  since  i960.  The  Dow 
Jones  industrial  average  scnjred  with  an 
all-time  high  of  2S1C>  on  Jan.  2 — but 
headed  downhill  quickly  from  there.  On 
two  da;."?,  the  Dow  fell  m.ore  than  TO 


r.?'.  S:c::iard  &  Poors  500- 

stock  'index  ^ost  6.6'^-.  The  aver  . 

Se:  •  ;.atched  the  Dow  - 

wit.'    .  r  :  ..  :.i  Founders  Fr 
ing  a  lb.'S~':  pasting.  On  ti'  r  t 
Strategic  Invmments.  a  prr  ... .  .-:.i.s 
fund,  zoomed  13.1'^. 

So  far.  investors  have  not  been  scared 
off  by  the  shark.  .A.t  T.  Rowe  Price  .Asso- 
ciates Inc.  for  instar. t-t--  "  - 
net  outflow  of  money        t  .  /    ;  - 
Tne  customers  of  Fide_t;.'  iiivcstzuents 
rulle-i  assets  out  of  ec'uity  run 'is  until 
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flowing  back.  That  was 
right  after  a  Gallup  poll  of 
its  customers  reported  that 
19*^''  said  they  planned  to 
buy  stock  funds  over  the 
coming  weeks  vs.  only  '!"/<■ 
who  planned  to  sell.  Those 
are  results  similar  to  what 
the  pollsters  got  when 
they  queried  Fidelity  fund 
investors  after  the  Oct.  13 
minicrash.  Says  Michael  J. 
Hines,  vice-president  for 
marketing  at  Fidelity: 
"The  small  investors  tell 
us  they're  in  the  stock 
market  for  the  long  term." 
NO  SIN.  For  all  the  hand- 
wringing  about  program 
trading  and  stock  market 
volatility,  it  looks  as  if  indi- 
viduals are  learning  to  live 
with  them.  "There's 
greater  acceptance  of  vola- 
tility," says  Avi  Nachmany 
of  Jesup  &  Lamont  Securi- 
ties Co.  "As  long  as  the 
equity  market  does  not  de- 
cline substantially  from 
current  levels,  people  will 
continue  to  invest." 

A  good  way  to  invest 
in  the  stock  market  is  to 
buy  mutual  funds.  True, 
the  funds,  on  average, 
trailed  the  S&P  500  last 
year  by  seven  percent- 
age points.  Part  of  the 
shortfall  is  endemic  to 
the  fund  business.  Mu- 
tual funds'  operating  ex- 
penses eat  up  about 
1.25%  of  assets  annually.  And  they  carry 
5%  to  10%  of  their  holdings  in  cash — a 
drag  on  performance  in  an  upward  mar- 
ket. In  retrospect,  fund  managers  played 
the  market  too  cautiously  in  1989.  But 
since  absolute  returns  were  strong,  it's 
hardly  a  grievous  sin.  And  over  five-  and 
10-year  periods,  the  gap  between  the  av- 
erage fund  and  the  market's  perfor- 
mance narrows  considerably. 

How  do  you  find  the  funds  that  fit 
your  investment  goals?  That's  where  the 
Scoreboard  comes  in.  We  survey  630  mu- 
tual funds,  and  provide  a  wealth  of  data 
about  investment  performance  and  how 
the  fund  achieved  it.  We  also  take  a  look 
.  at  closed-end  funds  (page  76),  where  the 
boom  in  single-country  funds  commands 
1  investor  attention.  Next  week,  we  scruti- 
;  nize  fixed-income  funds.  The  data  are 
[prepared  by  Morningstar  Inc. 

The  BW  Scoreboard  emphasizes  long- 
•  term  performance.  We  don't  rate  a  fund 
with  less  than  five  years  of  operating 
results  under  its  belt.  Then  the  perfor- 
mance is  adjusted  to  reflect  the  risk  in- 
'  curred  by  the  fund.  Take  a  look  at  the 
stable  of  the  Top  Performers.  There's  a 


4M0NG  THE  STARS 

Burnham,  Burnham  Fund 
(left);  Peebles,  USAA 
Investment  Cornerstone 
(above,  left);  and  Eveillard, 
SoGen  International 


huge  gap  between  the  33.7%'  av- 
erage annual  return  racked  up  by  the 
Merrill  Lynch  Pacific  Fund  and  the 
13.5%  return  from  the  Lindner  Dividend 
Fund.  But  the  risk  factor — the  Pacific 
fund  with  "high"  risk,  the  Lindner  with 
"very  low"  levels — evens  the  playing 
field.  In  fact,  after  adjusting  for  risk, 
both  funds  earn  three  upward-pointing 
arrows,  BW's  highest  accolade. 

Only  30  funds  won  top  honors,  and  of 
those  18  are  repeats  from  last  year.  One 
is  the  Burnham  Fund,  known  until  re- 
cently as  the  Drexel  Burnham  Fund.  It's 
still  run  by  I.  W.  "Tubby"  Burnham  II, 
who  last  year  bought  the  fund's  man- 
agement contract  from  the  brokerage 
firm.  Burnham,  who  thinks  the  U.  S.  is 
in  a  recession,  manages  a  blue-chip  port- 
folio with  a  tilt  toward  high-yield  tele- 
phone, electric  utility,  and  oil  stocks. 
Better  than  half  the  portfolio  is  in  cash 
and  short-term  bonds,  "so  we'll  be  ready 
to  go  back  into  the  market  when  it's 
time."  Burnham  earned  a  22.8%  return 
last  year. 

Another  repeater  is  SoGen  Interna- 
tional Fund,  which  has  won  the  highest 
rating  every  year  since  the  Scoreboard 


began.  Portfolio  manager 
Jean-Marie  Eveillard  may 
invest  in  almost  any  securi- 
ty, anywhere  in  the  world. 
Eveillard  is  now  cautious, 
with  only  45%  of  the  port- 
folio in  stocks.  But  two- 
thirds  of  his  equity  hold- 
ings are  in  the  U.  S. 
"Small-company  stocks  in 
the  U.  S.  are  a  pocket  of 
value,"  he  says.  His  invest- 
ments overseas  are  in  Eu- 
rope, not  Japan. 

A  new  name  on  the  Top 
Performers  list  this  year  is 
the  USAA  Investment  Trust 
Cornerstone  Fund,  which 
takes  the  "balanced"  fund 
concept  beyond  just  stocks 
and  bonds.  It  also  includes 
foreign  stocks,  real  estate 
stocks,  and  gold  stocks. 
Each  portfolio  is  run  by  a 
specialist,  and  during  ev- 
ery quarter,  the  assets  are 
bought  or  sold  so  that  each 
portfolio  should  be  no 
more  than  22%  of  the  total 
fund  or  less  than  18%-.  The 
result:  an  18.4%  return 
over  five  years  with  very 
low  risk.  "You  could  do  the 
same  thing  if  you  had  five 
separate  funds,"  admits 
portfolio  manager  David 
Peebles.  "But  we  do  the 
rebalancing.  Would  you  do 
it  yourself?" 

More  than  ever,  interna- 
tional funds  dominate  the 
list  of  top  funds.  Rising  equity  markets 
and  a  depreciating  U.  S.  dollar  over  the 
past  five  years  have  produced  returns 
that  dwarf  the  U.  S.-only  funds.  "Two- 
thirds  of  the  market  wealth  in  the  world 
is  outside  the  U.  S.,"  says  Roger  Gibson 
of  Gibson  Capital  Management  Ltd., 
who  advises  that  40%  of  equity  dollars 
should  be  overseas.  "How  can  you  diver- 
sify without  being  in  these  markets?" 
MOVING  FAST.  The  exceptionally  strong 
showing  from  the  international  group 
crowded  out  many  worthy  U.  S.  funds 
that  once  merited  three  up-arrows.  So 
don't  overlook  the  two-up-arrow  funds. 
The  Fidelity  Puritan  Fund  was  a  three- 
up-arrow  fund  for  four  consecutive 
years — that  is,  until  this  year.  Other 
onetime  three-up-arrow  funds  worth  con- 
sidering are  the  Dodge  &  Cox  Balanced, 
Fidelity  Magellan,  Merrill  Lynch  Phoe- 
nix, and  National  Total  Income  funds. 

The  lowest  rating  is  three  downward 
arrows.  That's  not  to  say  that  funds 
marked  with  that  rating  are  losers.  In 
fact,  the  low-rated  United  Services  Gold 
Shares  amassed  an  incredible  64.77<:'  total 
return — the  highest  of  any  equity  fund 
last  year.  But  in  1988,  the  return  was 
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-35.7'',  and  the  fund's  average  annual 
return  for  the  1985-89  period  is  a  paltr\' 
T.i.  It  only  climbs  to  8.4r'  for  the  10-year 
haul.  Many  money-market  mutual  funds 
would  have  provided  better  results. 

Of  course,  there  are  no  guarantees 
that  the  highest-rated  funds  will  always 
shine.  The  Windsor  and  the  Vanguard 
High- Yield  Stock  funds,  both  managed 
by  the  highly  regarded  John  Neff, 
trailed  the  pack  and  dropped  from  three 
up  arrows  to  only  an  average  rating. 
"John  had  a  hea\y  commitment  to  auto 
stocks  and  to  financial  stocks,  and  they 
went  nowhere  last  year,"  says  John  C. 
Bogle,  chairman  of  the  Vanguard  Group, 
the  family  to  which  Xeff  s  funds  belong. 


in  some  areas."  laments  portfolio  man- 
ager Richard  S.  Strong.  Strong  now  in- 
vests in  companies  with  growing  world- 
wide franchises  and  those  that  can 
benefit  from  capital  spending  and  public 
spending  on  infrastructure.  He's  also 
bullish  on  energy  stocks. 
WHO'S  NERVOUS?  There's  a  lesson  in 
this.  Even  though  a  broad-based  mutual 
fund  pro\ides  diversification  through  a 
large  number  of  stocks,  "you  still  have 
one  manager's  assessment  of  the  econo- 
my and  of  the  stock  market,"  says  Rich- 
ard C.  Dorf.  a  professor  at  the  Universi- 
tj'  of  California  at  Da\is.  "You  need  a 
mix  of  funds  if  you  are  going  to  be  truly 
diversified." 


ALL  GROUPS  SCORE  IN  THE  DOUBLE  DIGITS 
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Group 

Total  return 

Best-performing  fund  in  1989 

1989 

1985-89- 

1980-89' 

NEALTH  CARE 

-  46.5% 

-24.7% 

NA 

Financial  Strategic  Health  Sciences 

UTILITIES 

32.0 

19.4 

^  14.3% 

Rdeiity  Select  Telecommunications 

FINANCIAL  SERVICES 

26.9 

15.6 

16.7 

Century  Shares 

GROWTH 

26.0 

16.3 

15.6 

Janus  Twenty 

NATURAL  RESOURCES 

25.2 

14.7 

14.7 

Fidelity  Select  Energy  Service 

MAXIMUM  GROWTH 

25.0 

13.3 

11.7 

Delaware  Group  Trend 

GROWTH  INCOME 

23.7 

16.1 

15.0 

AIM  Charter 

PRECIOUS  METALS 

23.4 

10.4 

9.0 

United  Services  Gold  Shares 

SMALL  COMPANY 

23.1 

13.5 

12.4 

Twentieth  Century  Vista 

INTERNATIONAL 

22.8 

25.6 

18.7 

G.T.  Japan  Growth 

TECHNOLOGY 

21.5 

12.2 

104 

National  Aviation  &  Technology 

EQUITY  INCOME 

20.9 

15.0 

15.6 

Financial  Industrial  Income 

SPECIALTY 

20.5 

16.3 

NA 

Fidelity  Select  Leisure 

BALANCED 

18.5 

15.2 

15.0 

Westwood 

INCOME 

18.4 

12.4 

13.3 

Income  fund  of  America 

OPTION  INCOME 

14.7 

12.6 

12.4 

Dean  Witter  Option  Income 

DIVERSIFIED  FUNDS" 

24.7 

15.6 

14.9 

'  Avefoge  annuo) 

AU  EQUITY  FUNDS 

23.9 

15.9 

14.8 

-  '  Investing  in  U.S.  morVets 

S&P  500 

31.7 

20.3 

17.5 

DATA:  MORNINGSTAR  inc. 

"But  after  watching  him  for  25  years. 
I'm  not  about  to  second-guess  him." 

Neff's  investment  signature  is  bu\ing 
stocks  with  low  priceearnings  ratios  and 
high  dividend  yields,  not  a  winning  strat- 
egy  in  1989.  Still,  the  .S8  billion  Windsor 
fund  reaped  a  15'^  gain,  and  the  10-year 
average  return  is  over  20''f.  Both  Wind- 
sor and  Vanguard  High  Yield  are  now 
closed  to  new  investments. 

Another  three-up-aiTow  dropout  this 
year  is  the  SI  billion  Strong  Total  Re- 
turn Fund,  a  growth/income  portfolio 
that  has  usually  juggled  takeover 
stocks,  junk  bonds,  and  money-market 
instruments  with  aplomb.  The  fund  was 
up  a  snappy  2V'c  at  midyear,  but  col- 
lapsed and  finished  with  only  a  2.6%  to- 
tal return.  "We  overstayed  our  welcome 


Here's  how  to  use  the  BW  Scoreboard 
to  find  the  funds  in  order  to  diversify 
your  portfolio: 

For  an  example,  look  at  the  Lindner 
Fund,  on  the  bottom  third  of  page  92, 
one  of  our  top-rated  funds.  Xe.xt  to  the 
fund's  name  is  a  shaded  head-and-shoul- 
ders  symbol  indicating  that  the  fund 
manager  has  been  on  the  job  for  at  least 
10  years.  Perhaps  even  more  important 
are  unshaded  head-and-shoulders,  such 
as  are  depicted  several  lines  down  the 
page  in  the  Lord  Abbett  Developing 
Growth  Fund.  That  tells  you  a  new  port- 
folio manager  has  taken  charge  of  the 
fund  in  the  past  year.  That  is  something 
that  the  shareholder  repoits  m.ay  not  re- 
veal, although  the  Securities  &  Ex- 
change Commission  has  proposed  new 


rules  that  will  force  that  disclosure 
Now,  go  back  up  to  the  Lindner  Fund. 
You'll  see  that  at  yearend  it  had  $595.2 
million  in  assets,  a  good-size  but  by  no 
means  a  huge  fund.  The  funds  in  the 
Scoreboard  range  in  size  from  Fidelit}- 
Magellan,  with  S12.7  billion,  down  to  Ad- 
dison Capital  Shares,  with  S28.8  million 
So  you  won't  find  the  S13.6  million  Alger 
Small  Capitalization  Fund  in  these  ta- 
bles, even  though  it  racked  up  a  &4.5/i 
return  last  year. 

Move  on  to  the  columns  with  the  Fees 
heading.  In  order  to  buy  shares  in  most 
funds,  you  have  to  pay  a  sales  charge, 
or  "load."  But  pay  attention  to  the  foot- 
note on  the  Lindner  Fund.  The  2%  load, 
it  turns  out,  is  a  redemption  fee  that 
applies  only  if  you  sell  out  within  60 
days.  For  long-tenn  investors,  it's  effec- 
tively a  no-load  fund.  The  next  column, 
the  expense  ratio,  is  0.92,  which  means 
92(f  out  of  even,-  SlOO  in  assets  gets 
spent  on  overhead.  That's  less  than  the 
average  of  1.25,  a  good  sign  that  the 
fund  management  is  efficient. 
WOEFUL  LAGGARD.  Modng  to  the  right 
the  next  column  is  the  fund's  objective. 
(Definitions  of  objectives  are  on  the  bot- 
tom of  page  78.)  Then  you  get  to  total 
return — what  the  fund  investors  earned 
for  the  year,  assuming  they  reinvested 
the  di\idends  and  capital  gains.  The 
\ield  is  simply  the  income  paid  out  by 
the  fund  as  a  percent  of  its  net  assets. 
The  4.5""^  }ield  for  Lindner  is  about  50% 
higher  than  that  of  the  market  as  a 
whole,  so  it  tells  you  this  fund's  manag- 
er likes  dividend-paying  stocks.  The  final 
column  on  this  side  tells  you  how  the 
fund  fared  in  Januar\\  Lindner  was 
down  3.4%.  That's  considerably  less  than 
the  5.9%  loss  of  the  average  Scoreboard 
fund  and  the  6.6%  pullback  in  the  S&P 
500.  That  means  that  the  fund  is  much 
less  volatile  than  the  overall  market, 
though  it  would  be  a  laggard  in  a  run- 
away bull  market. 

Cross  over  to  the  right-hand  page. 
You  see  Lindner's  five-  and  10-year  re- 
turns. Then  there's  a  series  of  boxes 
under  the  Trend  heading.  Each  box  rep- 
resents a  2V2-year  period.  In  all  but  the 
third  period,  the  fund's  performance  was 
in  the  top  25'f  of  all  funds.  In  the  third 
period,  Lindner  sank  into  the  bottom 
quarter. 

Next  comes  Portfolio  Data,  which 
gives  you  some  idea  of  how  the  fund 
achieves  its  results.  Turnover,  a  mea- 
sure of  how  frequently  the  fund's  hold- 
ings change  relative  to  other  funds,  is 
low,  indicating  Lindner  is  not  a  big  trad- 
er. The  column  %  Cash  shows  12%, 
which  is  higher  than  the  10.4%  all-funds 
average  at  yearend.  It  also  tells  you  that 
the  manager  is  fairly  cautious  about 
the  market.  Mo\ing  on  to  the  right,  the 


Motor  Trend's  Import  Car  of  the  Year 

has  the  extraordinary  performance  and  >j 

stjtoig  it  takes  to  satisfy  even 
the  most  demanding  driving  enthusiast. 


I 


In  other  words,  it's  j 


Winning  Motor  Trends  Import  Car  of  the\br  award  sets  theTurbo  Z" 
apart  from  other  cars.  But  not  from  other  Nissans:  In  other  words,  the  same  dedication 
to  superior  performance  and  styling  goes  into  every  car  we  build. 


NISSAN 


Built  for  the  Human  Race: 


fund's  p-e  ratio,  12.1,  is  also  a  telling 
figure.  That's  the  weighted  average  of 
the  p-e  ratios  of  all  the  stocks  in  the 
portfolio — and  it's  less  than  the  market's 
p-e  of  14.  Both  the  higher  cash  level  and 
lower  p-e  help  explain  why  the  fund  held 
up  reasonably  well  during  the  market's 
January  sell-off. 

The  Largest  Holding  tells  you  that 
Sea  Containers  Ltd.  is  the  fund's  big- 


gest, commanding  about  3'^<  of  its  total 
assets.  The  shipping  company  has  been 
the  object  of  a  heated  takeover  battle 
for  months.  (On  Feb.  6,  Sea  Containers 
agreed  to  sell  $1.1  billion  in  assets  to  the 
investor  group  that  was  trying  to  take 
over  the  company.) 

Then  comes  risk,  which  for  this  fund 
is  very  low.  You've  probably  already  fig- 
ured this  one  out  from  the  portfolio 


characteristics  and  the  January  result 
Not  all  investors  have  the  same  ston 
ach  for  taking  risks.  Some  accept  highe 
risk  for  better  returns,  while  others  ar^ 
risk-averse.  But  no  matter  what  you 
preference  is,  the  Mutual  Fund  Score 
board  can  help  you  identify  funds  tha 
have  provided  the  most  reward  for  th 
dollars  put  at  risk. 

By  Jeffrey  M.  Laderman  h2  New  Vor 


ClOSED-END  FUNDS  HAVE  BEEN  REAL  EYE-OPENERS 


utual  funds  and  stocks  have 
I  just  concluded  a  spectacular 
lyear,  so  it's  not  surprising 
that  closed-end  funds — which  combine 
the  traits  of  both — have  led  the  parade. 
BUSINESS  week's  annual  closed-end 
fund  Scoreboard  (page  106),  which 
tracks  the  40  largest  closed-end  stock 
funds,  says  it  all.  Of  the  40  Scoreboard 
funds,  25  beat  the  31.7'*  gain  in  the 
Standard  &  Poor's  500-stock  index  in 
1989.  Two  country  funds,  the  Spain  and 
Thailand  funds,  were  among  the  best- 
performing  stocks  of  the  year. 

Investors  have  good  reason  to  won- 
der if  closed-end  funds  have  peaked. 
Hot  stocks,  after  all,  rarely  repeat 
their  gains  year  after  year.  But  closed- 
end  funds  have  risen  sharply  for  two 
straight  years  and  may  well 
be  heading  for  a  triple  head- 
er. The  leaders,  as  in  1988, 
were  funds  that  invest  in  the 
companies  of  a  single  coun- 
try. Diversified  closed-end 
funds  also  performed  respect- 
ably last  year.  As  a  result, 
institutions  have  begun  to  no- 
tice this  little-followed  corner 
of  the  market.  "I've  never 
been  busier,"  says  Thomas  J. 
Herzfeld,  whose  Florida  in- 
vestment advisory  firm 
tracks  the  funds. 
WITH  A  BANG.  Herzfeld  and 
his  small  cadre  of  colleagues 
will  be  kept  on  their  toes  in 
the  months  ahead.  Tradition- 
ally, closed-end  funds  are  far 
more  volatile  than  ordinary 
mutual  funds.  Unlike  "open- 
end"  mutual  funds,  which  is- 
sue shares  as  cash  comes  in 
from  investors,  closed-end 
funds  are  bought  and  sold 
like  stocks.  They  usually 
trade  at  premiums  above,  or 
discounts  below,  their  net  as- 
set value  (NAV),  as  market 
sentiment  varies. 

For  years,  the  prevailing 
wisdom  has  been  that  it's 


wise  to  buy  funds  that  are  selling  at 
lower-than-usual  premiums  or  higher- 
than-normal  discounts  and  to  avoid 
funds  with  high  premiums.  Single- 
country  funds  have  confounded  the  ex- 
perts, however,  and  continued  to  rise. 
Their  sky-high  premiums  have  simply 
gotten  wider.  The  Korea  Fund,  for  ex- 
ample, changed  hands  at  a  62.7%  pre- 
mium over  N.A.V  a  year  ago,  making  it 
easily  the  priciest  fund  on  the  BW 
Scoreboard  last  year.  Nevertheless,  in 
1989,  the  Korea  Fund  gained  nearly 
40''  and  rose  to  a  86.9%  premium  over 
NAV.  Such  funds  have  won  favor  as 
uncomplicated  ways  of  investing  in  ex- 
otic markets,  and  of  cashing  in  on  ex- 
panding trade  with  Eastern  Europe. 
Moreover,  foreigners  often  face  legal 


lONG-TERM  PERFORMANCE: 
COUNTRY  FUNDS  LEAD  THE  PACK 


Fund 

Average 

Current 

annual  return* 

discount  or 

5 

years 

1 0  yeors 

premium** 

ADAMS  EXPRESS 

14.6%  16.8 

%  -11.4% 

ASA 

11.0 

11.8 

-16.9 

BAKER  f  ENTRESS 

16.9 

18.7 

-13.2 

CENTRAL  FUND  OF  CANADA 

8.0 

NA 

10.9 

CENTRAL  SECURITIES 

8.3 

16.9 

-17.3 

GENERAL  AMERICAN 

INVESTORS 

17.3 

18.3 

-15.5 

KOREA 

59.1 

NA 

86.9 

LEHMAN 

12.8 

16.9 

-14.4 

MEXICO 

39.8 

NA 

10.9 

NIAGARA  SHARES 

11.8 

13.6 

-16.2 

PETROLEUM  &  RESOURCES 

13.6 

11.9 

-12.4 

SOURCE  CAPITAL 

13.3 

19.6 

0.2 

TRI-CONTINENTAL 

15.5 

18.0 

-16.0 

AVERAGE 

18.6 

16.2 

6.7 

OPEN-END  FUND 

AVERAGE 

15.9 

14.9 

S&P  500 

20.3 

17.5 

*Based  on  share  price;  includes  reinvested  dividends  and 
capital  gains 

**  Difference  between  market  price  and  net  asset  value  ^ 
NA  =  Not  applicable 
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impediments  in  removing  their  funds 
when  they  sell  their  stocks  in  some 
countries.  Country  funds  are  a  way 
around  such  difficulties,  notes  Michael 
T.  Porter,  an  analyst  with  Smith  Bar- 
ney, Harris  Upham  &  Co. 

The  new  year  began  with  a  bang  for 
country  funds,  with  the  introduction  of 
the  New  Germany  Fund,  which  will  in- 
vest in  smaller  German  companies  and 
try  to  cash  in  on  the  thaw  in  the  East 
bloc.  In  the  weeks  since  New  Germany 
began  trading  on  the  New  York  Stock 
Exchange,  the  fund's  shares  have  con- 
sistently traded  at  upwards  of  $24  a 
share — a  mite  pricey  for  a  fund  with 
assets  of  $13.95  a  share.  The  Germany 
Fund,  Austria  Fund,  and  Helvetia 
Fund  also  are  favored  by  investors 
who  expect  expanded  com- 
merce with  Eastern  Europe. 

One  advantage  of  closed- 
end  funds  over  ordinary  mu- 
tual funds  is  that  they  can  be 
sold  short  when  values  get 
out  of  line.  But  short-selling 
closed-end  funds  is  easier  said 
than  done.  Shares  must  be 
borrowed  from  margin  ac- 
counts, and  they  tend  to  be 
scarce,  money  managers  say. 
Lately,  difficulties  in  shorting 
country  funds  have  been  a 
blessing  in  disguise.  "People 
who  have  tried  to  short  coun- 
try funds  have  had  their 
heads  handed  to  them,"  notes 
Anthony  Marchese,  managing 
director  of  Weatherly  Capita! 
Corp.,  a  money  management 
firm  that  invests  in  closed-end 
funds. 

Investors  who  want  to  play 
it  safe  should  stick  with  di- 
versified funds  with  proven 
managements.  They're  no 
way  to  make  a  killing.  But 
they  should  prove  to  be  safe 
havens  if  country  funds  are 
buried  under  an  avalanche  of 
collapsing  premiums. 

By  Gary  Weiss  in  New  York 


When  the  leaders  of  America's  most  important  companies  seek 
expertise  in  insurance  and  financial  services,  they  turn  to  the  company  that 
can  help  them  the  most.  The  Travelers. 

We  tailor  our  broad  range  of  products  and  services  to  fit  the  specific 
needs  of  our  diverse  clients. 

This  flexibility  is  backed  by  the  powder  of  our  $50+  billion  in  assets 
and  125  years  of  experience .  As  a  result,  our  clients  are  better  equipped 
to  meet  the  growing  demands  of  the  business  w^orld.  With  confidence  and 
financial  peace  of  mind.  ,/ 


The  Travelers  Companies,  Hartford,  Connecticut  06183 


Ihelravelersj 

You're  better  off  under  the  Umbrella; 
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FUND 

RATING 

SIZE 

FEES 

o&JEcrrvE 

CURREirr  RESULTS 

Sx._rs 

SATO  ':\ 

s  . 

VELD 

TOTAll 

Ltl  aPrTi.L  S-W  WTH 

89.1 

156 

4.75 

130- 

Growth 

29.6 

2.1 

-5 

Oi.PTTA.L  &!fO'WTH  A 

AV6 

18B.0 

110 

No  load 

1.16 

Growth 

33-5 

0.6 

-9 

AJLtP  &!W  V»TH  &  l»CO-l*E 

239.6 

15 

No  bod 

1.04 

Growth/income 

26.7 

4.2 

-5 

m  &ROWTH  &  IWCO'IHE 

Ave 

100.2 

_2 

4.75 

1.21t 

Gro¥r{h/inasine 

15.4 

3.9 

—3 

LSI  rnijn  i^coiifcE 

Ave 

143.0 

27 

4.75 

1.19^ 

Utirrties 

54," 

-6 

•i^ 

£54.  T 

52 

2.71 

5:r>all  compan) 

-  c  - 

.  . 

—6, 

C4.P-ITtL  S.H.tRES 

2E.S 

2C 

3.00 

2.30T 

Growth 

27.7 

1.8 

.  -3 

tDVEST  i.:^VA.IIfTAC■E  CMRO-WTH  ^ 

29.8 

17 

4.00*- 

2J39t 

Growth 

24.3 

1.4 

_- 

-  B 

INVEST  IC^lirTi&E  IMCO'NLE 

5S.D 

1 

4.00*- 

2."'.1  + 

lnco?7»e 

17.7 

6.4 

1 

Ave 

567'.; 

"2 

"25 

:  ■'2 

2------  or^-,e 

--  . 

-6, 

11 M  CHimR  X 

Ave 

77.4 

22 

5-50 

1.35T 

Gro^Atn/ income 

38. 1 

3-7 

-6. 

11 M  COKfTELUnCHI  X 

83.6 

12 

530 

1.40" 

ViaxirriLim  growth 

38.0 

0.1 

_a 

ILM  SUbNUftrr 

# 

262-7 

59 

830 

0.S9 

Growth 

30.9 

1.9 

-7. 

1I.M  wiiii<&i.rrEM  X 

Ave 

435.7 

50 

5-50 

l-30t 

Growth 

36.0 

03 

-S. 

ILLLIM-CE 

O 

837.4 

10 

5.50 

0.75t 

Growth 

23.4 

0.6 

iLuiM>a  ^tuMCED  smutis 

Ave 

■5S-5 

5.52 

■  zZ' 

Soio-icsd 

-  . 

ILLLUN-CE  CO-LPHrrERPOIprT 

59.6 

34 

5oO 

1.69t 

Growth 

34.2 

1.1 

_9. 

UiLlM'CE  &UD'B,1L  a.M.l>LiM 

♦ 

31.8 

17 

5.50 

2.00- 

Intemotionai 

21.8 

03 

-11. 

AaLA.II<a&R«WTM&  INCOME  : 

Ave 

362.6 

n 

5.50 

1.07t 

Growth/" income 

25.6 

3.1 

1U.L1II<CE  I  MTER:M.A.riiOKA.L 

64 

5.50 

"  .4'  - 

i-temntiortaj 

29.0 

2.2 

-3. 

lUJ.lil<CE  OIMS&R  :  X 

-5-  : 

20; 

5J>D 

".6"- 

Vinximum  growth 

28.2 

0.0 

-9. 

A.LLI.1I*CE  n-CHWOLOCT 

> 

"41.7 

-17 

5.50 

1.66T 

Technolcgy 

6.0 

ao 

-5. 

ILTOiRA  &R-0*TH 

37.2 

NM 

No  load 

0.44 

Growth  /income 

25.6 

2.4 

Ukl  &10S.A.L  S^ROWn 

; 

'62* 

i-tsmotionai 

21.6 

4.2 

tMUP  X 

Ave 

IMESICllll  BALIM-CED  X 

♦ 

27  ^  9 

26 

5.75 

0.76- 

Snbnced 

21.5 

5-6 

952.4 

13 

830 

0.71 

Growth 

303 

3.3 

-7: 

iwiRi'a.N  ct-PTTiL  ErrERP«;tse  ^ 

601.6 

19 

5.75 

0.73T 

Growth 

31.2 

2-2 

imERhCAl  ClPrUL  OYER-rME-COtmrTER 

J' 

> 

-> 

44.9 

16 

5.75 

1.31- 

Small  conpoTTy 

35.8 

1.1 

-lai 

AJULERKCUI  CXPTUL  P«a 

2453.S 

9 

5.75 

0.72T 

Grovi-th 

28.6 

2.7 

-62 

-C  5.3  IS; 

"!2(c>^'  olnn  in 

e-rrect. 

~  Not  coTT^t^v  occepTmg  Tiew  account;  d'  Df^z^c^s-s.  Ni 

=  Niot  ovailoble. 

Nv  = 

No'  mean'i 

HOW  TO  USE  THE  TABLES 

BUSINESS  WEEK  RATING 

-Ci  ce  DOiec  c-  ->e-year  risk-od- 
justed  performance,  relotfve  to  the  SSlP 
500.  Performance  is  caicuiated  by  sub- 
trocting  a  fjnd's  risk -of -loss  foctor  (see 
RISK)  from  historic  total  return.  Ratings 
are  based  o^^  a  normal  statistical  distri- 
butior,  crd  cr^orded  as  follows: 


♦  ♦  ♦  S 

AW6 


uper>or  perrormance 
Very  good  performance 
,A.bove-cverDge  performance 
Averoge  performance 
&elow-averoge  perforr-icnce 
^oo"  oe-'o — once 
«'ery  poor  performance 


MANAGEMENT  CHANGES 

useful  aid  in  assessing  performance. 
X  incRcotes  that  the  fund's  current  man- 
ager has  held  that  job  for  10  years. 
^  indicates  thot  fund  monogement  has 
changed  s'nce  Dec.  S"!  ''988. 
S&P  50O  COMPARISON 

500  for  the  four  time  periods  thot  ap- 
pear in  the  tt:fcles: 

January,  1990  -6.6% 
1959  -31-7% 
Frve-year  ovsrogs  11985-89)  -20.3% 
Ten-year  averoge  (1980-89)  -rl73^ 

SALES  CHARGE 

~ne  cos-  c-  ouying  a  fund,  commonly 
called  the  "iood."  Most  funds  take  loods 
out  of  initial  investments,  and  for  rating 


r.-rcses,  performance  ■£  reauced  by  the 
c  — c  .-'.T  of  these  chorges.  Vv'hen  lood;  i- 
are  levied  on  withdrawals,  they  can  tak«  im 
two  forms.  De'e—ei   charges  decreos€ 
over  time,  uslc  •    r":  -•g  after  shares  ' 
have  been  owneo  -;>=  '?:f~c-'or  - 

fee?   3-"se  wK^r"   ^"vestO"":    :r  ':~Z'ii 

EXPENSE  RAnO 

E.!.oe-i-=£  as  o  pe-ce-'cce  of 

average  net  assets.  This  ratio  mecsjres  "  j 
bow  much  sharehocf-5 
monogement.  FooT-c-e;      z  zz  i  — o' 
fund  has  a  I2(b}-1  p>z-    '-m  z  z: 
sn^-^Kci'de*  '^o'-'ev  -c'  cfz-'-"  zz. 
OBJECTIVE 


which  is  indicc-rr    -  —  i 
wise,  funds  ore 
occording  to  ~  e  ■    -  ■  e  i 
as  follows.  S-c  --z~s:  -• 


RK  RESULTS  TREND  PORTFOilO  DATA   RISK  TEIEPHOME 


<IN'L  TOTAL  RET  (%) 

BW  10-YEAR 

TURNOVER 

%  CASH 

P/E 

LARGEST  HOLDING 

TOLL  FREE 

IN-STATE  > 

KS       10  YEARS 

ANALYSIS 

RATIO 

COMPANY                 %  ASSETS 

(800) 

'  fund,  not  rated 

1    1    1    1  1 

Very  low 

4 

15.5 

American  Home  Prod. 

4 

553-6319 

Wl 

414  734-7633 

Average 

15 

19.2 

Tele-Communications 

4 

Average 

253-2277 

MA 

617  330-5400 

1    1  M 

Average 

16 

13.2 

ADT 

4 

253-2277 

MA 

617  330-5400 

14.5 

1    1    ■  1 

Average 

25 

1 1.2 

^A^o  tkinS"  J  oh n son 

2 

Average 

289-2281 

PA 

215  834-3602 

11.8 

NIB 

Average 

8 

13.3 

Texas  Utilities 

4 

Low 

289-2281 

PA 

215  834-3602 

16.6 

Average 

3 

17.3 

Rouse 

3 

Low 

922-6769 

IL 

312  621-0630 

t  fund,  not  rated 

1  1  1  U 

Averoge 

1 

13.0 

Philip  Morris 

2 

526-6397 

PA 

215  665-6055 

'  fund,  not  rated 

1  1  1  y 

High 

15 

14.1 

ADT 

4 

243-81 15 

MA 

617  742-9858 

1  fund,  not  rated 

1  1  1  y 

Lov/ 

2 

14.1 

2 

243-81 15 

MA 

617  742-9858 

16.6 

UHd 

Low 

4 

12.5 

Mobil 

Average 

874-3733 

NY 

212  848-1800 

15.2 

■L_H 

High 

23 

16.3 

Procter  &  Gamble 

5 

Average 

347-1919 

TX 

713  626-1919 

16.9 

LJMbd 

High 

-2 

17.3 

MCI  Communications 

5 

Very  high 

347-1919 

TX 

713  626-1919 

1  1 

High 

1 

15.5 

General  Electric 

4 

High 

347-1919 

TX 

713  626-1919 

20.5 

High 

3 

18.0 

Philip  AAorris 

5 

High 

347-1919 

TX 

713  626-1919 

13.4 

Average 

1 

16.3 

Intel 

3 

High 

227-4618 

NJ 

201  319-4000 

15.4 

High 

2 

12.6 

Navistar  International 

1 

Average 

227-4618 

NJ 

201  319-4000 

1  fund,  not  rated 

1  1  1  ■ 

Low 

1 

16.6 

Alltel 

4 

227-4618 

NJ 

201  319-4000 

12.5 

Very  low 

-2 

12.2 

HAL 

3 

High 

227-4618 

NJ 

201  319-4000 

16.9 

Very  low 

0 

13.8 

IBM 

4 

Average 

227-4618 

NJ 

201  319-4000 

High 

3 

NA 

RoQcrs  Commun. 

Average 

227-4618 

NJ 

201  319-4000 

19.2 

Low 

1 1 

15.8 

American  Exploration 

1 

Very  high 

227-4618 

NJ 

201  319-4000 

LK 

High 

9 

16.9 

Autodesk 

8 

Very  high 

227-4618 

NJ 

201  319-4000 

1  fund,  not  rated 

M  1  U 

Low 

7 

14.9 

Circuit  City  Stores 

2 

255-9961 

OH 

800  255-9961 

1  fund,  not  rated 

1  M  y 

Low 

17 

13.0 

American  Express 

3 

262-3863 

PA 

215  825-0400 

16.2 

Very  low 

17 

17.1 

Merck 

5 

Average 

421-0180 

CA 

213  486-9200 

15.5 

Low 

9 

12.9 

IBM 

2 

Very  low 

421-0180 

CA 

213  486-9200 

17.4 

Average 

7 

14.1 

Philip  Morris 

3 

Average 

421-5666 

TX 

713  993-0500 

15.7 

Average 

1 1 

16.6 

Mobil 

2 

High 

421-5666 

TX 

713  993-0500 

Average 

4 

19.4 

MCI  Communications 

4 

Very  high 

421-5666 

TX 

713  993-0500 

19.6 

Average 

6 

14.6 

Coco-Cola 

2 

High 

421-5666 

TX 

713  993-0500 

ize  return  by  buying  both  stocks  and 
Dnds.  Equity/income:  Aims  to  ociiieve 
aximum  income  by  buying  high-yield 
ocks.  Growth:  Seeks  long-term  growth, 
ith  income  secondary.  Growth/income: 
■ies  to  combine  capital  appreciation 
nd  current  income.  Income:  Tries  to 
aximize  current  income  and  may  some- 
mes  buy  fixed-income  securities.  Maxi- 
mum growth:  Takes  larger  risks;  may  bor- 
)w  money,  sell  short,  and  buy  options. 
"Option/income:  Authorized  to  try  to 
oost  current  income  by  selling  options. 
OTAL  RETURN 

fund's  net  gain  to  investors,  including 
iinvestment  of  dividends  and  capital 
ains  at  month-end  prices. 
REND 

.  fund's  relative  performance  during  the 
Dur   30-month    periods   from    Jan.  1, 


1980,  to  Dec.  31,  1989.  Boxes  read 
from  left  to  right,  and  the  level  of  red 
indicates  performance  relative  to  all  oth- 
er funds  during  the  period:  H  for  the 
top  quartile;  B  for  the  second  quartile; 
y  for  the  third  quartile;  and  Q  for  the 
bottom  quartile.  An  empty  box  indicates 
no  rating  for  that  time  period. 
TURNOVER 

Trading  activity,  the  lesser  of  purchases 
or  sales  divided  by  average  monthly  as- 
sets. High  turnover  can  raise  expenses, 
v/hich  may  penalize  shareholders. 
%  CASH 

The  portion  of  a  fund's  assets  not  cur- 
rently invested   in   stocks  or  bonds.  A 
negative  figure  can  occur  as  a  result  of  a 
pending  capital  gains  distribution. 
PRICE/EARNINGS  RATIO 
The  average,   weighted  price/earnings 


DATA;  MORNINGSTAR  INC. 

ratio  of   stocks   in   a  fund's  portfolio, 
based  on  trailing  12-month  earnings. 
RISK 

The  potential  for  losing  money  in  a  fund, 
or  risk-of-loss  factor.  To  derive  each 
fund's  level  of  risk,  the  monthly  Treasury 
bill  return  is  subtracted  from  the  monthly 
total  return  for  each  fund  for  each  of  the 
60  months  in  the  rating  period.  When  a 
fund  has  not  performed  as  well  as  Trea- 
sury bills,  this  monthly  result  is  negative. 
The  sum  of  these  negative  numbers  is 
then  divided  by  the  number  of  months  in 
the  period.  The  result  is  a  negative  num- 
ber, and  the  greater  its  magnitude,  the 
higher  a  shareholder's  risk  of  loss.  This 
number  is  the  basis  for  BW  ratings  and 
the  RISK  column.  The  designations  in  this 
column  are  assigned  according  to  a  nor- 
mal statistical  distribution. 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

0 

ASSETS 

°=  CHG. 

SALES 

EXPENSE 

1989 

JAN. 

$  MIL. 

1988-89 

CHARGE  (°o) 

RATIO  (%) 

TOTAL  RET  (%) 

YIELD 

TOTAL 

t  ''5^ 

AMERICAN  CAPITAL  VENTURE  A 

o 

o 

197.3 

0 

5.75 

0,90t 

Maximum  growth 

29.1 

1.7 

-9 

1 

AMERICAN  GAS  INDEX 

72.0 

NM 

No  load 

0.74 

Natural  resources 

2,0 

_i 

:t> 

AMERICAN  GROWTH  A. 

65.2 

5 

8.50 

1.32 

Growth 

24,8 

3.8 

-4 

1 

AMERICAN  INVESTORS  GROWTH 

<> 

68.0 

21 

8.50 

1.65 

Growth 

33.7 

0.4 

-9 

AMERICAN  LEADERS  A. 

AVG 

148.2 

0 

4.50 

1.01 

Growth/income 

11.7 

4.5 

-3 

' 

AMERICAN  MUTUAL  X 

'ft- 

3308.5 

29 

5.75 

0.59t 

Growth/income 

25.3 

4.7 

-4 

1 

AMERICAN  NATIONAL  GROWTH 

o 

108.1 

10 

8.50 

1,12 

Growth 

24.3 

2.5 

-7 

1 

AMERICAN  NATIONAL  INCOME 

AVG 

69.6 

12 

8.50 

1,18 

Equity/income 

28.1 

3.7 

-5 

AMEV  CAPITAL 

142.8 

28 

4.75 

1.09 

Growth 

38.2 

1.3 

AMEV  FIDUCIARY 

AVG 

33.6 

13 

4.50 

1.42 

Growth 

40.3 

0.7 

-9 

AMEVGROVirTH 

232.0 

22 

4.75 

1.01 

Growth 

42.8 

0.2 

-11 

ANALYTIC  OPTIONED  EQUITY  J. 

106.9 

4 

No  load 

1.09 

Growth/income 

17.8 

3.7 

-4 

API  GROWTH 

34.2 

18 

No  load 

2.66t 

Growth 

15.7 

0.7 

-7 

-■  X 

AXE-HOUGHTON  B 

163.9 

3 

No  load 

1.15t 

Balanced 

20.7 

6.6 

-2 

AXE-HOUGHTON  STOCK 

o 

66.4 

15 

No  load 

1.60t 

Growth 

29.8 

0.7 

-7 

BABSON  ENTERPRISE 

AVG 

86.9 

63 

No  load 

1.24 

Smoll  company 

22,5 

1.4 

-6 

BABSON  GROWTH 

AVG 

273.4 

14 

No  load 

0,86 

Growth 

21.5 

2.2 

-7 

BAILARD  BIEHL  &  KAISER  DIVERSA  (d) 

105.4 

2 

No  load 

1,34 

Balanced 

12.7 

4.0 

-3 

BARON  ASSn 

49.5 

NM 

2.00** 

2,10t 

Small  company 

25.1 

1.0 

-8. 

BARTLETT  CAPITAL  BASIC  VALUE 

109.5 

15 

No  load 

1.18 

Growth/income 

1 1,7 

6.6 

-3. 

BENHAM  GOLD  EQUITIES  INDEX  & 

61.4 

NM 

No  load 

1.00 

Precious  metals 

29.4 

0.0 

6. 

BLANCHARD  PRECIOUS  METALS 

34.7 

NM 

No  load 

3.33t 

Precious  metals 

8.1 

0.4 

3. 

BLANCHARD  STRATEGIC  GROWTH 

253.8 

3 

No  load 

2.29t 

Balanced 

15,7 

3.5 

-2. 

BOSTON  COMPANY  CAPITAL  APPREC. 

648.7 

25 

No  load 

1.33t 

Growth 

24.4 

1.6 

-7. 

BOSTON  COMPANY  SPECIAL  GROWTH  A 

o 

40.1 

16 

No  load 

1.80t 

Growth 

19.3 

1.5 

-11. 

BRANDYWINE 

165.8 

33 

No  load 

1.13 

Growth 

32.9 

0.2 

-8. 

BULL  &  BEAR  CAPITAL  GROWTH 

o 

o 

65.3 

13 

No  load 

2.30t 

Growth 

30.3 

0.0 

-10. 

BULL  &  BEAR  GOLD  INVESTORS 

o 

fx 

46.5 

10 

No  load 

2.46t 

Precious  metals 

19.3 

0.8 

4. 

BURNHAM  (e)  J. 

♦ 

160.8 

-13 

5.00 

1.20 

Growth/income 

22.8 

5.2 

-4. 

CALVERT  SOCIAL  INVEST.  MGD.  GROWTH 

222.0 

28 

4.50 

1.29t 

Balanced 

18.7 

3.1 

-4. 

CALVERT-ARIEL  GROWTH 

179.8 

398 

4.50 

1.26t 

Small  company 

25.1 

1.4 

-7. 

CAPITAL  INCOME  BUILDER 

208.7 

60 

5.75 

l.llt 

Equity/income 

19.9 

4.9 

-3.: 

CARDINAL  J. 

•ft- 

177.9 

36 

8.50 

0.70 

Growth/income 

22.2 

3.6 

-4.; 

CARNEGIE-CAPPIELLO  GROWTH 

AVG 

70.9 

57 

4.50 

1.64t 

Growth 

31.3 

1.4 

-8.1 

CARNEGIE-CAPPIELLO  TOTAL  RETURN 

83.9 

45 

4.50 

1.64t 

Growth/income 

34.4 

4.5 

-7.1 

:i, 

CENTURY  SHARES  A. 

AVG 

150.4 

36 

No  load 

0,87 

Financial 

41,6 

2.5 

-8. 

CIGNA  GROWTH 

187,8 

4 

5.00 

1,00t 

Growth 

28.9 

1.8 

-6.< 

CIGNA  UTILITIES 

58.3 

190 

5.00 

1.06t 

Utilities 

36.1 

4.9 

-8. 

■■i 

CIGNA  VALUE 

76.4 

27 

5.00 

l.OOf 

Growth/income 

31.5 

2.6 

-3.C 

■■■■'d 

CITIBANK  IRA  CIT  BALANCED 

175.0 

9 

No  load 

1.09 

Balanced 

24.0 

0.0 

-3.: 

■■! 

CITIBANK  IRA  CIT  EQUITY 

156.0 

20 

No  load 

1,08 

Growth 

27.1 

0.0 

-6.: 

■■■i 

CLIPPER 

128.4 

50 

No  load 

1.17 

Growth 

22.1 

2.2 

-8." 

COLONIAL 

323.3 

32 

6.75 

0.97t 

Growth/income 

20.0 

4.2 

-5.( 

COLONIAL  ADVANCED  STRATEGIES  GOLD 

82.5 

-2 

6,75 

1.75t 

Precious  metals 

13.1 

0.8 

3.: 

COLONIAL  DIVERSIFIED  INCOME 

o 

499.0 

-21 

6.75 

1.14 

Income 

9.9 

9.0 

-2.: 

COLONIAL  GROWTH  SH  &RES 

AVG 

124.8 

44 

6,75 

1.16T 

Growth 

29.4 

1.5 

-8.C 

COLONIAL  SMAU  STOCK  iNDEX 

43.9 

13 

4.75 

1.69T 

Small  company 

11,8 

0.5 

-6.t 

COLONIAL  UNITED  STATES  EQUITY  INDEX 

34.4 

NM 

4.75 

1.81t 

Growth 

29,2 

1.7 

-6.7 

■-■d 

COLUMBIA  CfOWTH 

AVG 

266.9 

31 

No  load 

0.97 

Growth 

29.1 

2.0 

-5.7 

COLUMBIA  SPECIAL 

95.9 

215 

No  load 

1.29 

Small  company 

31.9 

0.1 

-8.£ 

*  Inclucies  redemption  fee.  **  Includes  deferred  sales  charge,   t  12(b)-l  plan 
(d)  Formerly  BB&K  Diverse  Fund,  (e}  Formerly  Drexel  Bumhom  Fund. 

in  effect.  ? 

Not  currently  accepting  new  accounts  or  deposits,  NA 

—  Not  avoiiable. 

NM  = 

Not  meonir 
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MUTUAI  FUND  SCOREBOAF 


*>RIC  RESULTS  TREND  PORTFOLIO  DATA   RISK         TELEPHONE  V^I^^ 


.NN'L  TOTAL  RET  (%) 

BW  10-YEAR 

TURNOVER 

%  CASH 

P/E 

LARGEST  HOLDING 

TOLL  FREE 

4RS       10  YEARS 

ANALYSIS 

RATIO 

COMPANY                 %  ASSETS 

(800) 

IN-STATE  \^ 

5  14.4 

High 

5 

17.5 

Walt  Disney 

3 

High 

421-5666 

TX 

713  993-0500  \ 

«v  fund,  not  rated 

1    1    [    I  1 
1    1    1    1  1 

NA 

0 

19.4 

Columbia  Gas  System 

5 

343-3355 

MD 

301  657-1500 

?  n.9 

1    1    1    1  1 

Average 

-4 

23.5 

Apache 

4 

Average 

525-2406 

CO 

303  623-6137 

r  4.9 

\    I  [ 

Very  high 

3 

20.4 

Corrington  Laboratories 

7 

Very  high 

243-5353 

CT 

203  531-5000 

?  16.2 

Low 

27 

10.7 

Unisys 

2 

Low 

356-2805 

PA 

412  288-1900 

?  18.1 

Low 

21 

13.3 

Pacific  Telesis  Group 

4 

Low 

421-0180 

CA 

213  486-9200 

7  14.4 

IiLIbLJ 

Average 

9 

15.5 

PepsiCo 

4 

Average 

231-4639 

TX 

409  763-2767 

2  16.0 

*  _ 

Low 

13 

13.6 

Naico  Chemical 

6 

Average 

231-4639 

TX 

409  763-2767 

1  20.1 

Average 

18 

20.8 

Waste  Management 

3 

High 

872-2638 

MN 

612  738-4000 

Average 

12 

22.6 

Waste  Management 

4 

High 

872-2638 

MN 

612  738-4000 

D  20.1 

Average 

9 

25.0 

Waste  Management 

3 

High 

872-2638 

MN 

612  738-4000 

3  12.7 

1  1  1 

Average 

6 

14.7 

IBM 

4 

Very  low 

CA 

714  833-0294 

w  fund,  not  rated 

[[III 
1  M  U 

High 

1 

11.0 

Inland  Steel  Industries 

5 

868-6060 

VA 

804  846-1361 

3  14.1 

Very  high 

-1 

12.2 

AT&T 

2 

Low 

366-0444 

NY 

914  333-5200 

D  11.8 

Very  high 

26 

20.2 

Lin  Broadcasting 

5 

Very  high 

366-0444 

NY 

914  333-5200 

Very  low 

7 

16.6 

Airborne  Freight 

2 

Average 

422-2766 

MO 

816  471-5200 

5  13.7 

Low 

5 

15.2 

Johnson  &  Johnson 

2 

Average 

422-2766 

MO 

816  471-5200 

w  fund,  not  rated 

1  I  1  I  I 
M  1  U 

High 

6 

NA 

Fed.  Realty  Invest.  Trust 

1 

882-8383 

CA 

415  571-6002 

w  fund,  not  rated 

1     1  1 

1  M  ■ 

High 

29 

18.5 

Castle  &  Cooke 

6 

992-2766 

NY 

212  759-7700 

1 

1  1  1  1  1 

Average 

4 

12.4 

IBM 

3 

Very  low 

543-0863 

OH 

513  621-0066 

w  fund,  not  rated 

1  1  1  1  1 

NA 

3 

NA 

Newmont  Gold 

19 

321-8321 

CA 

415  965-8300 

w  fund,  not  rated 

1  1  1  1  1 
Mill 

Average 

23 

39.9 

Corona 

5 

922-7771 

NY 

212  779-7979 

w  fund,  not  rated 

1  1  1  1  1 

1  1  1  U 

Average 

12 

14.1 

RWE 

1 

922-7771 

NY 

212  779-7979 

8  16.4 

Low 

13 

13.5 

Loews 

3 

Low 

225-5267 

MA 

800  225-5267 

0 

I  ^  1  1 

Very  high 

7 

18.0 

Allegheny  Ludlum 

5 

High 

225-5267 

MA 

800  225-5267 

w  fund,  not  rated 

1  1  1  U 

High 

10 

16.3 

Nike 

6 

338-1579 

DE 

302  656-6200 

4  12.0 

[     1      1      1  1 

Very  high 

2 

22.2 

MCI  Communications 

3 

High 

847-4200 

NY 

212  363-1100 

3  5.8 

Average 

9 

NA 

Teck 

4 

Very  high 

847-4200 

NY 

212  363-1100 

8  16.3 

Average 

17 

17.4 

PocifiCorp 

4 

Very  low 

223-4522 

NY 

212  483-1461 

7 

1  1  ^tmm 

Low 

8 

17.1 

Bell  Atlantic 

2 

Very  low 

368-2748 

MD 

301  951-4820 

w  fund,  not  rated 

1  II  ■ 

Very  low 

22 

15.7 

Clorox 

5 

368-2748 

MD 

301  951-4820 

■w  fund,  not  rated 

1  1  1  I  1 
1  1  1  1  1 

Very  low 

20 

13.7 

Pacific  Telesis  Group 

3 

421-0180 

CA 

213  486-9200 

4  16.7 

Very  low 

16 

12.5 

Philip  Morris 

4 

Low 

848-7734 

OH 

614  464-6852 

4 

1     I  1 
III™ 

Average 

8 

15.6 

Philip  Morris 

7 

Average 

321-2322 

OH 

216  781-4440 

•w  fund,  not  rated 

1     1     I  Hi 
1     1     1  ■ 

Low 

20 

15.1 

Tosco 

9 

321-2322 

OH 

216  781-4440 

7  16.7 

Very  low 

5 

11. 6 

General  Re 

8 

Average 

321-1928 

MA 

617  482-3060 

2  14.4 

Average 

4 

15.6 

Mobil 

2 

Average 

562-4462 

MA 

413  784-0100 

■w  fund,  not  rated 

1     1     1     1  1 
1     1     1     1  1 

High 

1 

14.7 

Pinnacle  West  Capital 

5 

562-4462 

MA 

413  784-0100 

!w  fund,  not  rated 

1     1     1  ■ 

High 

7 

15.3 

Tenneco 

4 

562-4462 

MA 

413  784-0100 

!W  fund,  not  rated 

1     1     1     1  1 

1  1  1  u 

Average 

35 

15.3 

IBM 

2 

522-5212 

NY 

212  736-8990 

!w  fund,  not  rated 

1  1  1  u 

Low 

12 

15.0 

IBM 

2 

522-5212 

NY 

212  736-8990 

.7 

1    1    L  JM 

1  1  kiJ 

Low 

9 

14.5 

Philip  Morris 

8 

Low 

776-5033 

CA 

213  278-5033 

.4  15.8 

Low 

8 

12.8 

Shaw  Industries 

1 

Low 

248-2828 

MA 

617  426-3750 

:w  fund,  not  rated 

1  1  1  1  1 

1  1  1  u 

Very  low 

0 

34.1 

Echo  Bay  Mines 

6 

248-2828 

MA 

617  426-3750 

.9  11.1 

1    1    1    1  1 

Average 

5 

15.1 

Sonat 

1 

Low 

248-2828 

MA 

617  426-3750 

.6  16.5 

High 

5 

13.9 

American  Int'l.  Group 

4 

Average 

248-2828 

MA 

617  426-3750 

;w  fund,  not  rated 

1  1  1  u 

Low 

2 

15.7 

Korea  Fund 

3 

248-2828 

MA 

617  426-3750 

5w  fund,  not  rated 

1  1  1  u 

Very  low 

1 

14.7 

Exxon 

3 

MA 

617  426-3750 

.3  18.0 

High 

13 

18.9 

Burlington  Resources 

2 

Average 

547-1037 

OR 

503  222-3600 

ew  fund,  not  rated 

1  M  H 

High 

4 

18.4 

Mylan  Laboratories 

3 

547-1037 

OR 

503  222-3600 

See  poqes  78-79  for  an  explanation  of  BW  Rating,  Trend  an 

d  other  terms 
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U  T  U  A  L    FUN  I 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

/o  ^_r10. 

SALES 

tArtlNoC 

1989 

JAN. 

$  MIL. 

1988-89 

CHARGE  1%1 

RATIO  (%] 

TOTAL  RET.  1%) 

YIELD 

TOTAL  R 

'im 

;,  1(1*1 
Ijjj.nol 
(juj.not 
l.«d,iiot 
]', 
1 

COMMON  SENSI  GROWTH  & 

774.4 

50 

8.50 

1.63 

Growth 

28.0 

1.5 

-6. 

COMMON  SENSE  GROWTH  &  INCOME 

310.5 

80 

8.50 

1.39 

Growth/income 

27.2 

2.5 

-7. 

COMMONWEALTH  BAUNCED 

46.8 

NAA 

7.50 

0.75 

Balanced 

1.1 

-3. 

COMPOSITE  BOND  &  STOCK 

AVG 

72.2 

5 

4.00 

1.12t 

Balanced 

12.3 

5.6 

-3. 

COMPOSITE  GROWTH 

AVG 

72.0 

7 

4.00 

1.06t 

Growth 

12.1 

4.0 

-4. 

COUNSELLORS  CAPITAL  APPRECIATION  A 

57.8 

84 

No  load 

1.10 

Growth 

26.8 

3.1 

-7. 

COUNTRY  CAPITAL  GROWTH 

AVG 

79.0 

15 

3.00 

0.93 

Growth 

26.2 

3.6 

-3. 

COWEN  INCOME  &  GROWTH 

46.6 

54 

4.85 

2.05t 

Equity/income 

23.6 

4.1 

-4. 

DEAN  WinER  AMERICAN  VALUE 

AVG 

91.2 

2 

5.00** 

1.66t 

Growth 

25.4 

2.0 

-6. 

DEAN  WinER  DEVELOPING  GROWTH 

o 

82.9 

-14 

5.00** 

1.89t 

Small  company 

15.0 

0.5 

-11. 

DEAN  WIHER  DIVIDEND  GROWTH 

# 

2780.7 

61 

5.00** 

1.38t 

Growth/income 

31.5 

3.1 

-6. 

DEAN  WIHER  MAHAGED  ASSHS 

288.2 

NM 

5.00** 

0.82t 

Balanced 

9.5 

7.1 

-1. 

DEAN  WIHER  NATURAL  RES.  DEV. 

AVG 

152.6 

11 

5.00** 

1.82t 

Natural  resources 

31.6 

2.6 

-4.: 

DEAN  WIHER  OPTION  INCOME 

213.0 

-19 

5.00** 

1.99t 

Option/income 

20.2 

5.9 

-6.1 

inim 

DEANWIHER  STRATEGIST 

89.2 

NM 

5.00** 

1.02t 

Balanced 

22.8 

3.8 

-5., 

DEANWIHER  UTILITIES 

1129.4 

149 

5.00** 

1.68t 

Utilities 

24.5 

5.5 

-5.: 

ikiK 

DEAN  WIHER  VALUE  MARKET  EQ. 

135.3 

177 

5.00** 

1.90t 

Growth/income 

23.4 

1.6 

-7.: 

U.no 

DEAN  WIHER  WORLD  WIDE  INVESTMENT 

# 

321.3 

2 

5.00** 

2.18t 

International 

16.5 

1.4 

-2. 

Bud,  no 

DELAWARE  GROUP  DECATUR  1 

AVG 

1892.3 

25 

8.50 

0.73 

Equity/income 

21.5 

5.5 

-5.; 

DELAWARE  GROUP  DECATUR  II 

335.2 

64 

4.75 

1.28t 

Equity /income 

26.6 

4.4 

-6.; 

DELAWARE  GROUP  DEUWARE 

o 

384.5 

26 

6.75 

0.76 

Balanced 

25.6 

4.6 

-4.5 

t  '.i  ■ 

DELAWARE  GROUP  DELCAP  COHCEPT 1 

136.0 

28 

4.75 

1.39t 

Growth 

33.9 

0.9 

-7.: 

DELAWARE  GROUP  TREND 

79.5 

46 

8.50 

1.30 

Maximum  growth 

49.7 

0.4 

-10./ 

DODGE  &  COX  BALANCED  A 

51.0 

31 

No  load 

0.73 

Balanced 

23.0 

4.7 

-4.2 

DODGE  &  COX  STOCK  A 

125.2 

53 

No  load 

0.65 

Growth/income 

26.9 

2.8 

-5.-: 

DR  BALANCED 

29.4 

NM 

No  load 

1.30 

Balanced 

1.8 

-2.A 

DR  EQUITY 

59.2 

75 

No  load 

1.10 

Growth/income 

17.9 

3.6 

-3.7 

DR  EUROPEAN  EQUITY  (f) 

31.0 

-64 

No  load 

3.05 

International 

26.8 

12.9 

-0.3 

DREYFUS 

2536.0 

12 

No  load 

0.77 

Growth/income 

23.5 

4.7 

-5.7 

ifcid.fl 

DREYFUS  CAPITAL  VALUE 

746.8 

48 

4.50 

1.25t 

Balanced 

25.3 

5.8 

-4.4 

DREYFUS  GROWTH  OPPORTUHITY  & 

AVG 

578.6 

2 

No  load 

1.04 

Growth 

14.8 

4.2 

-4.6 

DREYFUS  LEVERAGE 

# 

479.0 

5 

4.50 

1.58 

Maximum  growth 

20.4 

4.5 

-6.0 

DREYFUS  NEW  LEADERS 

195.9 

75 

No  load 

1.50t 

Small  company 

31.3 

1.3 

-9.5 

DREYFUS  STRATEGIC  AGGRESSIVE  INVSTG. 

109.3 

-31 

3.00 

1.98t 

Maximum  growth 

14.2 

0.0 

-7.9 

'•.id, 

DREYFUS  STRATEGIC  INVESTIHG 

110.4 

10 

4.50 

2.09t 

Growth 

32.3 

1.1 

-5.9 

DREYFUS  THIRD  CEHTURY 

AVG 

181.4 

10 

No  load 

1.04 

Growth 

17.3 

2.7 

0.9 

•'ond, 

EATON  VANCE  GROWTH 

AVG 

92.1 

15 

4.75 

0.98t 

Growth 

30.3 

0.9 

-6.8 

EATON  VAHCE  INVESTORS 

213.5 

5 

4.75 

0.95t 

Balanced 

20.8 

5.3 

-4.5 

EATON  VANCE  SPECIAL  EQUITIES 

o 

o 

53.5 

56 

4.75 

1.25 

Growth 

23.6 

0.0 

-7.8 

EATON  VANCE  STOCK  (g| 

AVG 

89.9 

17 

4.75 

0.91 

Growth/income 

28.9 

3.2 

-6.2 

EATON  VANCE  TOTAL  RHURN 

AVG 

535.8 

13 

4.75 

1.27t 

Growth/income 

33.5 

5.5 

-6.2 

ECLIPSE  FINANCIAL  ASSET  EQUITY 

200.0 

25 

No  load 

1.11 

Small  company 

16.4 

2.4 

-4.9 

ENTERPRISE  GROWTH  &  INCOME 

32.1 

215 

4.75 

2.50t 

Growth/income 

17.6 

2.5 

-5.2 

•■.»d, 

ENTERPRISE  GROWTH  X 

o 

54.3 

34 

4.75 

2.50t 

Growth 

23.1 

0.2 

-5.1 

«'j«d 

EQUITECSIEBEl  AGGRESSIVE  GROWTH 

35.9 

-11 

5.00** 

2.34t 

Maximum  growth 

15.5 

0.5 

-5.0 

EQUITEC  SIEBEL  TOTAL  RETURN 

129.9 

-6 

5.00** 

2.02t 

Growth/income 

18.4 

3.5 

-3.0 

'•..:id 

EQUITY  STRATEGIES 

52.0 

-5 

No  load:t 

1.14 

Maximum  growth 

20.5 

5.0 

-7.5 

V'jBd 

EUROPACIFIC  GROWTH 

# 

#  # 

405.2 

94 

5.75 

1.30t 

International 

24.2 

1.8 

-0.9 

*  .Id 

EVERGREEN 

AVG 

792  4 

12 

No  load 

1.11 

Small  company 

15.0 

2.8 

-9.3 

) 

EVERGREEN  TOTAL  RETURN 

1367.0 

5 

No  load 

1.01 

Growth/income 

16.8 

5.8 

-4.7 

*  Includes  redemption  fee.  **  Includes  deferred  sales 
(f)  Formerly  France  Fund,  (g)  Formerly  Eaton  &  Howa 

charge, 
d  Stock  F 

t  12(b)-l  plan 
und. 

in  effect,  t  Not 

currently  accepting  new  accounts  or  deposits.  NA 

=  Not  available. 

NM  = 

Not  meonini 

oo  Di  iciMCCC  \A/ccL' /CTCDDi  I A  D V  m  1  non 
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IRIC  RESULTS 


JN'L  TOTAL  RET  (%) 
RS       10  YEARS 


TREND 

BW  10- YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER 


CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


'  fund,  not  rated 
I  fund,  not  rated 
'  fund,  not  roted 
13.1 
15.0 


High 

Low 
Average 
Average 

Low 


19 
6 
12 


16.4 
14.8 
12.2 
13.1 
12.9 


Du  Pont 

Amoco 

Alcoa 

Philips 

Philips 


Very  low 
Low 


/  fund,  net  rated 

14.7 
/  fund,  not  rated 


Low 
Average 

Low 
Very  high 
Average 


19 
21 
3 

-1 
3 


15.5 
15.3 
13.2 
15.3 
19.7 


Blue  Arrow 
Pfizer 
Nynex 
Gillette 

V^aste  Management 


Average 

Average 
High 


888-6878 

221-5616 
869-3863 
869-3863 


NY 
IL 
NY 
NY 
NY 


212  878- 
309  557- 
212  495- 
212  392 
212  392- 


0600 
2444 
6000 
2550 
2550 


/  fund,  not  rated 

/  fund,  not  rated 
^  fund,  not  rated 


Very  low  4  14.5  Centel  2  Low             869-3863  NY  212  392-2550 

Very  high  57  14.3  SmithKline  Beecham  2  869-3863  NY  212  392-2550 

Very  low  3  15.4  Royal  Dutch  Petroleum  5  Average          869-3863  NY  212  392-2550 

Very  low  2  14.7  Sherwin  Williams  2  869-3863  NY  212  392-2550 

Average  8  16.1  Exxon  2  869-3863  NY  212  392-2550 


V  fund,  not  rated            I    I    I    I  H               Low  11  13.1  Pacific  Telesis  Group  2 

V  fund,  not  rated             I    I    I    I    I            Very  low  4  15.1  Salomon  4 

Average  7  16.1  Fuji  Machine  1 

17.7       gmmi  ^  ^ 

not  rated            CHZmi            Average  10  13.7  Texaco  4 


■  fund, 


Low 
Low 


869-3863 
869-3863 
869-3863 
523-4640 
523-4640 


NY 
NY 
NY 
PA 
PA 


212  392 
212  392- 
212  392 
215  988- 
215  988- 


2550 
2550 
2550 
1333 
1333 


'  fund 


16.8 
not  rated 
18.2 
15.5 
18.8 


High  2  14.4  Bristol-Myers  Squibb  2  Average  523-4640         PA  215  988-1333 

Low  26  20.0  Holiday  3  523-4640  PA  215  988-1333 

Average  27  18.6  Nelson  Holding  Infl.  2  Very  high  523-4640         PA  215  988-1333 

Very  low  6  13.9  Deere  2  Very  low  CA  415  981-1710 

Very  low  9  14.7  Dayton-Hudson  3  Averoge  CA  415  981-1710 


M  fund, 
M  fund, 
H  fund. 


'  fund. 


not  rated 
not  rated 
not  rated 

15.2 
not  rated 


NA 
Average 

NA 
Very  high 

Low 


22 
27 
36 
12 
4 


14.1 
13.9 
NA 
15.1 
15.4 


Westinghouse 
Caterpillar 
Dynaction 
Eli  Lilly 
Tenneco 


Low 


356-6454 
356-6454 
356-6454 
645-6561 
648-9048 


NY 
NY 
NY 
NY 
NY 


212  906- 
212  906- 
212  906- 
718  895- 
718  895- 


7658 
7658 
7658 
1206 
1206 


'  fund, 
'  fund, 
'  fund. 


13.0 

15.0 
not  rated 
not  rated 
not  rated 


Average 

High 

High 
Very  high 
Very  high 


27 
5 
18 
-2 
9 


13.2 
15.7 
17.6 
18.6 
17.9 


Roumo  Repolo 
Eli  Lilly 

Calgon  Carbon 
Procter  &  Gamble 
Calgon  Carbon 


Low 
Low 


645-6561 
648-9048 
645-6561 
648-9048 
648-9048 


NY 
NY 
NY 
NY 
NY 


718  895- 
718  895- 
718  895- 
718  895- 
718  895- 


1206 
1206 
1206 
1347 
1347 


12.4 
16.0 
14.4 
13.5 
15.3 


Average 
Average 
Average 

Low 
Very  low 


32 
11 
12 
6 
9 


14.4 
17.2 
13.5 
18.7 
14.2 


Astro 
PepsiCo 
General  Re 
Circus  Circus  Ent. 
Procter  &  Gamble 


Low 
Average 
Very  low 

High 

Low 


645-6561 
225-6265 
225-6265 
225-6265 
225-6265 


NY 
MA 
MA 
MA 
MA 


718  895- 
617  482- 
617  482- 
617  482- 
617  482- 


1206 
8260 
8260 
8260 
8260 


'  fund, 
'  fund, 

'  fund. 


not  rated 
not  rated 

16.9 
not  rated 


Low  -1  14.7  GTE  4  Averoge          225-6265  MA  617  482-8260 

Low  2  14.1  Consolidated  Rail  2  872-2710  GA  404  631-0414 

Very  low  19  13.3  IBM  3  432-4320  GA  404  396-8118 

Averoge  2  16.6  Dover  4  Average          432-4320  GA  404  396-8118 

High  13  15.0  Stewart  &  Stevenson  4  869-8008  CA  415  430-9900 


'  fund, 
'  fund. 


not  rated 
not  rated 


16.9 
17.5 


Average 
Very  low 

Low 
Average 
Average 


10 
0 
26 


14.9 
30.2 
NA 
15.3 
14.1 


Wilmington  Trust 
Nabors  Industries 
Colonio  Versicherung 
Merck 
Enron 


5 
56 
3 
2 
4 


Low 
Average 
Low 


869-8008 

421-0180 
235-0064 
235-0064 


CA 
NY 
CA 
NY 
NY 


415  430- 

212  888- 

213  486 
914  694- 
914  694- 


9900 
6685 
9200 
2020 
2020 


See  paqes  78-79  for  an  explanation  of  BW  Rating,  Trend  and  other  terms 
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Mitel 
on  the  Move- 
a  M^'or  Fbm 

for  the 

'90s. 
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■Dai 
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I  For  15  years,  Mitel  Corporation  has  been  one  of  the  world's  leading  suppliers  of 

communications  systems.  We've  prided  ourselves  on  our  reputation  as  a  "quiet  giant" 
in  the  telecommunications  industry. 

As  we  leave  the  '8()s  behind,  we  are  preparing  to  say  goodbye  to  our  association 
with  British  Telecom.  We  are  entering  a  new  decade  and  a  new  era— Mitel  is  on  the  Move! 
During  our  four-year  relationship  with  British  Telecom,  we  have  strengthened  our 
position  as  a  worldwide  supplier  of  communications  systems.  Mitel  is  poised  to  be 
a  major  force  in  the  199()s.  Here  are  just  a  few  of  the  reasons  why: 

•  Mitel  has  sold  more  PBX  telecommunications  systems  worldwide  than  any  other 
I      supplier-including  AT&T! 

•  In  the  United  States  and  Canada,  Mitel  is  the  market  leader  in  the  under- lUO-line 
market. 

•  Mitel,  with  worldwide  manufacturing  facilities,  is  the  only  North  American, 
non-European  telecommunications  equipment  supplier  with  a  major  share  of  the 
growing  European  market. 

•  Mitel  is  now  virtually  debt-free,  with  over  $80  million  in  the  bank,  and  we  continue 
to  invest  significantly  in  research  and  development  in  order  to  maintain  our  leading 
edge  position. 

•  Mitel  is  the  only  profitable  PBX  equipment  supplier  in  the  United  States.* 

•  Mitel  is  the  first  North  American  telecommunications  systems  supplier  to  receive 
the  prestigious  9002  quality  registration  granted  by  the  International  Standards 
Organization  in  Geneva,  Switzerland. 

•  Mitel  has  the  strongest  dedicated  dealer  network  in  the  United  States,  with  nearly 
2,000  dealers  nationwide. 

•  And  perhaps  most  important  of  all,  a  recent  independent  customer  satisfaction  survey 
AGAIN  found  Mitel  to  be  the  highest  rated  telecommunications  equipment  supplier 
in  America**  and  the  United  Kingdom.*** 

The  momentum  and  strength  of  our  first  15  years  has  established  Mitel  as 
a  major  force  for  the  '90s.  As  we  leave  one  era  and  begin  another-Mitel  is  on  the  Move! 


John  E.  Jarvis 
President  &  CEO 
Mitel  Corporation 


*Eastern  Management  Group 
**Data  Pro 

*'miat  to  Buy  for  Business  1989  study 


MITEL 


U  T  U  A  L  F 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

{0. 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1989 

JAK 

$  MIL. 

]  988-89 

RATIO  (%) 

TOTAL  RET  (%) 

YIELD 

TOTAI 

:;irAl 

niEDADEEII  UAIIIC  TIUIU^ 

eVeKwKeeII  value  f  imilb 

3 1 .5 

32 

No  load 

1.56 

Growth/income 

25.4 

4,1 

EXPIARER 

s\ 

\^ 

258  2 

_2 

No  loQcJ^ 

0.58 

Small  company 

9.4 

1.2 

■2,0 

FVPUkPEP  II 

EArlVnEH  II 

84  2 

1  A 

No  lood 

0.69 

Small  company 

17.4 

0.9 

_ 

FAIRMONT 

\^ 

42.5 

-34 

No  lood 

1.34 

^^rowth 

6.8 

1.3 

FBI  GPOWTH  COMMON  STOCK 

NX 

NX 

1 

1.56t 

Growth 

13.7 

0.0 

— 

H 

rtVBKATED  9TUUI 

508. 1 

—  18 

No  load 

0.95 

Growth/income 

13.1 

3,0 

FEDEBATEn  CTOfK  £  BOND 

O/  .7 

—4 

No  load 

1.00 

Balanced 

12.5 

6,0 

U, 

FFNIMORE  INTERNATIONAL  EOUITV 
B  KmifivnE  in  ■  ehrmi  ivume  e^wi  ■  ■ 

52  0 

5  00 

2.39t 

international 

31.9 

0,7 

not  ID 

FIDELITY 

AVG 

1 085  5 

2 1 

No  load 

0.63 

Growth/ income 

28.7 

3,6 

17. 

FIDELITY  ASSET  MANAGER 

299.7 

NM 

No  load 

1.54 

BolancecJ 

15.6 

3,4 

tlli  JOllt 

EiHEi  iTV  PAi  Aurcn 
FIDeLITT  tSALANCtll 

196.3 

59 

2.00 

1.13 

Balanced 

19.5 

8,6 

lid  iqI  f 

IIDELITY  BLUE  f  HIP  GROWTH 

64  3 

68 

1.56 

Growth 

36.2 

0,8 



FIDELITY  CAPITAL  APPREriATION 

2252.5 

43 

3  00* 

1.23 

AAaximum  Qrowth 

26.9 

1,3 

_ 

100,  PC 

FIDELITY  CONTRAFUND 

AVG 

296  6 

1 82 

No  lood 

0.79 

Growth 

43.3 

1,4 

FIDELITY  DESTINY  1 

AVG 

1 753  3 

22 

8.98 

0.60 

Growth 

25.7 

2,6 

- — 

FIDELITY  DESTINY  II 

1 78.9 

78 

8.98 

0,97 

Growth 

26.4 

1,6 

W,  no!  1 

FIDELITY  DIVIPLIHED  EOUITY 

rlVEEl  1  1  VU^lrEIIIEV  E^WI  1  i 

1 1 2.2 

NM 

3  00 

1.98 

Growth 

37.8 

1,0 

_■ 

FIDELITY  EOUITY- IHfDME  A. 

r IWEEI 1  ■  E^UI  I  ■'"■ilWIflE 

AVG 

5037  7 

24 

2  00 

0.68 

Ec^uity/ income 

18.7 

6,2 

— ( 

19 

FIDELITY  EUROPE 

rlWELI  1  I  EWnwrC 

222  7 

9  1  A 

o.uu 

1.89 

International 

32.3 

1,1 

tmij  not 

FIDELITY  FREEDOM 

riWELI  1  I  rilEEVVin 

AVG 

1 499  0 

9T 

No  load 

0.83 

Growth 

30.4 

2.4 

FIDELITY  GROWTH  &  INCOME 

1 532.5 

34 

2.00 

0.89 

Growth/income 

29.6 

4,1 

'jpd,  not 

FIDELITY  GROWTH  f  OMPAHY 
n VEEi  1  1  unvvw  ■  n  wnirHii  i 

AVG 

298  7 

1  1  A 
1  1  o 

3  00 

0.79 

Growth 

41,6 

0,7 

FIDELITY  IHTL  GROWTH  SL  INfOME 

rl VELI 1  I  in  1  L*  VRVVv  1  IB  V  inWnlE 

oo.u 

7 

z.uu 

1.86 

International 

19.1 

1,2 

lifid  not 

FIDELITY  MAGELLAN  J. 

nVEEII  1  IfflMVEEEMn 

1 2699  6 

42 

o.uu 

1.01 

Growth 

34,6 

1,9 

2 

FIDELITY  OTC 

riWEEl  1  1  Vl^ 

/  JU.  J 

1.32 

Small  company 

30.4 

2.3 

FIDELITY  OVERSEAS 

1010.4 

-9 

3.00 

1.11 

International 

16,9 

1.0 

FIDELITY  PAriFir  BASIN 

112  4 

9^ 

1.41 

International 

1 1,4 

0,1 

fciid  no' 

FIDELITY  PURITAN 

A. 

1 

9  nn 

0.64 

Balanced 

19,6 

7.0 

1 

FIDELITY  REAL  ESTATE  INVESTMENT 

riWELI  1  1  HEME  E^IMI  E  IIIVE^I  Ml  EH  1 

1  7 
—  1  / 

9  nn 

1.48 

Specialty 

13,8 

5.6 

— i 

tUfld  rlO' 

FIDELITY  SELEf T  AMERICAN  GOLD  fh\ 

rlVELIII  ^ELE^I  MlflEnlUin  VwLi#  (n; 

TA 
OO 

T  nn* 

** 

2.03 

Precious  metals 

22.0 

0,0 

CinEI  ITV  CCI  E^T  DIATE^iiUAl  A^V  /'\  O 

rlDELITT  Select  BIOTECH NOIiOvT  (i)  ^ 

69.7 

75 

3.00* 

** 

2.21 

Health  core 

43.9 

0,0 

—7 

Ind,  no 

FIDELITY  SELECT  CHEMICALS  IW 

■  iVEEII  1  «tEEE^  1  VI1ElffllVMk9  \\l 

90  T 

A'^ 

3.00* 

** 

2.24 

Speciolty 

17,3 

0,6 

-7 

llPcl  RO 

FIDELITY  SELECT  ELECTRIC  UTILITIES  (L\ 

riVELIII  JELE^I  EEEV  1  niV  U  1 ILI  ■  lEJ  IK/ 

"^A  1 
O^.  1 

1  TP 

nn* 

** 

2.52 

1  Itilitioc 
UTIllTieS 

28,2 

1,9 

_^ 

FIDELITY  SELECT  ENERGY  i\\  XL 

rlWEEII  I  JEEE^I  EIIEnVI  [ij 

on  '^ 

91 

7  nn* 

** 

1.77 

Natural  resources 

42.8 

0.4 

—4 

FIDFI ITY  SFI FCT  FNFRGV  SERVICE  (m^  X) 

rlWELII  1  MLE^I  EilEnUi  AEKVIVE  [m) 

/u.y 

1  yin 

0  nn* 

2.53 

Natural  resources 

59.4 

0.0 

— C 

fli'd,  flC 

ElffkEI  ITV  CEI  E^T  EUlf  IBAU    Ctl^C    /  k 

rlDELITT  SELECT  ENVIRON.  SVCS.  (n) 

79.3 

NM 

3.00* 

** 

2.97 

Specialty 

0.1 

-8 

fofio.no 

FIDELITY  SELECT  HFAITH  CARE  fr^l  A 

rll/EEII  I  JEEC^I  nEHLIII  VMHE  \0} 

AVG 

9*5 
Z  J 

1  nn* 
o.uu 

** 

1.41 

Health  core 

42.5 

0.3 

— J 

FIDELITY  SELECT  LEISURE  (p)  & 

AVG 

'^O  A 

oy.o 

1  1 
—  1  1 

1  nn* 
o.uu 

1.73 

Specialty 

31.2 

0,2 

19 
—  1  z 

FIDELITY  SELECT  MEDICAL  DELIVERY  |q) 

^7  A 
J/  .0 

07>4 

1  nn* 
o.uu 

2.48 

Health  care 

58,0 

0,4 

—  1  *i 

FIDELITY  SELECT  PREC.  META15/MIN.  (r) 

o 

97 
Z/ 

1  nn* 
o.uu 

** 

1.88 

Precious  metals 

32,2 

1 .2 

p 
o 

FIDELITY  SELECT  TECHNOLOGY  (s) 

71.0 

-52 

3.00* 

** 

1.86 

Technology 

17.0 

0.0 

-2 

■ — 

FIDELITY  SELECT  TELECOMMUNICATIONS  (t) 

114./ 

1  *\0 

9  nn* 
o.uu 

** 

2.12 

UTIIITieS 

50.9 

0.4 

in 

—  1  u 

FIDELITY  SELECT  UTILITIES  u) 

A, 

V 

QA 
C50 

9  nn* 
o.uu 

** 

1.21 

utilities 

39.0 

2.3 

A 

FIDELITY  SPECIAL  SITUA'c^ONS  PLYMOUTH 

on  y1  A 

1  4 

4.UU 

1.51t 

Growth 

32.6 

2,8 

— O 

1,- 

FIDELITY  TREND 

o 

QOO  A 
OOO-O 

OA 
ZO 

No  load 

0.50 

Growth 

31,7 

1.3 

Q 

— O 

FIDELITY  U.  S.  EQUITY  INDEX 

328.0 

NM 

No  load 

0.28 

Growth/income 

31,5 

3.1 

-6 

FIDELITY  UTILITIES  INCOME  & 

165.7 

28 

2.00 

1.04 

Utilities 

25,9 

5,9 

-5 

FIDELITY  VALUE 

o 

152.0 

22 

No  load 

1.13 

Growth 

23,0 

0.9 

-9 

FIDUCIARY  CAPITAL  GROWTH 

o 

O 

33.6 

-17 

No  load 

1.30 

Growth 

17,9 

1,1 

-7 

FINANCIAL  DYNAMICS  A 

o 

O 

94.0 

2 

No  load 

0.98 

Maximum  growth 

22,7 

1,4 

-6 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  f 
(h)  through  [uj  .75%  redemption  fee  within  30  days  of  purchose. 


I2(b}-1  plan  in  effect.  X        currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  —  Not  mean 


IC  RESULTS 

n  TOTAL  RET.  (%) 
5       10  YEARS 


TREND 

BW  10  YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER 


"„  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


und,  not  rated 

12.0 
und,  not  rated 

9.7 


Average  14  13.9  Great  Lakes  Chemical  3 

Very  low  11  16.3  Banctec  2  High 

Average  10  16.6  Quick  &  Reilly  Group  3 

High  10  11.8  The  Limited  8  High 

Very  high  65  10.3  Applied  Materials  6  Average 


14.3 
und,  not  rated 

17.4 
und,  not  rated 


Low 

Low 
Average 
Very  high 
Very  high 


5 
15 
13 

9 
27 


10.4 
10.9 
NA 
15.1 
14.7 


Unisys 
Unisys 

Cristaleria  Espanola 

GTE 

Intel 


Average 
Very  low 

Average 


245-5000 
245-5000 
223-4522 
544-6666 
544-6666 


PA 
PA 
NY 
MA 
MA 


412  288 
412  288- 
212  483 
617  523- 
617  523 


1900 
1900 
1461 
1919 
1919 


und,  not  rated 
und,  not  rated 
■und,  not  rated 
15.7 
20.1 


Very  high 
Average 
Average 
Very  high 
Average 


5 
6 
5 
19 
7 


13.7 
18.9 
14,3 
13.3 
14.0 


Travelers 
IBM 

CMS  Energy 

Entergy 

FNMA 


Average 
High 


544-6666 
544-6666 
544-6666 
544-6666 
544-7777 


MA 
MA 
MA 
MA 
MA 


617  523 
617  523 
617  523- 
617  523- 
617  523- 


1919 
1919 
1919 
1919 
1919 


'und,  not  rated 
tund,  not  rated 

19.2 
fund,  not  rated 


High 
Very  low 
Average 
High 
High 


1 

3 
6 
20 
6 


15.3 
11.9 
1 1.6 
NA 
13.5 


FNMA 

American  Home  Prod. 

IBM 

Bass 

Polypeck  International 


Low 


Average 


544-7777 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523- 
617  523- 
617  523- 
617  523- 
617  523- 


1919 
1919 
1919 
1919 
1919 


fund,  not  rated 

fund,  not  rated 
28.5 


High  10  14.3  IBM  2  544-6666  MA  617  523-1919 

Very  high  21  17.7  Apple  Computer  4  High            544-6666  MA  617  523-1919 

High  12  NA  Banco  Popular  Espanol  1  544-6666  MA  617  523-1919 

Average  10  15.2  FNMA  4  Average          544-6666  MA  617  523-1919 

High  11  14.2  Tele-Communications  3  Average          544-6666  MA  617  523-1919 


I    I    "    I              High  4  NA  Peugeot                        2  Average  544-6666  MA  617  523-1919 

fund,  not  rated            I    I    I    1—1              High  5  NA  Singapore  Airlines           3  544-6666  MA  617  523-1919 

17.9               HI^B  Average  9  13.5  Citicorp                        2  Very  low          544-6666  MA  617  523-1919 

fund,  not  rated            I    I    I  I— I  Average  13  17.8  Fed.  Realty  Invest.  Trust    6  544-6666  MA  617  523-1919 

fund,  not  rated            I    I    I  I— I  Average  3  29.2  Corona                       10  544-6666  MA  617  523-1919 


fund,  not  rated 
fund,  not  rated 
fund,  not  rated 

fund,  not  rated 


Average 

High 

High 
Very  high 
Average 


15 
3 
3 

21 
4 


21.6 
12.5 
11.9 
16.4 
32.2 


Amgen 
Monsanto 
CMS  Energy 
Amoco 
Schlumberger 


Average 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523- 
617  523- 
617  523- 
617  523- 
617  523- 


1919 
1919 
1919 
1919 
1919 


fund,  not  rated 


fund,  not  rated 


NA 

High 
Very  high 

High 
Average 


27 
27 
5 


NA 
20.5 
17.5 
22.1 
29.7 


Laidlow  Transport. 
Warner-Lambert 
Racol  Telecom 
Nat'l  Medical  Ent. 
American  Barrick  Res. 


NA 
5 
4 


High 
High 


8        Very  high 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523- 
617  523- 
617  523- 
617  523- 
617  523- 


1919 
1919 
1919 
1919 
1919 


fund,  not  rated 

■  fund,  not  rated 
14.4 


Very  high 
Very  high 
Average 

High 
Average 


10 
17 
5 
3 
3 


16.8 
17.9 
14.6 
15.3 
14.6 


Compaq  Computer 

AT&T 

Entergy 

Entergy 

CMS  Energy 


Very  high 
Low 
High 


544-6666 
544-6666 
544-6666 
522-7297 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523 
617  523 
617  523 
617  439 
617  523 


1919 
1919 
1919 
6793 
1919 


'  fund,  not  rated 
'  fund,  not  rated 
16.4 

11.9 


Very  low 
Average 
Very  high 
Average 
Very  high 


0 
7 
3 
17 
15 


14.7 
12.8 
17.8 
17.6 
22.5 


IBM 

SCECorp. 

CBS 

Contel 

Ericsson  Telecom. 


Average 

High 
Very  high 


544-6666 
544  6666 
544-6666 
338-1579 
525-8085 


MA 
MA 
MA 
Wl 
CO 


617  523 
617  523 
617  523 
414  226 
303  779 


1919 
1919 
1919 
4555 
1233 


See  pages  78-79  lor  an  explanation  off  BW  Rating,  Trend  and  other  terms 
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M  U  T  U  A  L    F  U  wl 

FUND 

RATING 

SIZE 

FEES 

OBJEaiVE     CURRENT  RESULTS 

tISSt 

~ 

°!  CHG. 

EXPENSE 

JAN 

'988-89 

Charge 

RATIO  i% 

tal  Rct.  iS; 

YIELiD 

TOTAl 

'  ^ 

FINANCIAUNDUSTRIAL 

369.5 

16 

No  load 

0.82 

Growth 

31.2 

2.2 

FINANCIAL  INDUSTRIAL  INCOME 

448.1 

20 

No  load 

0.78 

Equity /income 

31.0 

4.1 

FINANCIAL  STRATEGIC  &OLfi 

<> 

54.4 

72 

No  load 

1.58 

Precious  metals 

21.3 

0.4 

FINANCIAL  STRATEGIC  HEALTH  SCIENCES 

36.2 

269 

No  load 

1.65 

Health  core 

59.5 

0.5 

FINANCIAL  STRATEGIC  UTILITIES 

35.6 

96 

No  load 

1.39 

Utilities 

31.5 

3.5 

FIRST  EAGIi  FUND  OF  AMERICA  v! 

91.9 

60 

1.00' 

2.00 

Growth 

26.7 

O.S 

■- 

FIRST  INVESTORS  FUND  FOR  GROWTH 

34.0 

1 

8.50 

1.12: 

Growth 

23.5 

2.4 

FIRST  INVESTORS  GLOBAL  - 

181.4 

105 

8.50 

1.711 

Internotional 

38.0 

0.0 

FLAG  INVESTORS  EMERGING  GROWTH 

45.9 

63 

4.50 

1.49T 

Small  company 

32.2 

0.0 

-1; 

.-;  -a 

FLAG  INVESTORS  INTERNATIONAL 

35.9 

3 

4.5: 

'.49- 

International 

24.4 

0.9 

_■ 

... 

FUG  INVESTORS  QUALITY  GROWTH 

33.9 

NM 

4.50 

".25- 

Growth 

0.8 

-t 

... 

FlAG  INVESTORS  TELEPHONE  INCOME 

162.2 

58 

4.50 

0.93T 

Utilities 

48.8 

4.2 

-5 

FliX-FUHDS  GROWTH  ^ 

28.9 

589 

No  load 

1.55T 

Growth 

10.2 

3.1 

-C 

FOUNDERS  BLUE  CHIP  ± 

AVG 

231.3 

33 

No  load 

1.00- 

Growth/income 

35.7 

3.7 

-£ 

FOUNDERS  FRONTIER 

49.4 

461 

No  Iced 

■..89- 

Smoll  company 

-1; 

r; « 

FOUNDERS  GROWTH  A 

AVG 

109.5 

106 

No  load 

1.38T 

Growth 

41.7 

7.3 

-11 

FOUNDERS  SPECIAL  J. 

91.3 

45 

No  load 

1.12 

Moximum  growth 

39.2 

8.1 

-1< 

FPA  CAPITAL 

76.0 

22 

6.50 

0.92 

Growth 

25.3 

1.5 

-7 

FPA  PARAMOUNT 

217.4 

62 

6.50- 

0.95 

Growth/income 

22.6 

2.8 

-3 

FPA  PERENNIAL 

56.0 

8 

6.50 

1.23 

Growth/Income 

25.8 

3.1 

-3 

FRANKLIN  DYNATKH  J. 

18 

4.00 

C.S3 

29.2 

.  _ 

_3 

FRANKLIN  EOUITY 

<> 

411. 2 

34 

4.00 

0.70 

Growth 

16.6 

2.9 

-6 

FRANKLIN  GOLD 

<> 

327.2 

26 

4.00 

0.78 

Precious  metals 

40.7 

2.9 

5 

FRANKLIN  GROWTH  A, 

144.0 

36 

4.00 

0.76 

Growth 

23.2 

1.8 

FRANKLIN  INCOME  X 

J  ■  / .  z 

^5 

4.0C 

0.57 

'.'.come 

12.0 

10.5 

-1 

FRANKLIN  OPTION  X 

AVG 

44.6 

—2 

4.00 

0.84 

Option/ income 

13.0 

2.7 

-6 

FRANKLIN  RISING  DIVIDENDS 

40.5 

31 

4.00 

1.74- 

Growth/income 

19.6 

3.1 

-4 

FRANKLIN  UTILITIES  J. 

AVG 

748.4 

23 

4.00 

0-62 

Utilities 

25.4 

6.7 

-4 

FREEDOM  GLOBAL 

38.0 

14 

3.00'* 

2.79T 

Interna  tiorKjI 

33.6 

0.2 

-3 

FREEDOM  GOLD  &  GOVERNMENT 

70.7 

-2 

3.00*' 

1.79T 

Precious  metals 

17.6 

6.4 

-1 

FREEDOM  REGIONAL  BANK 

-  -  -  -  - 

2.05- 

Financio 

1-  ~, 

".3 

-4, 

'".V  1 

n  INTERNATIONAL 

67.8 

0 

4.50 

1.00 

Intematicno 

18.3 

1.1 

-2 

".'C  ' 

FUND  OF  AMERICA 

171.5 

1 

5.75 

0.84t 

Growth 

15.6 

1.9 

-7. 

FUNDAMENTAL  INVEHORS 

AVG 

757.9 

20 

5.75 

0.67- 

Growth/income 

28.6 

3.4 

-5. 

FUNDTRUSr  GROWTH  &  INCOME 

AVG 

37.4 

-21 

1.50 

1.65- 

Growth/income 

18.5 

3.1 

-5. 

G.  T.  EUROPE  GROWTH 

375.1 

4313 

-  7; 

2.20" 

ntemaTionoi 

40.7 

0.0 

-0. 

G.  T.  GLOBAL  HEALTH  CARE 

66.4 

N.M 

4.75 

NA-^ 

Heolth  care 

0.2 

G.  T.  INTERNATIONAL  GROWTH 

136.3 

362 

4.75 

1.80T 

International 

38.6 

0.2 

-1. 

C.T.WPAH  GROWTH 

47.3 

156 

4.75 

2.30- 

International 

60.7 

0.7 

2. 

G.  T.  PACIFK  GROWTH 

169.9 

201 

4.75 

2.00- 

International 

4S  -  " 

0.5 

-1. 

G.  T.  WORLDWIDE  GROWTH 

38.1 

228 

4.75 

2.00T 

international 

37.6 

0.2 

-2. 

GABEUI  ASSET  . 

361.6 

153 

2.00* 

1.18T 

Growrth 

27.2 

3.1 

-5. 

'  ■  'C, 

GABEUI  GROWTH 

110.7 

822 

No  load 

2.02- 

Growth 

40.1 

1.0 

-7. 

GABEUI  VALUE 

1120.5 

NM 

5.50? 

NA- 

Growth 

0.6 

-4. 

GATEWAY  OPTION  INDEX  X 

31.5 

15 

No  load 

1.45 

Option/income 

19.5 

2.3 

-3- 

GENERAL  AGGRESSIVE  GROWTH 

AVG 

45.7 

1 1 

— - 

.  -  .. 

27.2 

-6. 

GINTEl 

O 

<> 

94.6 

12 

No  lood 

1.60 

Growth 

23.8 

10.2 

-2. 

GINTEl  CAPITAL  APfftEClATION 

33.7 

23 

No  lood 

1.70- 

Growth 

25.3 

13.3 

-4. 

GINTEl  ERISA 

86.1 

6 

No  load 

1.30- 

Growth/income 

15.5 

9.0 

-2- 

GIT  SPKIAL  GROWTH 

33.1 

106 

No  load 

1.50 

26.3 

2.1 

-5. 

'   -c.-cei  recerrp'  c-  :e^.   "  Indudes  cieferreb  scres  crcg^.   "  '2;.bi-'i  plan  in  effect,  t  Not  cuirentiy  cKcepting  new  accoi-r:;  c-  z^zz-       NA  = 
.   ivj  Redemprion  fee  applies  within  2  years  of  purchose.  \w)  FormeHy  Firsi  Investors  inTemotfOfxsl.  (x)  Redemption  fee  applies  wlrn  r     year  of  purchcs 

Not  avaiiable. 

N.M  = 

Not  nieani 

miC  RESULTS 

IN'L  TOTAL  RET  (%l 
RS       10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 
COMPANY  %  A 


TOLL  FREE 
(800) 


12.8 
17.0 


fund,  not  rated 


High 

High 
Average 
Very  high 
Very  high 


13 
10 
4 
9 
5 


16.8 
15.7 
33.3 
23.2 
15.6 


Schering-Plough 
Schering-Plough 
Teck 

Collagen 

Diversified  Energies 


High 
Lev/ 
Very  high 
High 


525-8085 
525-8085 
525-8085 
525-8085 
525-8085 


CO 
CO 
CO 
CO 
CO 


303  779-1233 
303  779-1233 
303  779-1233 
303  779-1233 
303  779-1233 


fund,  not  rated 
5.6 

fund,  not  rated 
fund,  not  rated 


Average 
Average 
High 
High 
High 


15 
2 
1 

4 


17.2 
13.3 

NA 
25.2 

NA 


Castle  &  Cooke 
Philip  Morris 
Schering-Plough 


Very  high 
Average 


Telephone  &  Data  Sys.  5 
Ind.  Bonk  of  Japan  3 


451-3623 
423-4026 
423-4026 
767-3524 
767-3524 


NY 
NY 
NY 
MD 
MD 


212  943-9200 
212  208-6000 
212  208-6000 
301  727-1700 
301  727-1700 


fund,  not  rated 

■  fund,  not  roted 

16.0 

■  fund,  not  rated 


Low 

Low 
Average 
Average 
Very  high 


21 
9 

47 
4 
2 


NA 
17.1 
14.3 
16.4 
20.1 


Eli  Lilly 

Southwestern  Bell 
Mattel 
Philip  Morris 
FHP  International 


3 
14 
1 
4 
4 


Low 


Average 


767-3524 
767-3524 
325-3539 
525-2440 
525-2440 


MD 
MD 
OH 
CO 
CO 


301  727-1700 
301  727-1700 
614  766-7000 
303  394-4404 
303  394-4404 


17.6 
15.7 
14.5 
18.0 


Very  high 
High 
Low 
High 
Low 


1 
4 
2 
56 
21 


19.4 
18.9 
1 1.8 
16.1 
15.6 


Holiday 

Sci-Med  Life  Systems 
Puritan-Bennett 
Telefonica  de  Espano 
AAelville 


5 
6 
1  1 
5 
4 


Average 
High 
High 
Low 

Very  low 


525-2440 
525-2440 
421-4374 
421-4374 
421-4374 


CO 
CO 
CA 
CA 
CA 


303  394-4404 
303  394-4404 
213  277-4900 
213  277-4900 
213  277-4900 


13.5 
15.7 
14.0 
16.0 
14.4 


Very  low  19  19.5  Vv'arner-Lombert  9           High  342-5236  CA  415  570-3000 

Average  7  10.9  Unilever  2           High  342-5236  CA  415  570-3000 

Very  low  10  33.3  DeBeers  Cons.  Mines  7  Very  high  342-5236  CA  415  570-3000 

Very  low  13  16.8  Schering-Plough  4            Low  342-5236  CA  415  570-3000 

Very  low  25  18.5  Houston  Industries  2  Very  low  342-5236  CA  415  570-3000 


13.4 
'  fund,  not  rated 

16.9 
/  fund,  not  rated 


Average 
Very  low 
Very  low 

High 
Average 


17 
4 


15.9 
12.1 
12.8 
NA 
35.1 


United  Telecom. 
Selective  Ins.  Group 
American  Elec.  Power 
San  Miguel 
American  Barrick  Res. 


Low 


Low 


Very  low 


342-5236 
342-5236 
342-5236 
225-6258 
225-6258 


CA 
CA 
CA 
MA 
MA 


415  570-3000 
415  570-3000 
415  570-3000 
617  523-3170 
617  523-3170 


/  fund,  not  rated 
/  fund,  not  rated 
16.4 
18.1 


High  4  10.2  First  of  America  Bank  2  225-6258  MA  617  523-3170 

Average  6  NA  Singapore  Airlines  3  245-5000  PA  412  288-1900 

Low  2  16.1  Schlumberger  3  High            421-5666  TX  713  993-0500 

Low  8  14.0  Merck  4  Average          421-0180  CA  213  486-9200 

Very  low  6  NA  Washington  Mut.  Fund  10  Low  MA  617  423-0800 


'  fund, 
'  fund, 
f  fund, 
'  fund. 


not  rated 
not  rated 
not  rated 
not  rated 
20.4 


Average  6  NA  Deutsche  Bank  3 

NA  37  NA  Bristol-Myers  Squibb  5 

Average  7  NA  Sonki  Engineering  1 

High  12  NA  Godo  Finance  9 

Average  4  NA  Siam  Cement  Thailand  4 


Average 


824-1580 
824-1580 
824-1580 
824-1580 
824-1580 


CA 
CA 
CA 
CA 
CA 


415  392-618 
415  392-618 
415  392-618 
415  392-618 
415  392-618 


V  fund, 
«  fund, 

V  fund, 
» fund. 


not  rated 
not  rated 
not  rated 
not  rated 
10.8 


Average 
Very  low 
Average 

NA 

Low 


40 
13 
62 
3 


17.2 
23.8 
18.0 
NA 
14.9 


Hokuetsu  Bonk 
Warner  Commun. 
Southwestern  Bell 
Warner  Commun 
IBM 


2 
3 
4 
NA 

6 


Very  lov 


824-1580 
422-3554 
422-3554 
422-3554 
354-6339 


CA 
NY 
NY 
NY 
OH 


415392-618 
212  490-3670 
2 1 2  490-3670 
212  490-3670 
513  248-2700 


i 

ff  fund,  not  rated 
3 


High 
Average 

High 
Average 

Low 


18 

19 
12 
21 
33 


19.8 
10.9 
11.8 
16.6 
17.6 


Unum 

Phelps  Dodge 
Phelps  Dodge 
Phelps  Dodge 
CPI 


4 

29 
28 
18 
3 


Average 
High 

High 
Average 


242-  8671 

243-  5808 
243-5808 
243-5808 
336-3063 


NY 

CT 
CT 
CT 
VA 


718  895-1396 
203  622-6400 
203  622-6400 
203  622-6400 
703  528-6500 


See  pages  78-79  fo 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1989 



JAN. 

;  101 

$  MIL. 

1988-89 

CHARGE  (%1 

RATIO  (%) 

TOTAL  RET  (%) 

YIELD 

TOTAL  R 

•  -:  -ol 

GMO  CORE  PELICAN 

81.6 

NM 

No  load 

NA 

'Growth 

2.3 

-5. 

GRADISON  ESTABLISHED  GROWTH 

128.8 

56 

No  load 

1.45t 

Growth 

16.1 

3.9 

-3. 

1 

GROWTH  FUND  OF  AMERICA 

AVG 

1806.9 

61 

5.75 

0.78t 

Growth 

30.1 

2.8 

-6. 

GROWTH  FUND  OF  WASHINGTON 

58.4 

13 

5.00 

1.67t 

Growth 

15.5 

2.0 

-5. 

1 

GROWTH  INDUSTRY  SHARES 

o 

67.4 

13 

No  load 

0.93 

Growth 

30.5 

1.3 

-7. 

GUARDIAN  PARK  AVENUE  ± 

AVG 

227.9 

30 

4.50 

0.79 

Growth 

23.8 

4.0 

-5. 

1 

v:.  10' 

GUARDIAN  STOCK 

269.6 

56 

No  load 

0.58 

Growth 

23.6 

4.0 

-6. 

JOHN  HANCOCK  GLOBAL 

110.9 

-15 

4.50 

1.55t 

International 

17.6 

0.9 

-5. 

JOHN  HAHCOCK  GROWTH 

105.0 

3 

4.50 

0.96t 

Growth 

31.0 

1.7 

-8. 

HARBOR  GROWTH 

144.2 

25 

No  load 

1.03 

Growth 

23.0 

0.8 

-6. 

HARBOR  INTERNATIONAL 

35.1 

NM 

No  load 

1.16 

Infernafionol 

36.9 

1.0 

0. 

W,«o 

HARBOR  U.S.  EQUITIES 

61.8 

34 

No  load 

0.92 

Growth/income 

24.2 

1 .5 

-7. 

HEARTLAND  VALUE 

30.8 

8 

4.50 

1.70t 

Growth 

6.6 

2.4 

-4. 

HEIMSMAH  DISCIPLINED  EQUITY 

52.9 

NM 

No  load 

0.33 

Growth 

3.5 

-6. 

l"C,.r« 

HERITAGE  CAPITAL  APPRECIATION 

64.4 

44 

4.00 

2.00t 

Growth 

20.6 

1.4 

-8. 

HOME  GROWTH  &  INCOME 

28.7 

NM 

4.75 

1.08t 

Growth/income 

24.7 

3.5 

-5.: 

y,iio 

lAI  INTERNATIONAL 

29.0 

63 

No  load 

1.90 

International 

18.4 

2.4 

-1.. 

H,i» 

lAI  REGIONAL 

121.1 

31 

No  load 

1.00 

Growth 

31.3 

2.2 

-5.; 

lAI  STOCK  J. 

AVG 

73.6 

2 

No  load 

1.00 

Growth/income 

29.8 

2.3 

-5.: 

ins,  no 

IDEX 

85.0 

28 

8.50t 

1.50 

Growth 

43.3 

0.5 

-8.; 

IDEX3 

108.7 

117 

8.50 

1.37 

Growth 

42.9 

0.6 

-9.. 

W.w 

IDEX  II 

84.0 

29 

8.50t 

1.41 

Growth 

44.6 

0.6 

-8.: 

IDS  DISCOVERY 

157.2 

1 

5.00 

0.66t 

Small  company 

31.0 

1.8 

-6. 

IDS  EQUITY  PLUS 

AVG 

398.9 

11 

5.00 

0.57t 

Growth/income 

29.0 

3.4 

-6.: 

IDS  GROWTH 

694.3 

16 

5.00 

0.64t 

Growth 

36.6 

1.1 

-7.! 

IDS  INTERNATIONAL 

216.9 

-5 

5.00 

1.41t 

International 

18.2 

1.0 

-2..'' 

IDS  MANAGED  RETIREMENT 

701.2 

9 

5.00 

0.92t 

Growth/income 

34.6 

2.8 

IDS  MUTUAL 

1689.7 

17 

5.00 

0.67t 

Balanced 

18.6 

5.8 

-5.' 

IDS  NEW  DIMENSIONS 

AVG 

769.7 

24 

5.00 

0.82t 

Growth 

31.7 

1.8 

-4.7 

IDS  PRECIOUS  METALS 

102.0 

-2 

5.00 

1.33t 

Precious  metals 

17.7 

1.4 

3.: 

t.-j  ■ 

IDS  PROGRESSIVE 

AVG 

167.8 

-4 

5.00 

0.75t 

Growth 

10.8 

5.0 

-4.C 

IDS  STOCK 

AVG 

1377.7 

13 

5.00 

0.60t 

Growth/income 

29.7 

4.0 

-4.7 

IDS  STRATEGY  AGGRESSIVE  EQUITY 

o 

277.7 

17 

5.00** 

1.69t 

Maximum  growth 

32.6 

0.0 

-8.1 

IDS  STRATEGY  EQUITY  A 

302.8 

46 

5.00** 

1.65t 

Growth/income 

21.4 

3.6 

-4.7 

IDS  STRATEGY  PAN  PACIFIC  GROWTH 

49.9 

-13 

5.00** 

2.22t 

International 

12.3 

0.6 

-4.8 

IDS  UTILITIES  IHCOME 

143.0 

NM 

5.00 

0.87t 

Utilities 

28.9 

5.7 

-4.8 

i",  ■ . 

IHCOMEFUHD  OF  AMERICA  ± 

#  it 

1625.1 

70 

5.75 

0.69t 

Income 

22.9 

6.7 

-4.6 

INTEGRATED  CAPITAL  APPRECIATION 

180.1 

-12 

5.00** 

2.34t 

Growth 

12.8 

1.2 

-7.3 

INTEGRATED  EQUITY  AGGRESSIVE  GR. 

46.6 

83 

4.75 

1.83t 

Maximum  grov/th 

23.1 

0.0 

-10.2 

INTEGRATED  EQUITY  GROWTH 

42.7 

47 

4.75 

1.83t 

Growth 

28.8 

0.7 

-6.9 

INTEGRATED  TOTAL  RETURN 

39.2 

73 

4.75 

2.08t 

Balanced 

17.7 

2.3 

-6.7 

'kni, 

INTERNATIONAL  EQUITY 

49.0 

39 

No  load 

1.30t 

International 

22.4 

2.3 

-0.3 

INTERNATIONAL  INVESTORS  ± 

O  941.2 

32 

8.50 

0.83 

Precious  metals 

51.3 

1 .9 

7.7 

INVESTMENT  COMPANY  OF  AMERICA  1 

#  # 

5376.2 

31 

5.75 

0.52t 

Growth/income 

29.4 

3.7 

-5.6 

INVESTMENT  PORT.  DIVERS.  INCOME  (/)  A  O  ^ 

323.9 

-20 

5.00** 

2. lit 

Income 

7.1 

2.8 

-3.7 

INVESTMENT  PORTFOLIOS  EQUITY 

298.1 

22 

5.00** 

2.21t 

Growth 

31.4 

1.0 

-6.4 

INVESTMENT  PORT.  TOTAL  RETURN 

547.3 

11 

5.00** 

2. lit 

Balanced 

20.0 

4.4 

-6.4 

INVESTMENT  TR.  BOSTON  GROWTH 

AVG 

62.7 

14 

4.25 

1.21t 

Growth/income 

27.6 

2.8 

-6.2 

INVESTORS  RESEARCH 

70.0 

2 

8.50 

0.84 

Growth 

21.8 

2.0 

-4.3 

ISI  TRUST  A 

AVG 

110.6 

15 

6.00 

0.81 

Growth/income 

26.1 

5.0 

-7.1 

*  Includes  redemption  fee.  **  Includes  deferred  sales  char< 
(y)  Formerly  Investment  Portfolios  Option  Income. 

je.  t  12(b)-l  plan 

in  effect.  J  Not 

currently  accepting  new  occounts  or  deposits.  NA 

=  Not  available. 

NM  = 

Not  meonin 

tic  RESULTS 


IN' L  TOTAL  RET(%) 
«S       10  YEARS 


TREND 

BW  10  YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


fund,  not  rated 

17.9 
fund,  not  rated 
15.3 


NA  2  13.3  Citicorp  3 

Average  31  9.3  Ingersoll-Rond  2  Average 

Low  24  16.1  Tele-Communications  5  Average 

Very  lov/  14  1 5.4  Washington  Post  1 8 

Average  1 1  20.0  Wallace  Comp.  Serv.  5  Average 


869-5999 
421-0180 
972-9274 
635-2886 


18.9 
fund,  nor  rated 
fund,  not  rated 

15.1 
fund,  not  rated 


Average 
Average 

High 
Average 

High 


7 
10 
7 
7 
0 


11.8 
11.6 
22.6 
20.4 
18.5 


Holly 

Consolidated  Rail 
Geo.  A.  Hormel 
McDonald's 
Gannett 


Average 


High 


221-3253 
221-3253 
225-5291 
225-5291 
422-1050 


NY 
NY 
MA 
MA 

OH 


212  598- 
212  598 
617  375- 
617  375- 
419  247- 


8259 
8259 
1760 
1760 
2477 


fund,  not  rated 
fund,  not  rated 

fund,  not  rated 
fund,  not  rated 


Low 
Average 

High 

NA 
Average 


9 
1 

9 
3 
35 


NA 
14.7 
12.3 
12.0 
18.9 


Keppel  Shipyard 
State  Street  Boston 
Banctec 
Bemis 

Tele-Communications 


Average 


422-1050 
422-1050 
432-7856 
338-4345 
421-4184 


OH 
OH 
Wl 
OH 
FL 


419  247- 
419  247- 
414  347- 
800  338- 
813  573- 


2477 
2477 
7276 
4345 
8143 


fund,  not  rated 
fund,  not  rated 

17.4 
fund,  not  rated 


Very  high 
Average 

High 
Average 

High 


-4 
8 
29 
22 
14 


16.4 
NA 
18.0 
20.9 
20.1 


Chips  &  Technologies 
Intercom  NPV 
Diversified  Energies 
Digital  Microwave 
Chambers  Devel. 


Average 
Average 


729-3863 


237-3055 


NY 
MN 
MN 
MN 
FL 


212  267 
612  371- 
612371 
612371- 
813  585 


8800 
2884 
2884 
2884 
6565 


fund,  not  rated 
fund,  not  rated 

15.3 
18.6 


High  12  19.4  Reuters  Holdings  5  237-3055  FL  813  585-6565 

High  13  20.1  Chambers  Devel.  7  237-3055  FL  813  585-6565 

High  16  24.3  Policy  Mgmt.  Systems  3  High            328-8300  MN  612  372-3733 

Average  14  16.3  Rubbermaid  2  Average          328-8300  MN  612  372-3733 

Low  6  23.2  Wal-Mart  Stores  15  High            328-8300  MN  612  372-3733 


fund,  not  rated 
15.5 
20.3 

fund,  not  rated 


High  2  17.1  Siemens  4  Average          328-8300  MN  612  372-3733 

Average  19  18.6  Citicorp  2  328-8300  MN  612  372-3733 

Average  9  10.8  Royal  Dutch  Petroleum  2  Very  low         328-8300  MN  612  372-3733 

Average  24  20.7  Wal-Mart  Stores  6  Average          328-8300  MN  612  372-3733 

Average  8  33.5  Corona  7  328-8300  MN  612  372-3733 


16.1 
15.1 


fund,  not  rated 


M 


High  22  15.5  Penn  Central  6  Average  328-8300  MN  612  372-3733 

Average  16  15.7  Philip  Morris  2  Average  328-8300  MN  612  372-3733 

Average  16  25.1  Lin  Broadcasting  9  High  328-8300  MN  612  372-3733 

Average  24  10.2  United  Technologies  4  Low  328-8300  MN  612  372-3733 

Average  2  15.8  Devel.  Bank  Singapore  5  328-8300  MN  612  372-3733 


'  fund,  not  rated 

16.7 
>  fund,  not  rated 
'  fund,  not  rated 
/  fund,  not  rated 


X3 


Average  1 3  1 3.7  American  Elec.  Power  3 

Low  20  12.4  Entergy  2 

Low  5  18.0  Loews  7 

Low  -2  13.5  Biogen  6 

Average  -6  15.2  Nike  6 


Very  low 


328-8300 
421-0180 
858-8850 
858-8850 
858-8850 


MN 

CA 
NY 
NY 
NY 


612  372 
213  486- 
212  353- 
212  353- 
212  353 


3733 
9200 
7125 
7125 
7125 


'  fund,  not  rated 
'  fund,  not  rated 
13.4 
18.0 


/  fund,  not  rated 
12.7 
18.2 
10.5 


Very  low  0  14.6  Bristol-Myers  Squibb  3  858-8850  NY  212  353-7125 

Average  9  NA  Brown  Boveri  6  344-8332  NY  212  841-3841 

Very  low  1  35.5  Placer  Dome  7  Very  high         221-2220  NY  212  687-5201 

Low  15  15.1  Philip  Morris  8  Low             421-0180  CA  213  486-9200 

High  23  16.0  McCaw  Cellular  Comm.  3  Average          621-1048  IL  312  781-1121 


High 
Average 

Low 

Low 
Very  low 


9 
9 
0 
-22 
8 


19.2 
17.0 
15.3 
17.1 
15.4 


Philip  Morris 
Philip  Morris 
Exxon 
FNMA 
Telecredit 


Average 

Average 
High 
Low 


621-1048 
621-1048 
888-4823 

441-9490 


IL 
IL 
MA 
CA 
DE 


312781- 
312  781- 
617  578- 
213  595- 
302  652- 


1121 
1121 
1400 
7711 
3091 


See  poqes  78-79  for  an  explanation  of  BW  Ralinq,  Trend  and  other  temw 
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FUND 


RATING 


SIZE 


FEES 


OBJECTIVE    CURRENT  RESULTS 


ASSETS 
$  MIL, 


%  CHG. 
1988-89 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


1989 


TOTAL  RET.  (%)  YIELD 


IVY  GROWTH 

197.8 

14 

No  load 

1.38 

Growth 

27.2 

2.7 

I 

IVY  IMTERNATIOHAL 

58.4 

148 

No  load 

1.80 

Internotional 

28.2 

0.8 

JANUS 

703.0 

87 

No  load 

0.96 

Growth 

46.3 

1.1 

21 

JANUS  TWENTY  (z) 

67.8 

855 

No  load 

1.88 

Growth 

50.9 

0.1 

JANUS  VENTURE 

104.7 

202 

No  load 

1.28 

Small  company 

38.7 

1.2 

I.I3, 

JAPAN 

400.8 

-1 

No  load 

1.01 

Internotionol 

1 1.6 

0.4 

'  

KAUFMANN 

36.0 

532 

0.20* 

2.30t 

Maximum  growth 

46.9 

0.0 

KEMPER  DIVERSIFIED  INCOME  (a)  A 

272.1 

-22 

8.50 

0.98 

Income 

8.0 

12.4 

KEMPER  GROWTH  A 

327.3 

20 

8.50 

0.83 

Growth 

30.9 

2.0 

1 

KEMPER  INTERNATIONAL 

# 

194.4 

6 

8.50 

1.08 

International 

18.6 

5.6 

KEMPER  SUMMIT 

o 

263.4 

4 

8.50 

0.64 

Growth 

26.4 

0.0 

KEMPER  TECHNOLOGY 

o 

546.6 

1  1 

8.50 

0.65 

Technology 

25.1 

3.0 

KEMPER  TOTAL  RETURN  M, 

o 

923.0 

-1 

8.50 

0.79 

Balanced 

19.8 

4.6 

KEYSTONE  AMERICA  OMEGA  (b)  A 

AVG 

39.7 

17 

4.00** 

1.68t 

Maximum  growth 

33.2 

1.1 

KEYSTONE  CUSTODIAN  K-1 

773.6 

18 

4.00** 

1.96t 

Balanced 

19.8 

5.7 

KEYSTONE  CUSTODIAN  K-2  &. 

AVG 

336.6 

18 

4.00** 

1.59t 

Growth 

24.1 

2.3 

-i 

KEYSTONE  CUSTODIAN  S-l  & 

Ave 

184.0 

-6 

4.00** 

2.05t 

Growth/income 

29.3 

3.8 

-i 

KEYSTONE  CUSTODIAN  S-3 

253.0 

18 

4.00** 

1.50t 

Growth 

24.8 

2.8 

KEYSTONE  CUSTODIAN  S-4 

o 

516.4 

9 

4.00** 

1.27t 

Maximum  growth 

23.6 

0.9 

-5 

KEYSTONE  INTERNATIONAL 

# 

118.5 

-9 

4.00** 

2.65t 

International 

4.3 

0.0 

_^ 

KEYSTONE  PRECIOUS  METALS  HOLDINGS 

217.5 

1 

4.00** 

1.81t 

Precious  metals 

24.6 

0.0 

{ 

KIDDER  PEABODY  EQUITY-INCOME 

59.4 

3 

5.00** 

2.02t 

Equity/income 

28.9 

2.7 

KLEINWORT  BENSON  INrL  EQUITY  (c)  A 

# 

#  # 

81.4 

36 

No  load 

1.99t 

International 

23.0 

1.2 

LEGG  MASON  SPECIAL  INVESTMENT 

63.7 

57 

No  load 

2.20t 

Small  company 

32.1 

0.6 

-y 

iUk 

LEGG  MASON  TOTAL  RETURN 

29.7 

-1 

No  load 

2.40t 

Growth/income 

16.4 

2.0 

-/ 

ifijfic),fl 

LEGG  MASON  VALUE 

823.2 

21 

No  load 

1.87t 

Growth 

20.2 

2.1 

-7 

LEHMAN  CAPITAL  A 

O 

71.6 

1 1 

5.00 

1.25 

Maximum  growth 

39.7 

0.0 

-1 1 

LEHMAN  INVESTORS 

AVG 

393.8 

9 

5.00 

0.64 

Growth/income 

21.8 

3.5 

_c 

LEHMAN  OPPORTUNITY 

Ave 

1 14.7 

19 

No  load 

1.23 

Growth 

21.0 

5.9 

-7 

LEXINGTON  CORPORATE  LEADERS 

AVG 

85.6 

NM 

4.00 

0.79 

Growth/income 

27.0 

7.7 

LEXINGTON  GLOBAL 

56.7 

48 

5.00 

1.60 

International 

25.1 

4.5 

-3 

LEXINGTON  GOLDFUND 

155.4 

67 

No  load 

1.48 

Precious  metals 

23.8 

0.8 

6 

LEXINGTON  GROWTH 

AVG 

29.2 

1 1 

No  lood 

1.44 

Growth 

28.1 

1.9 

-6 

LEXINGTON  RESEARCH 

AVG 

128.3 

15 

No  load 

1.06 

Growth/income 

26.9 

4.8 

-6 

LIBERTY  UTILITY  (d) 

46.9 

NM 

4.50 

1.02 

Utilities 

23.6 

7.3 

-5 

LINDNER  (e)  A 

# 

595.2 

40 

2.00* 

0.92 

Growth 

21.2 

4.5 

-3 

LINDNER  DIVIDEND  (f) 

136.1 

62 

2.00* 

0.97 

Equity /income 

1 1.9 

9.5 

-2 

LMH 

AVG 

32.8 

-1 1 

No  load 

1.55 

Growth/income 

12.1 

3.4 

-7 

LOOMIS-SAYLES  CAP.  DEVELOPMENT  A 

189.9 

-2 

No  load:f 

0.90 

Growth 

17.7 

1.7 

-11 

LOOMIS-SAYLES  MUTUAL  JL 

# 

312.1 

7 

No  load 

0.99 

Balanced 

21.7 

4.0 

-5 

LORD  ABBETT  DEVELOPING  GROWTH  & 

o 

135.8 

-14 

7.25 

1.08 

Small  company 

14.1 

0.4 

-8 

~— 

LORD  ABBEn  VALUE  APPRECIATION 

o 

190.2 

1 

7.25 

1.10 

Growth 

20.1 

2.9 

-7 

LUTHERAN  BROTHERHOOD 

o 

294.2 

12 

5.00 

1.07 

Growth/ income 

26.6 

1.7 

-7 

MACKENZIE  AMERICAN 

51.6 

34 

8.50 

1.52 

Growth 

16.3 

2.2 

-3 

MACKENZIE  NO.  AMER.  TOTAL  RETURN  (g)  A 

1 16.9 

-52 

8.50 

1.08 

Balanced 

13.2 

4.2 

-5 

'fund, 

MAINSTAY  CAPITAL  APPRECIATION  [h] 

34.5 

23 

5.00** 

2.80t 

Growth 

26.1 

0.2 

-7 

V  r\A 

MASS.  CAPITAL  DEVELOPMENT 

o 

806.2 

12 

7.25 

0.85 

Growth 

28.5 

2.7 

-6 

MASS.  FINANCIAL  DEVELOPMENT 

243.8 

10 

7.25 

0.88 

Growth 

26.1 

3.1 

-4 

MASS.  FINA.'^CIAL  EMERGING  GROWTH 

o 

211.9 

-1 

7.25 

1.65 

Small  company 

25.8 

0.0 

-10 

MASS.  FINANCIAL  SPECIAL 

129.0 

14 

7.25 

1.41 

Growth 

22.3 

3.2 

-6 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,   t  12(b)-l  plan  in  effect.   J  Not  currently  accepting  new  accounts  or  deposits.   NA  =  Not  available, 
(z)  Formerly  Janus  Value  Fund,  (a)  Formerly  Kemper  Option  Income  Fund,  (b)  Formerly  Omega  Fund,  (c)  Formerly  Transotlontic  Growth  Fund,  (d)  Formerly  Progressive 
(f)  Redemption  fee  applies  within  60  days  of  purchase,  (g)  Formerly  Mackenzie  Option  Income  Fund,  (h)  Formerly  MocKoy-Shields  MainStoy  Capitol  Apprec. 

NM  —  Not  mean 
ncome  Equity  Fund 
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MUTUAL  FUND  SCOREBO/i| 


IRK  RESULTS 

NN'L  TOTAL  RET.  (%) 
),RS       10  YEARS 


TREND 

BW  lO  YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


1  19.0 

V  fund,  not  rated 
i  20.8 

V  fund,  not  rated 

V  fund,  not  rated 


Average 
Very  low 

High 
Very  high 
Very  high 


7 
8 
9 
3 
12 


14.9 
NA 
16.3 
19.1 
18.1 


V^arner-Lambert 
Brazil  Fund 
Reuters  Holdings 
Reuters  Holdings 
MCI  Communications 


Low 


Low 


235-3322 
235-3322 
525-3713 
525-3713 
525-3713 


)  22.4 
•^ll  V  fund,  not  rated 
>  9.8 
!  15.5 
■1  • 


Low  9  NA  Nintendo                      3            High  225-2470  MA  617  439-4640 

Very  high  10  24.3  12  Medical                  16  237-0132  NY  212  344-2661 

High  18  12.9  McCaw  Cellular  Comm.    3  Average  621-1048  IL  312  781-1121 

High  12  21.0  Schering-Plough             3  Average  621-1048  IL  312  781-1121 

Average  24  NA  Malayan  Banking           3            Low  621-1048  IL  312  781-1 121 


15.3 
13.4 
14.7 
13.2 
14.6 


High  9  19.5  Loidlaw  Transportation  4           High  621-1048  IL  312  781-1121 

Low  10  16.4  Bristol-Myers  Squibb  7           High  621-1048  IL  312  781-1121 

High  10  18.3  Philip  Morris  7  Average  621-1048  IL  312  781-1121 

Average  11  19.7  Wal-Mart  Stores  5           High  343-2898  MA  617  338-3400 

Average  4  14.7  Philip  Morris  3            Low  343-2898  MA  617  338-3400 


14.1 
12.4 
13.6 
8.8 
14.5 


Average  4  17.5  Exxon  2  Average  343-2898  MA  617  338-3400 

Average  2  14.8  AT&T  4  Average  343-2898  MA  617  338-3400 

Average  4  17.1  MCI  Communications  2  High  343-2898  MA  617  338-3400 

Average  5  20.1  DSC  Communications  2  Very  high  343-2898  MA  617  338-3400 

Average  1  NA  Indust.  Bank  of  Japan  4  Average  343-2898  MA  617  338-3400 


» fund,  not  rated 
'  16.6 
M  fund,  not  rated 
n  fund,  not  rated 


Average  4  29.3  American  Barrick  Res.  6  Very  high         343-2898  MA  617  338-3400 

Very  high  2  18.6  GTE  2  NY  212  510-5041 

Average  2  NA  Telefonos  de  Mexico  2  Low             233-9164  NY  212  687-2515 

High  18  12.4  FNMA  10  822-5544  MD  301  539-3400 

Low  9  11.9  Philips  4  822-5544  MD  301539-3400 


18.2 
16.0 
18.7 
18.6 


Low  17  13.1  FNMA  3  Average  822-5544  MD  301  539-3400 

Very  high  14  18.4  MCI  Communications  12  Very  high  221-5350  NY  212  668-8578 

Average  0  13.9  General  Electric  4  Average  221-5350  NY  212  668-8578 

Low  9  13.7  Loews  7  Low  221-5350  NY  212  668-8578 

NA  3  14.1  DuPont  9  High  526-0057  NJ  201845-7300 


fund,  not  rated 
9.0 
10.7 
14.3 

fund,  not  rated 


VTTm 

Mil 

mn 


High 

Low 
Average 
Average 

Low 


17.7 
35.4 
17.4 
14.3 
11.6 


Racol  Electronics 
Consol.  Gold  Fields 
Graphic  Scanning 
Warner-Lambert 
Boston  Edison 


Very  high 
Average 
Average 


526-0057 
526-0057 
526-0057 
526-0057 
245-5051 


NJ 
NJ 
NJ 
NJ 
PA 


201  845 
201  845 
201  845 
201  845 
800  245 


7300 
7300 
7300 
7300 
5051 


21.2 
20.6 


21.7 
16.4 


Low  12  12.1  Sea  Containers  3  Very  low  MO  314  727-5305 

Very  low  2  12.8  McDermott  Int'l.  4  Very  low  MO  314  727-5305 

Low  18  10.8  Kentucky  Cent.  Life  Ins.  6            Low  422-2564  CT  203  222-1624 

Very  high  4  18.9  Philip  Morris  8           High  345-4048  MA  617  578-1333 

Very  high  6  16.1  FNMA  7  Average  345-4048  MA  617  578-1333 


9.7 


16.1 

w  fund,  not  rated 
w  fund,  not  rated 


Low  9  17.0  Interface  5  Very  high         874-3733  NY  212  848-1800 

Low  8  14.9  Keystone  International  5  Average          874-3733  NY  212  848-1800 

High  12  15.7  Waste  Management  3  Average          328-4552  MN  612  339-8091 

Very  low  36  20.7  Homestake  Mining  3  456-5111  FL  407  393-8900 

Average  2  11.7  Mobil  3  456-5111  FL  407  393-8900 


w  fund,  not  rated 
1  16.8 
5  15.3 
? 

0 


Very  high 
Average 

High 

Low 
Average 


9 
16 
13 

3 
29 


19.8 
14.4 
14.9 
21.4 
14.2 


Waste  Management 
Loews 

General  Electric 
Metro  Mobile 
Capitol  Cities/ABC 


High 
Average 
Very  high 
Average 


522-4202 
654-0266 
654-0266 
654-0266 
654-0266 


NY 
MA 
MA 
MA 
MA 


800  522 
617  954- 
617  954 
617  954 
617  954 


4202 
5000 
5000 
5000 
5000 


See  pages  78-79  for  an  explanation  of  BW  Rfrting,  Trend  and  ether  terms 


DATA;  MORNINGSTAR  INC. 


TUAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEBRUARY  19,  1990  93 


FUND 


RATING 


SIZE 


FEES 


ORJECnVE     CURRENT  RESULTS 


CHC. 


MACC   CIUAU.nAI  TATA  1  &rT1ID-U 

RIAm.  rill.A.PrUAL  TvTA.L  KtTUKJI 

■r 

' — 

llUUd-.  1 H  V  U 1  UIO 

AVG 

1  Mn^  o 

1 4z !  .y 

J  t 

orowTtv  incoroe 

36-1 

3.1 

-6 

o 

o 

/.z6 

A 

Lttowtti 

37.6 

0.9 

-12 

MaccMimm  BALANCED 

37  5 

36 

4.50 

■  .30* 

19  0 

•a 
— J 

MA&SMimUU  VALUE  STOCK 

4.5r 

2"  .9 

_  _ 

_5 

U  ATU  CD<  @ 

2  T  4.6 

7 

Nokxid 

1.01 

10.4 

6.0 

1 

U  C  DD  III  1  VU        DAClTUAillEA  # 

MBKkILL  LinkrH  dAML  VALUE  A  ^ 

158T  -2 

46 

6-50 

0.5S 

17.6 

4.3 

-5 

MCDDIII  1  Vy,/*M  ^  A  D-ITA  1  A 

858.0 

33 

6.5C 

3  rowth/income 

23.0 

4.4 

n  E  H  m        Lln^n  VET>  w>*  r  1  1  H  k  ffl  n  1  • 

65.1 

NM 

6-00* 

NA 

1  n  tcmofiooQl 

1  ..2 

rv 

MiRRILi  LYMCH  EURO  FUND  B 

264.6 

9 

4.00** 

2.37- 

24.7 

1.1 

_o 

iin>-Dii  I  ivu.ru  niun  ba.o  ttk m ap^d-aw  b 

9 

4.0C*'' 

-9 

UBD-DIII  1  VU/'U  (*  1  AP  A  1  Ali/\rATiAUC 

123.0 

NM 

4.00*' 

2.50" 

irr 

3.6 

-2 

UEDDIIi  1  VU/'U  i  VTCDU  ATLAU  A  1  A 
nil tK KILL  LT  HWfl  In  1  EKHAI  rUHAL  A 

■ 

1 

6.0U 

1.47 

23.5 

1.6 

—4 

MEBBILi  LYNCH  NATUR&L  RESi^URCES  B 

-17 

4.00** 

1.90" 

26  1 

1  5 

A 
— U 

MERRiU  LYNCH  PACIFK  A 

6.50 

0.3 

_3 

UrD'DII  1  IVUrU  &UACUIY  A 

MtKKILL  LTHLn  rrlUtHlA  A 

■ 

1  /L'.O 

1  .Zz 

14.0 

3.9 

—6 

UEDDIII  IVU^UD  ET 1  D  E  U  C  y  T  EJ^  1 1 ITV  P 

McKkILL  LTMLn  KEIIKtMENT  EvUITT  d 

492.2 

6 

4.00** 

2.00t 

31.6 

0.7 

-8 

UtDDKI  1  V  U^U  DE^I  DEU  EUT  n  11  1  1  UV  P 

MtKKlLL  LTNLH  KBTIKtMcHT  rULL  IRV.  D 

—1 8 

4.00** 

1.84" 

17.0 

5.3 

—4 

MECRILL  LYNCH  ^PKIAL  V5LUE  t  - 

o 

—26 

6-50 

1  20 

u.— 

_7 

MERRIU.  LYNCH  STRAfEGK  D^IVIDiND  B 

555- " 

97 

4.00** 

1.98t 

23.4 

_4. 

Mm  ICS   CTATC  CTDTCT  TA  D-ITA  1  A  D-DDCi" 

^ 

—6. 

Mm  IR   CTATE  CTDEET  CArlilTV  lU/'AME 
MC  1  LirB-j  1  Al  e  9 1  KBE  1  EvUI  1  i  - IraLvmE 

4.>J 

1.50" 

z  =  .       -;:  e 

25. 1 

4.9 

—3. 

Um  1  BE    CTATE  CTDEET        1  ITV  1  UUtCTUT 

mcTLIrE-dTAl  B  ^TKEeT  evUIIT  InVL^im 

28.5 

24 

4.50 

1.50"' 

25.2 

2.6 

—7. 

METLirE-STATE  STREET  MANAGED  AiSTTS 

fn  klklrk     i^lMlk  iJinkkl    PTLM  n  M  W  k  hr  M            1  J 

NM 

4.50 

1  -25" 

17.1 

5  6 

_3 

MFS  UFrriME  CAPITAL  GROWTH 

.  , . 

M  EX  M  cm  M  E  nrv  1  n  ru  n  c  m  i  k 

-.WW 

"■*' 

—3. 

UK  1  1  cm u c  eucD-r^iur  td-au^u 
mfi  LIrETIWE  tMtfCulNv  ulTOnTn 

S4.5 

2  i 

6.0C** 

2.55" 

26.9 

0.0 

-8. 

u  cc  1 1  ten  u  c  r'  i  a  d  a  i  ea  i  i  i  tv 
m¥i  UrETIMB  uLOdAL  cQUITT 

59.9 

45 

a.X** 

3.20" 

-  -  - 

27.5 

0.0 

-2. 

MP^  LIFTTIME  MANAGED  TOffl 

■    w.  k» 

'>9 

.  .  w>0 

"^9  9 

—1 1 

MANAGED  SKTORS 

MIDAJIeKIU  nuTUAL 

AVG 

36.7 

8 

5.75 

l.OD 

17.6 

4.1 

-3. 

n.  L  MOkuAJI  (rlrOWTH 

NX 

732.8 

18 

No  locxJ 

0.55 

Growth 

22.7 

2.3 

-6. 

MSB  ^ 

AVG 

51.7 

5 

No  ccc 

1.12 

Growfh 

27.4 

0.8 

-4_ 

u  1  UAL  D-cj*^ w n 

■ 

■ 

y  1 

No  *ooa 

u./u 

I  /.O 

4.0 

—J. 

MUTUAl.  BENEFIT 

4.75 

1.52 

Growth 

28.3 

2.3 

-6. 

Mi  mi  A  1  fiZ  AM  AU  A  ^^D/^^tfTU 

MUTUAL  W  UnUUlA  wKvirTn 

AVG 

W..WW 

www 

—8. 

Uirr^lAI  ACAUAUA  lU^AUC 

WUTUAL  Or  OPHAHA  IHCOWE 

■ 

■ 

"  69.6 

7 

5.x 

0-78 

:r>co— £ 

'  5.9 

8.0 

-2. 

u  1 1  Ti  1  A  1  A 1  111  1  e  I  e  K 
MUTUAL  QUALIriu) 

■ 

■ 

■ 

"  470. 1 

35 

Nw  wO-_ 

0.63 

5.5 

—4. 

MLTTltAt  CHiC^K  1 
mU  1  UAL  ^nAKCJ  ^L. 

■ 

■ 

■ 

vjrOWTrt 

5.^ 

— 4. 

NATK)HAL  AGCRESSrVE  WOWTW  ^ 

o 

s*,  QxifTlLffTl  grp^  "* 

-'0. 

UATUVUAI  AUIATIAU  £  TC/*  U  U.A>I  A^V  # 

NATlvlUL  AVIATIQN  &  TcLHItU'LOvT  ^ 

&3.6 

"  9 

—  ./  w. 

'  .33 

Technoiogy 

39.5 

"..2 

—1 1." 

NAT  pO  HAL  STDvR 

AVG 

230.3 

9 

7.25 

1.12 

Growth/income 

25.5 

3.0 

UATIAyAI  ITU  ATt^  1/  illA^ATlAU 

PLATIURAL  MKATc^K  ALU/CATION 

9S.? 

-29 

7.75 

1  .?4- 

Sc»ar>ced 

1 6.9 

3.2 

—2- 

HATI-AUAl  TCI  tTAiU   £  Ttru MA  1  l*WtV  i 
HA  1  Iv  HAL  1  CLfLVlRL  a  1  CLfl ITw  LUv  T  ^ 

>✓ 

4,.'0 

1-  •  C 

1  A  7 

A  7 

J./ 

— 0.. 

UnOHAl  TOTAL  IIKaME 

-- 

".25 

0.95 

20.8 

5.6 

—4. 

HATKMAL  TOTiL  frfTlf-BII 

KMJ  r\^n JLh  1  V  1  H_h  H.E  1  W 

AVG 

~  25 

l."2 

-7.1 

MATtOirWIDE 

AVG 

437.7 

25 

7.50 

0.62 

Growth/income 

33.8 

3.0 

-7.( 

HATWMWDE&MWTH 

AVG 

261.3 

13 

7.50 

0.68 

Growth 

14.9 

3.0 

-5.; 

NEUB£R&ER  ''ERMAN  ENERSY  k  X 

AV6 

437.7 

17 

Nokxid 

0.99 

Growth 

29.8 

2.2 

-6.: 

MEU&UeER  &£RMAM  eUARMAI 

AVG 

G-owth 

21.5 

2.5 

-6, 

Niot  ovtsteble. 

NM  = 

Not  msam 

16.5 
15.7 
14.8 
fund,  not  rated 
fund,  not  rated 


Average 

Low 
Average 

Low 
Very  low 


8 
7 
21 
13 


13.2 
15.3 
21.1 
13.9 
13.8 


Philip  Morris 
Philip  Morris 
Racol  Telecom. 
Norfolk  Southern 
Norfolk  Southern 


Low 
Average 
High 


654-0266 
654-0266 
654-0266 
542-6767 
542-6767 


MA 
MA 
MA 
MA 
MA 


617  954-5000 
617  954-5000 
617  954-5000 
800  542-6767 
800  542-6767 


14.6 
18.0 
17.9 
fund,  not  rated 
fund,  not  rated 


Very  high 
Very  low 
Average 

NA 

High 


82 
23 
19 
34 
5 


19.2 
11.3 
12.5 
NA 
NA 


Int'l.  Technology 
General  Motors 
IBM 

Allgemeine  Baugesell. 
Nestle 


Low 
Low 
Low 


962-3863 
637-3863 
637-3863 
637-3863 
637-3863 


IL 
NJ 
NJ 
NJ 
NJ 


708  295-7400 
609  282-2800 
609  282-2800 
609  282-2800 
609  282-2800 


fund,  not  rated 


fund. 


not  rated 
26.4 


Very  low 
High 
High 
Average 
Very  low 


15 
12 
9 
23 


17.8 
NA 
15.0 
26.3 
NA 


MCA 
Nestle 

United  Telecom. 
American  Barrick  Res. 
Fuji 


4 

3 
2 
9 
16 


Average 
Very  low 
High 


637-3863 
637-3863 
637-3863 
637-3863 
637-3863 


NJ 
NJ 
NJ 
NJ 
NJ 


609  282-2800 
609  282-2800 
609  282-2800 
609  282-2800 
609  282-2800 


fund, 
fund, 

■  fund. 


not  rated 
not  rated 

7.6 
not  rated 


Average  18  15.6  General  Public  Utilities  4  Very  low          637-3863  NJ  609  282-2800 

Low  2  17.6  USHealthcore  10  637-3863  NJ  609  282-2800 

Very  high  33  13.9  Bell  Atlantic  1  637-3863  NJ  609  282-2800 

Average  2  16.2  Multibank  Financial  10  High            637-3863  NJ  609  282-2800 

Low  22  12.7  Aetna  Life  &  Casualty  5  637-3863  NJ  609  282-2800 


'  fund, 
fund, 
'  fund, 
•  fund, 
■  fund. 


not  rated 
not  rated 
not  rated 
not  rated 
not  rated 


a 
a 

y 

□ 
y 


Very  high  2  19.6  Baker  Hughes  5 

High  22  15.4  Texaco  4 

High  13  18.1  MCI  Communications  5 

NA  13  19.8  DeBeers  Cons.  Mines  3 

High  13  13.1  Ford  Motor  3 


882-0052 
882-0052 
882-0052 
882-0052 
654-0266 


MA 
MA 
MA 
MA 
MA 


617  348-2000 
617  348-2000 
617  348-2000 
617  348-2000 
617  954-5000 


'  fund, 
'  fund, 
'  fund, 
'  fund, 
' fund. 


not  rated 
not  rated 
not  rated 
not  rated 
not  rated 


ly 
:y 
:y 


Average  8  15.1  BellSouth  3 

Average  4  21.2  Policy  Mgmt.  Systems  5 

Very  high  23  NA  Nestle  2 

High  11  17.4  MCI  Communications  9 

High  11  19.4  MCI  Communications  8 


654-0266 
654-0266 
654-0266 
654-0266 
654-0266 


MA 
MA 
MA 
MA 
MA 


617  954-5000 
617  954-5000 
617  954-5000 
617  954-5000 
617  954-5000 


13.6 
15.9 
16.1 
14.3 
18.2 


Average  29  14.5  Bristol-Myers  Squibb  3  Average 

Low  9  15.2  IBM  4  High 

Low  8  16.9  State  Street  Boston  5  High 

High  30  15.2  Time  Warner  2  Very  low 

Low  13  14.3  GTE  5  Low 


288-2346 
662-7447 


553-3014 
333-4726 


lA 
PA 
NY 
NJ 
NJ 


319  363-5400 
215  648-6000 
212  551-1920 
201  912-2100 
201  481-8000 


14.5 
12.2 

18.5 
11.5 


Average 
Average 
Average 
High 
High 


13 
3 
25 
26 
1 


15.2 
16.6 
14.2 
14.2 
26.3 


Sci-Med  Life  Systems 
Corning 
Time  Warner 
Time  Warner 
Taunton  Technologies 


Average 
Very  low 
Very  low 
Very  low 
Very  high 


228-9596 
228-9596 
553-3014 
553-3014 
356-5535 


NE 
NE 
NJ 
NJ 
CT 


402  397-8555 
402  397-8555 
201  912-2100 
201  912-2100 
203  863-5600 


13.0 
14.7 
V  fund,  not  rated 

17.1 


Very  low 
Average 

High 
Very  low 

Low 


14 
6 
9 
5 

15 


13.4 
15.3 
13.7 
15.5 
15.5 


UAL 

Amoco 

RWE 

Tele-Communications 
Aon 


21 
4 
1 

11 
3 


High 
Average 

High 
Very  low 


654-0001 
356-5535 
356-5535 
654-0001 
356-5535 


NY 
CT 
CT 
NY 
CT 


212  482-8100 
203  863-5600 
203  863-5600 
212  482-8100 
203  863-5600 


16.4 
16.5 
17.4 
12.9 
16.6 


Low  3  15.7  Philip  Morris  5           Low  356-5535  CT  203  863-5600 

Low  7  15.0  Texaco  6  Average  848-0920  OH  614  249-7855 

Low  11  15.4  Grand  Metropolitan  6  Average  848-0920  OH  614  249-7855 

Average  7  14.3  General  Re  2            Low  877-9700  NY  212  850-8300 

Average  8  12.2  General  Re  3  Average  877-9700  NY  212  850-8300 


See  pages  78-79  for  an  explanation  of  BW  Rating,  Trend  and  other  terms 


DATA:  MORNINOSTAR  INC. 


rUAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEB:  ,UARY  19,  1990  95 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

1989 

JAN. 

$  MIL 

1988-89 

CHARGE  (%) 

RATIO  |7.| 

TOTAL  RET.  (%] 

YIELD 

TOTAL  1 

NEUBERGER/BERMAN  MANHAnAN  (m) 

AVG 

404,7 

18 

No  load 

1,14 

Growth 

29.1 

1.6 

-7 

18. 

NEUBERGER/BERMAN  PARTNERS  (n| 

AVG 

764.9 

12 

No  load 

0.97 

Growth 

22.8 

3.9 

-5 

7. 

NEW  ECONOMY 

882.5 

27 

5.75 

0.83t 

Growth 

31,8 

2.2 

-7 

NEW  ENGLAND  EQUITY-INCOME  A 

o 

59.4 

14 

6.50 

1.52t 

Equity/income 

10.4 

4.1 

-6 

■-; 
J. 

NEW  ENGLAND  GROWTH  A 

555.9 

20 

6.50 

1.26t 

Growth 

22.3 

1.2 

-8 

NEW  ENGLAND  RHIREMENT  EQUITY  A 

146.9 

8 

6.50 

1.31t 

Growth/income 

22.6 

1.6 

-7 

14. 

NEW  PERSPECTIVE  A. 

♦  ♦ 

1276.0 

28 

5.75 

0.76t 

International 

25.9 

2.4 

-2 

'9. 

NEW  YORK  VENTURE  A 

308.2 

29 

4.75 

0.971 

Growth 

34.6 

4.1 

-6 

NEWTON  GROWTN 

35.0 

8 

No  load 

1.35 

Growth 

19.0 

3.9 

-5 

'4 

NICHOLAS  A 

1386.0 

26 

No  load 

0.83 

Growth 

24.5 

2.3 

-6 

It 

NICHOLAS  II 

AVG 

404.4 

12 

No  load 

0.74 

Small  company 

17.7 

1.5 

-6 

NICHOLAS  LIMITED  EDITION 

54.2 

64 

No  load 

1.12 

Small  company 

17,4 

1.1 

-6 

NOMURA  PACIFIC  BASIN 

70.7 

-10 

No  load 

1.25 

International 

22,9 

0.4 

-2 

NORTH  AMERICAN  GROWTH  |o) 

29.7 

-1 

4.75 

2.57t 

Growth 

21,6 

3.7 

-8 

NORTH  AMERICAN  MOD.  ASSET  ALLOC,  (p) 

46.0 

31 

4.75 

2.13t 

Balanced 

17.7 

4.1 

-6 

»J,nolt 

OLYMPIC  EQUITY-INCOME 

57.2 

83 

No  load 

1.00 

Equity/income 

23.7 

4.2 

-7 

aid,  not  n 

OLYMPUS  PREMIUM  INCOME  (q)  A 

41.0 

-24 

4,25 

2.40t 

Option/income 

99 

13.1 

-2 

OPPENHEIMER 

208.0 

7 

8.50 

1.07 

Growth 

23.7 

2.6 

-3 

1 

OPPEHHEIMER  ASSET  ALLOCATION 

215.1 

318 

4,75 

1.45t 

Balanced 

17.2 

4.4 

-3 

tTS.JOt 

OPPENHEIMER  DIRECTORS 

138.8 

0 

8,50 

1.27 

Growth 

20.1 

2.6 

-6 

OPPENHEIMER  DISCOVERY  (r) 

55.5 

70 

4,75 

1.46t 

Small  company 

34.0 

1.3 

-11 

■53 

OPPENHEIMER  EQUITY-INCOME 

1 192.7 

39 

8.50 

0.85 

Equity/income 

18.6 

5.3 

-3 

OPPENHEIMER  GLOBAL 

♦ 

566.8 

37 

8.50 

1.92 

International 

35.1 

0.3 

2 

1! 

OPPENHEIMER  GOLD  &  SPEC.  MINERALS 

AVG 

164.0 

56 

8.50 

1.22 

Precious  metals 

34.6 

1.8 

5 

OPPENHEIMER  PREMIUM  INCOME 

AVG 

263.7 

-13 

8.50 

0.91 

Option/income 

6.8 

5.1 

-5 

13 

OPPENHEIMER  REGENCY 

♦ 

128.5 

2 

8.50 

1.39 

Maximum  growth 

21.5 

2.3 

-8 

OPPENHEIMER  SPECIAL 

550.1 

7 

8.50 

0,97 

Growth 

21.3 

3.6 

-6 

OPPENHEIMER  TARGET 

o 

66.0 

-3 

4.75 

1,23 

Maximum  growth 

18.4 

3.4 

-6 

OPPENHEIMER  TIME 

AVG 

336.8 

25 

8.50 

1.00 

Growth 

27.9 

2.8 

-7. 

1? 

OPPENHEIMER  TOTAL  RETURN 

♦ 

389.2 

24 

4.75 

0.98t 

Growth/income 

19.3 

3.8 

-5, 

]i 

OVER-THE-COUNTER  SECURITIES 

316.1 

8 

4.50 

l,46t 

Small  company 

19.1 

0.7 

-8. 

]i 

PACIFIC  HORIZON  AGGRESSIVE  GROWTH 

o 

95.6 

4 

4.50 

l,31t 

Maximum  growth 

37.2 

0.0 

-10. 

PAINEWEBBER  ASSET  ALLOCATION 

596.1 

-6 

5.00** 

l,94t 

Balanced 

10.8 

6.7 

-2, 

W,llOt 

PAINEWEBBER  CLASSIC  ATLAS  (s) 

206.8 

6 

4.50 

l,46t 

International 

20.0 

0.7 

-3. 

PAINEWEBBER  CLASSIC  GROWTH  &  INC.  (t)  AVG 

62.6 

9 

4.50 

1.41t 

Growth/income 

24.6 

3.1 

-5. 

PAINEWEBBER  CLASSIC  GROWTH  (u) 

76.2 

20 

4.50 

1.37t 

Growth 

34.3 

0.0 

-6, 

PAINEWEBBER  CLASSIC  WORLD 

105.2 

NM 

4.50 

2.20t 

International 

3.5 

-2. 

PAINEWEBBER  MASTER  GROWTH 

98.2 

34 

5.00** 

2.04t 

Growth 

30.4 

0,0 

-9. 

l*d,  not 

PARKSTONE  EQUITY 

245.3 

NM 

4.50 

1.08 

Growth/income 

34.8 

1.9 

-7. 

PARKSTO!*tF  HIGH-INCOME  EQUITY 

91.7 

NM 

4.50 

1.11 

Equity/income 

28,1 

4.0 

-4. 

^'i  nol 

PARKSTONE  SMALL  CAPITALIZATION  VAL 

94.3 

NM 

4.50 

1.14 

Small  company 

32.4 

0.2 

-9. 

PASADENA  GROWTH 

36.7 

94 

3.00 

2.00 

Growth 

37.7 

5.0 

-10. 

PAX  WORLD  J. 

AVG 

93.0 

26 

No  load 

1.09t 

Balanced 

24.8 

4.4 

-4. 

1 

PENN  SQUARE  MUTUAL  & 

AVG 

212.7 

13 

4.75 

0.911 

Growth 

25.7 

3.4 

-5. 

1 

PENNSYLVANIA  MUTUAL  (v)  ± 

550.2 

26 

1.00* 

0.99 

Small  company 

16.7 

3.0 

-4. 

) 

PERMANENT  PORTFOLIO 

AVG 

97.2 

-1 

No  load 

1.16t 

Balanced 

6.4 

0.0 

-2. 

PHILADELPHIA 

AVG 

96.2 

5 

No  load 

0.95t 

Growth/income 

32.7 

1.9 

-6. 

1 

PHOENIX  BALANCED 

460.4 

1 1 

6.90 

0.94 

Balanced 

24.9 

5.2 

-3. 

PHOENIX  GROWTH  J. 

AVG 

715.8 

22 

6,90 

1.04 

Growth 

27.5 

3.5 

-5. 

2 

PHOENIX  STOCK 

AVG 

131.6 

9 

6,90 

1.10 

Maximum  growth 

21.6 

3.7 

-7. 

*  Includes  redemption  fee.  **  Includes  deferred  sales 

charge. 

t  12(b)-l  plan 

in  effect.   ^  No 

currently  accepting  new  accounts  or  deposits,  NA 

=  Not  available. 

NM  = 

Not  meani 

(m)  Formerly  Manhattan  Fund,  (n)  Formerly  Partners  Fund,  (o)  Formerly  Hidden  Strength  Growth  Portfolio,  (p)  Formerly  Hidden  Strength  Moderate  Asset  Allocation,  (q)  Formerly  Continental  C 
Income  Plus  Fund,  (r)  Formerly  Oppenheimer  OTC  Fund,  (s-u)  Formerly  PaineWebber  (s)  Atlas  Fund;  (t)  America  Fund;  (u)  Olympus  Fund,  (v)  Redemption  fee  applies  within  1  year  of  purcf 
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K    M'L  TOTAL  RET.  (%)         BW  10-YEAR  TURNOVER      %  CASH        P/E  LARGEST  HOLDING  TOLL  FREE  IN-STATE 

V    S       10  YEARS  ANALYSIS  RATIO  COMPANY  %  ASSETS  (800) 


-i 

-4 

-i. 
-1 
-I 
-i 
-i 

-4, 
-6 
-6 
-!, 
4. 
-6. 
-7. 
-2. 
-3. 
-3 
-t 
1, 
-3. 
2. 
5. 
i. 

18.5               ^^^B            Average            4          15.2          GTE                             2            High            877-9700        NY  2 1 2  850-8300 
17.9               IkiAri              High            31          14.7          Baxter  International         3            Low             877-9700        NY  212  850-8300 
LLJBB               Low             20          15.8          Tele-Communications       5         Average          421-0180        CA  213  486-9200 

13.8  ™  1— '    1            Average            1          15.8          Royal  Dutch  Petroleum     2         Average          343-7104       MA  800  343-7104 

20.9  Hl^tJ           Very  high          10          17.9          Philip  Morris                  7           High            343-7104       MA  800  343-7104 

16.4               ™   ™   1           Very  high            1          18.0          American  Express           2           High            343-7104       MA  800  343-7104 

19.1  ^bflH               Low             10          15.9          Philip  Morris                  4            Low             421-0180        CA  213  486-9200 

20.2  BHIH           Average            5          16.0          Humana                       4         Average          545-2098       NM  505  983-4335 
14.9                                           Low             17          14.2          ITT                              4         Average          242-7229        Wl  414  347-1141 
19.1                                           Low             12          13.9          ADT                            3            Low                                 Wl  414  272-6133 

LUIbJ           Very  low          14          14.8          Chambers  Devel.            4            Low                                 Wl  414  272-6133 
fund,  not  rated            1    1    1    B               Low             10          15.3          Infl.  Dairy  Queen           4                                                 Wl  414272-6133 
fund,  not  rated            1    1    1    B               Low               8           NA          Makita  Electric  Works      4                             833-0018        NY  212  208-9300 
fiinH,  nnt  rntpd             1    1    1    U            Average            0           1.3.3           USX                              2                               872-8037        MA  617  4,39-6960 
fund,  not  rated            1    1    1    LJ            Average            1          13.2          USX                             1                             872-8037        MA  617  439-6960 

fund,  not  rated            1    1    1    M           Very  low            7           9.3          PPG  industries               4                             346-7301         CA  213  623-7833 
fund,  not  rated            1   1    1    U              High            30          15.3          Digital  Equipment           5                             626-3863        NY  212  309-8400 
9.7               1    1  1— 1    1              High            24          16.3          Paramount  Comm.           2            High            525-7048        CO  303  671-3200 
fund,  not  rated            1    1    1    M            Average          25          17.9          Amoco                          1                             525-7048        CO  303  671-3200 
11.7               1    I—*  *— '            Average          26          15.8          Comdisco                      5         Average          525-7048        CO  303  671-3200 

fund,  not  rated            NIB              High             14          22.7          Lin  Broadcasting             2                             525-7048        CO  303  671-3200 
17.8               EKS              High            27          13.7          General  Motors              2         Very  low          525-7048        CO  303  671-3200 
18.5               HJHI            Average            1            NA          Rogers  Comm.                4         Average          525-7048        CO  303  671-3200 
LUiB              High              5          24.9          Sumitomo  Metal  Ind.       9        Very  high         525-7048        CO  303  671-3200 
13.1                ^    1    —           Very  high          25          15.5          Tribune                         6            Low             525-7048        CO  303  671-3200 

■6. 

^, 
7, 
i. 

0. 
2. 
I 
S. 
i 

r. 

1: 

I 
I 
i: 

ii 

41 

11 
ii 
Jl 
i 
11 
j> 
«i 

1   1  1— 1   1             High            22         18.2         Coastal                       3           High            525-7048       CO  303  671-3200 
12.9                                           Low             14          13.7          Home  Depot                  3         Average          525-7048        CO  303  671-3200 

1    ™    1    1            Average          20          12.7          Outboard  Marine           3           High            525-7048        CO  303  671-3200 
17.7               MMH            Average          19          18.9          Lin  Broadcasting             3         Average          525-7048        CO  303  671-3200 
14.0               U_Bri              High            22          14.0          General  Motors              2            Low             525-7048        CO  303  671-3200 

14.1                                           Low               7          15.5          Woodward  Governor      2         Average          523-2578         PA  215  643-2510 
1    1    ™    1           Very  high           5          26.6          Oracle  Systems              5           High            332-3863        CA  213  964-7500 
fund,  not  rated            1    1    1    M              High             55          13.7          Sara  Lee                       1                             647-1568         NJ  201902-7341 
ULH              High              0           NA          Willcox  &  Gibbs             2            Low            544-9300         NJ  201902-7341 
1    1    L-M           Average            9          19.6          FNMA                          7            Low             544-9300         NJ  201  902-7341 

fund,  not  rated            1    1    1    M            Average          22          27.9          Waste  Management        4                             544-9300         NJ  201902-7341 
fund,  not  rated              1    1    1    1    1                 NA               37             NA           V^r  M^rl  1  litg<.vprs            1                                  ';44-9^nr)          tsl  1  901909-7^41 
fund,  not  rated            1    1    1    M               Low               5          20.9          Wellman                       3                             647-1568         NJ  201902-7341 
fund,  not  roted             1    1    1    1    1                High                0             NA           Philip  Mnrri^                     S                                 4'il-fi377         DH   ROn  4'^1-R^77 
fund,  not  roted             1    1    1    1    1                 low                 0             NA           Tnmmnnwpnlth  FHknn      3                                 4';i-R?77         DH  fiOO^SI-a-!?? 

fund,  not  rnted              1    1    1    1    1              Avernge              0              NA            TCRV  Fnt^^rprUp.               9                                   4S1-R^77         DH    finO  4 S 1 -fil77 
fund,  not  rated           1    1    1    M              High              2          18.4          Eli  Lilly                          5                             882-2855        CA  818  351-4276 
13.8               1    ™    "              Low               9          16.9          Brooklyn  Union  Gas        6            Low                                NH  603  431-8022 

15.6  y^^^           Average          16          15.6          Bristol-Myers  Squibb        4         Average          523-8440         PA  215  670-1031 

17.7  ■JL—H               Low             25          15.3          Farmer  Brothers              1            Low             221-4268        NY  212  355-7311 

1    I    I    1    '               Low             25          18.7          Fed.  Realty  Invest.  Trust    6         Very  low          531-5142         TX  512  453-7558 
13.1  1— 1    1                  Very  low          40          19.1          Capital  Cities/ABC         7         Average          221-5588        NY  212  425-9655 

E^^B           Very  high          11          17.8          Tenneco                       2         Very  low          243-4361         CT  203  253-1000 
20.4               ^^^H              High             16          17.3          General  Electric              4            Low             243-4361         CT  203  253-1000 

L-Mid           Very  high           2          18.6          Reuters  Holdings             4         Average          243-4361         CT  203  253-1000 

See  pages  78-79  for  an  explanation  al  BW  Rating,  Trend  and  other  terms                                       DATA:  MORNINGSTAR  INC 
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FUND 


RATING 


SIZE 


FEES 


OBJECTIVE     CURRENT  RESULTS 


ASSETS  %  CHG. 
$MIL,  1988-89 


SALES 
CHARGE  (°'.) 


EXPENSE 
RATIO  1%) 


1989 


TOTAL  RET  1%)  YIELD 


PHOENIX  TOTAL  RETURN  A 

32.4 

-7 

4.75 

1.50t 

Growth/income 

18.4 

3.9 

PILGRIM  MAGNACAP  & 

AVG 

213.0 

7 

4.75 

1.60t 

Growth 

22.5 

1.3 

1 

PINE  STREET 

AVG 

53.7 

10 

No  load 

1.19 

Growth/income 

24.8 

3.6 

1 

PIONEER 

AVG 

1618.0 

1 5 

8.50 

0.76 

Growth/income 

23.4 

2.8 

1 

PIONEER  II 

AVG 

4412  0 

1 7 

ft  'in 

n  70 

Growth/income 

T  1 

o.  1 

1 

PIONEER  THREE 

♦ 

733.2 

18 

8.50 

0.72 

Small  company 

20.5 

2.7 

PIPER  JAFFRAY  VALUE 

40.1 

1 12 

4.00 

1.30t 

Growth 

39.2 

1.4 

fyniiol 

PLYMOUTH  GROWTH  OPPORTUNITIES 

39.6 

335 

4.00 

2.45t 

Growth 

24.1 

0.3 

hi  not 

PLYMOUTH  INCOME  &  GROWTH 

50.7 

42 

4.00 

1 .91  f 

Growth/income 

24.6 

8.5 

wJ.nol 

T.ROWE  PRICE  CAPITAL  APPRECIATION  & 

1 33  2 

3 1 

No  loQcj 

Growth 

Z  1  .  A 

T  7 
o./ 

UM 

T.  ROWE  PRICE  EQUITY-INCOME 

968.4 

93 

No  load 

1.11 

Equity/income 

13.7 

5.3 

W,«Ji 

T.  ROWE  PRICE  GROWTH  &  INCOME 

553.6 

25 

No  load 

0.96 

Growth/income 

19.3 

4.6 

T.  ROWE  PRICE  GROWTH  STOCK 

AVG 

1516.0 

17 

No  load 

0.69 

Growth 

25.4 

1.9 

1 

T.  ROWE  PRICE  INT'L  DISCOVERY 

60.0 

NM 

No  load 

1 .50 

International 

41.7 

0.9 

y,™ 

T.  ROWE  PRICE  INTERNATIONAL  STOCK 

967  9 

->** 

No  load 

1  1 7 

International 

7 

1  .o 

— 1 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH 

134.1 

102 

No  load 

1.50 

Growth 

38.4 

0.0 

-11 

U,rKi 

T.ROWE  PRICE  NEW  ERA 

AVG 

826.6 

14 

No  load 

0.83 

Natural  resources 

24.3 

2.5 

1 

T.  ROWE  PRICE  NEW  HORIZONS 

o 

\^ 

1043.1 

14 

No  load 

0.79 

Smoll  company 

26.2 

0.5 

1 

T.  ROWE  PRICE  SMALL-CAP  VALUE 

32.8 

28 

No  load 

1.25 

Small  company 

1 8. 1 

1 .3 

k(j,!io 

PRIMARY  TREND 

47  1 

_] 

No  toad 

1  1 0 

Growth/ income 

8  9 

0  A 
z.o 

tyiino 

PRIMECAP 

o 

279.1 

50 

No  load 

0.83 

Growth 

21.6 

1.2 

PRINCOR  CAPITAL  ACCUMULATION 

AVG 

131.9 

33 

5.00 

l.lOf 

Growth 

14.7 

2.9 

PRINCOR  GROWTH 

JX 

\^ 

33.0 

6 

5.00 

1.22t 

Growth 

18.1 

1.6 

PROVIDENT  FUND  FOR  INCOME 

o 

102.5 

8 

7.25 

0.79 

Income 

21 .7 

6.6 

PRUDENTIAL-BACHE  EQUITY 

AVG 

0  1  o.u 

9n 

zU 

1  Al  + 
1 .0  1  I 

Growth 

1  A 
1  .0 

PRUDENTIAL-BACHE  EQUITY-INCOME 

156.0 

169 

5.00** 

2.08t 

Equity/income 

20.3 

2.6 

fad,  no 

PRUDENTIAL-BACHE  FLEXIFUND  AGGRESS.  & 

125.2 

124 

5.00** 

2.33t 

Balanced 

19.0 

3.4 

PRUDENTIAL-BACHE  FLEXIFUND  CONSERV.  A 

143.5 

1 

5.00** 

2.09t 

Balanced 

15.5 

5.3 

PRUDENTIAL-BACHE  GLOBAL  Ak 

405. 1 

-20 

5.00** 

1 .981 

International 

12.0 

2.4 

PRUDENTIAL-BACHE  GLOBAL  NATURAL 

ou.y 

o.uu 

0  0/1  + 

Natural  resources 

0*^  1 
z  J.  1 

u.o 

ki,K 

PRUDENTIAL-BACHE  GROWTH  OPPORT. 

o 

150.6 

9 

5.00** 

1.791 

Small  company 

19.0 

0.8 

PRUDENTIAL-BACHE  OPTION  GROWTH 

o 

65.7 

-3 

5.00** 

1.75t 

Growth/income 

22.2 

2.5 

PRUDENTIAL-BACHE  RESEARCH 

AVG 

359.7 

-2 

5.00** 

1.63t 

Growth/income 

22.5 

2.6 

— > 

PRUDENTIAL-BACHE  UTILITY 

o 

TJT 

2306.3 

46 

5.00** 

1 .461 

Utilities 

37.2 

3.7 

-< 

GEORGE  PUTNAM  FUND  OF  BOSTON 

i> 

1  1 

O./O 

n  7T  + 
u./ oT 

Balanced 

OT  A 
z  J.O 

^  A 
0.0 

PUTHAM  ENERGY-RESOURCES 

125.6 

18 

5.75 

1.47t 

Natural  resources 

34.8 

2.9 

PUTNAM  FUND  FOR  GROWTH  &  INCOME 

1956.1 

19 

5.75 

0.72t 

Growth/income 

20.7 

4.8 

PUTNAM  HEALTH  SCIENCES 

AVG 

293.8 

27 

5.75 

1.08t 

Health  care 

42.0 

1.3 

— / 

PUTNAM  INFORMATION  SCIENCES 

99. 1 

7 

5.75 

1.90t 

Technology 

37.9 

0.5 

-IC 

PUTNAM  INTERNATIONAL  EQUITIES 

0  1  u.u 

O 

J./O 

1  A  1  + 
1 .0  1  1 

International 

OA  A 

1  7 
1 ./ 

PUTNAM  INVESTORS 

691.7 

13 

5.75 

0.68t 

Growth 

33.9 

3.0 

-t 

PUTNAM  OPTION  INCOME 

91  1.4 

-6 

6.75 

0.87t 

Option/income 

15.5 

3.7 

PUTNAM  OPTION  ?  !COME  II 

1 102.3 

-14 

6.75 

0.8  If 

Option/income 

19.0 

5.0 

PUTNAM  OTC  EMERb.NG  GROWTH 

183.7 

25 

5.75 

1.63t 

Small  company 

29. 1 

0.0 

PUTNAM  VISTA  BASIC  VALUE  A 

AVG 

265.2 

1 1 

5.75 

0.93 1 

Growth 

25.7 

3.3 

— - 

PUTNAM  VOYAGER 

AVG 

73 1 .4 

34 

5.75 

1.05t 

Maximum  growth 

35. 1 

1  .J 

—  IL 

QUEST  FOR  VALUE  A 

AVG 

77.7 

-2 

5.50 

1.86t 

Growth 

20.0 

2.6 

_« 

REA-GRAHAM  BALANCED  (w|  i. 

46.5 

-8 

4.75 

1.55t 

Balanced 

7.9 

7.0 

-c 

REICH  &  TANG  EQUITY 

121.9 

19 

No  load 

l.llt 

Growth 

18.0 

2.8 

-4 

RIGHTIME 

166.8 

-24 

No  load 

2.50t 

Growth/income 

11.0 

1.1 

-3 

*  Includes  redemption  fee.  * Includes  deferred  sales 
(w)  Formerly  Rea-Graham  Fund. 

charge. 

t  12(b)-l  plan 

in  effect. 

X  Not  currently  accepting  new  accounts  or  deposits.  NA  — 

Not  available. 

NM  = 

Not  meai 

on  ni  IQIMPQQ  \A;cPk'/cmaQi  iadv  iq  iQQn 


iTi  lAi  CI  iMn  Qmapan, 


lie  RESULTS 

IN'LTOTALRET. 
<S       10  YEARS 


TREND 

BW  10  YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER      %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


7o  ASSETS 


fund,  not  rated 
16.8 
14.3 
14.3 
17.1 


Very  high 

High 
Average 
Very  low 

Low 


-1 
2 
1 
2 

10 


16.7 
14,1 
13.0 
14.4 
14.2 


PepsiCo 
Motorola 
Philip  Morris 
GTE 
Xerox 


10 
4 

5 
3 
2 


Average 
Average 
Average 
Average 


243-4361 
334-3444 
225-8011 
225-6292 
225-6292 


fund,  no(  rated 
fund,  not  rated 
fund,  not  rated 
fund,  not  rated 


Very  low 
Average 
High 
High 
High 


4 

2 
5 
13 
26 


15.5 
15.9 
15.8 
13.9 
13.4 


Scientific-Atlanta 
Philip  Morris 
FNMA 

Constor  International 
Telefonica  de  Espana 


Average 


225-6292 
333-6000 
522-7297 
522-7297 
638-5660 


MA 
MN 
MA 
MA 
MD 


617  742 
612  342 
617  439 
617  439- 
301  547- 


7825 
6376 
6793 
6793 
2308 


fund,  not  rated 

12.8 
fund,  not  rated 


Low 
Average 

Low 

NA 
Average 


22 
9 
11 


12.1 
12.8 
15.4 
NA 
NA 


IBM 
Texaco 

General  Electric 

U.  Engineers  Malaysia 

Nestle 


Average 
Average 

Low 


638-5660 
638-5660 
638-5660 
638-5660 
638-5660 


MD 
MD 
MD 
MD 
MD 


301  547 
301  547- 
301  547- 
301  547- 
301  547 


2308 
2308 
2308 
2308 
2308 


fund,  not  rated 
14.7 
12.5 
fund,  not  rated 
fund,  not  rated 


Average  4  19.7  Tele-Communications  3 

Low  11  1 6. 1  Mobil  5 

Average  8  18.3  Home  Depot  2 

Average  14  16.1  Sands  Regent  3 

Low  26  11.2  USX  8 


Average 
Very  high 


638-5660 
638-5660 
638-5660 
638-5660 
443-6544 


MD 
MD 
MD 
MD 
Wl 


301  547 
301  547 
301  547 
301  547 
414271 


2308 
2308 
2308 
2308 
7870 


1  1  ■!  1 

Very  low 

10 

17.9 

Intel 

3 

High 

662-7447 

PA 

215  648-6000 

17.3 

Low 

9 

14.1 

Nynex 

3 

Average 

247-4123 

lA 

515  247-6833 

13.5 

1  1  hi  1 

Average 

2 

17.6 

Brand 

5 

High 

247-4123 

lA 

515  247-6833 

15.0 

Average 

2 

13.5 

AT&T 

6 

Average 

421-5666 

TX 

713  993-0500 

Average 

8 

15.5 

Seagram 

4 

High 

225-1852 

NY 

800  225-1852 

fund,  not  rated 
fund,  not  rated 
fund,  not  rated 

■  fund,  not  rated 


Average 
High 
High 
Averoge 
Average 


9 
13 
1 1 
2 
7 


13.9 
15.1 
15.4 
NA 
16.9 


American  Home  Prod. 
Seagram 
Seagram 
Echo  Bay  Mines 
Dominion  Mining 


Low 


225-1852 
225-1852 
225-1852 
225-1852 
225-1852 


NY 
NY 
NY 
NY 
NY 


800  225- 
800  225- 
800  225- 
800  225- 
800  225- 


1852 
1852 
1852 
1852 
1852 


15.5 


Average  16  16.1  Learonol  5  Very  high  225-1852  NY  800  225-1852 

Low  16  14.8  Bristol-Myers  Squibb  3  Low  225-1852  NY  800  225-1852 

Average  8  14.1  Warner-Lambert  3  Average  225-1852  NY  800  225-1852 

Low  10  13.9  General  Public  Utilities  5  Low  225-1852  NY  800  225-1852 

High  2  12.2  IBM  3  Low  225-1581  MA  617  292-1000 


17.3 


19.3 


Average 
High 
Low 

Average 
High 


3 
21 
4 
7 
9 


14.5 
12.2 
19.8 
20.1 
15.9 


Atlantic  Richfield 

IBM 

Merck 

Contel 

Western  Mining 


5 
5 
12 
5 
2 


High 
Low 
High 
Very  high 
Low 


225-1581 
225-1581 
225-1581 
225-1581 
225-1581 


MA 
MA 
MA 
MA 
MA 


617  292- 
617  292- 
617  292- 
617  292- 
617  292- 


1000 
1000 
1000 
1000 
1000 


15.9 
12.3 
I  fund,  not  rated 

17.9 


Average 

Low 

Low 
Average 
Average 


8 
2 
6 
5 
11 


16.2 
15.0 
14.2 
19.4 
11.4 


Wal-Mart  Stores 

Xerox 

IBM 

Alberto-Culver 
IBM 


High 
Average 

High 
Average 


225-1581 
225-1581 
225-1581 
225-1581 
225-1581 


MA 
MA 
MA 
MA 
MA 


617  292- 
617  292- 
617  292- 
617  292- 
617  292- 


1000 
1000 
1000 
1000 
1000 


18.3 


/  fund,  not  rated 
/  fund,  not  rated 


Average  8  19.1  Lin  Broadcasting  3  High  225-1581 

Low  8  12.4  General  Re  4  Low  232-3863 

High  57  9.3  Copenhagen  Hdlsbank.    2         Very  low  433-1998 

Low  11  14.3  Pioneer  Hi-Bred  Int'l.        5  221-3079 

Very  high  1  NA  Twentieth  Cen.  Growth    8  242-1421 

See  pages  78-79  for  an  explanatien  of  BW  Rating,  Trend  and  other  terms 


MA 
NY 
CA 
NY 
PA 


617  292 

212  667 

213  208 
212  370 
215  887 


1000 
-7587 
2282 
1248 
8111 
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i  u     r  If  11  r 


FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

JAN 

$  MIL 

1988-89 

CHARGE  (M 

RATIO  (%) 

TOTAL  RET.  (%) 

YIELD 

TOTAL 

RIGHTIME  BLUE  CHIP 

96.4 

35 

4.75 

2.26t 

Growth/ income 

19.6 

1.6 

RIGHTIME  GROWTH 

40.8 

134 

4.75 

2.22T 

Growth 

19.3 

0.7 

— < 

RODNEY  SO.  INTERNATIONAL  EQUITY 

69.8 

25 

5.75 

1.75t 

International 

17.5 

0.6 

RODNEY  SQ.  MULTI-MANAGER  GROWTH 

39.6 

37 

5.75 

1.75t 

Growth 

27.2 

1.2 

- 

ROYa  VALUE 

AVG 

192.1 

14 

1.00** 

1.87t 

Small  company 

15.9 

2.0 

SAFECO  EQUITY 

AVG 

59.6 

36 

No  lood 

0.96 

Growth/ income 

35.8 

3.6 

SAFECO  GROWTH  A 

♦ 

78.5 

1 1 

No  load 

0.94 

Growth 

19.2 

2.4 

-5 

SAFECO  INCOME 

AVG 

226.8 

3 

No  load 

0.92 

Equity/income 

19.2 

5.1 

SALEM  GROWTH 

94.7 

401 

No  load 

1.52t 

Growth 

26.9 

3.2 

SBSF  GROWTH 

98.8 

22 

No  load 

1.20 

Growth/income 

34.0 

3.0 

SCI/TECH  HOLDINGS  A 

146.8 

-20 

6.50 

1 .46 

TechnoloQy 

11.5 

0.6 

( 

SCUDDER  CAPITAL  GROWTH  A 

993.1 

99 

No  load 

0.88 

Growth 

33.8 

0.7 

-IC 

SCUDDER  DEVELOPMENT  A 

282.6 

-3 

No  load 

1.32 

Small  company 

23.2 

0.0 

-5 

SCUDDER  GLOBAL 

145.0 

95 

No  load 

1.98 

International 

37.4 

0.5 

SCUDDER  GROWTH  &  INCOME 

490.0 

22 

No  load 

0.89 

Growth/income 

26.5 

4.3 

_( 

SCUDDER  INTERNATIONAL  A 

767.2 

43 

No  load 

1.20 

International 

27.0 

1.0 

_1 

SECURITY  ACTION  PLANS 

215.2 

33 

8.50 

0.77 

Growth 

19.0 

14.9 

-5 

SECURITY  EQUITY 

AVG 

267.6 

17 

8.50 

0.90 

Growth 

32.2 

6.4 

-7 

SECURITY  INVESTMENT  A 

AVG 

83.7 

4 

8.50 

0.98 

Equity/income 

20.4 

5.7 

SECURITY  ULTRA 

o 

57.8 

-8 

8.50 

3.12 

Maximum  growth 

12.0 

1.0 

-£ 

SELECTED  AMERICAN 

361.0 

27 

No  lood 

1.08t 

Growth/income 

20.0 

2.4 

_9 

SELECTED  SPECIAL  SHARES 

AVG 

50.2 

44 

No  load 

1.22t 

Growth 

28.7 

1.7 

-4 

SELIGMAN  CAPITAL 

o 

124.6 

9 

4.75 

0.88 

Maximum  growth 

32.4 

0.0 

-IC 

SELIGMAN  COMMON  STOCK 

AVG 

495.0 

2 

4.75 

0.66 

Growth/income 

26.8 

3.1 

_K 

SELIGMAN  COMMUNICATIONS  &  INFO. 

AVG 

42.2 

9 

4.75 

1.48 

Technology 

30.0 

0.0 

-4 

SELIGMAN  GROWTH  ^ 

554.4 

1 1 

4.75 

0.64 

Growth 

33.7 

1.2 

-10 

SELIGMAN  INCOME 

159.2 

-1 

4.75 

0.75 

Income 

15.0 

8.1 

-1 

SENTINEL  BALANCED 

AVG 

75.9 

14 

8.50 

1.01 

Balanced 

19.4 

6.0 

-3 

SENTINEL  COMMON  STOCK  J. 

AVG 

600.5 

20 

8.50 

0.82 

Growth/income 

27.6 

3.4 

-6 

SENTINEL  GROWTH 

o 

52.3 

9 

8.50 

1.27 

Growth 

26.9 

1.2 

-6 

SENTRY 

47.1 

12 

8.00 

0.65 

G  rowth 

24.0 

2.8 

-6 

SEQUOIA  J. 

924.4 

29 

No  load^ 

1.00 

Growth 

27.9 

2.7 

-4 

SLH  AGGRESSIVE  GROWTH 

86.1 

14 

5.00 

1.25 

Maximum  growth 

41.5 

0.1 

-8 

SLH  APPRECIATION 

954.5 

103 

5.00 

0.84 

Growth 

29.6 

3.1 

-6 

SLH  BASIC  VALUE 

331.1 

-3 

5.00** 

1.82t 

Growth 

23.0 

2.1 

-5 

SLH  FUNDAMENTAL  VALUE 

o 

74.7 

3 

5.00 

1.10 

Growth 

18.8 

2.7 

-6 

SLH  GLOBAL  OPPORTUNITIES 

AVG 

88.9 

-17 

5.00 

1.72 

International 

18.4 

2.3 

-3 

SLH  GROWTH  &  OPPORTUNITY 

207.5 

42 

5.00** 

2.23t 

Growth 

17.8 

2.8 

-6 

SLH  GROWTH 

1049.0 

5 

5.00** 

1.87t 

Growth 

26.1 

3.1 

-6 

SLH  INTERNATIONAL  A 

68.7 

-16 

5.00** 

2.75t 

International 

16.2 

2.3 

-2 

SLH  MULTIPLE  OPPORTUNITIES 

247.7 

-25 

3.00** 

3  OOt 

Balanced 

22.7 

0.0 

-9 

SLH  OPTION-INCOME 

567.3 

0 

5.00** 

1.75t 

Option/income 

17.4 

9.0 

-4 

SLH  PRECIOUS  METALS  &  MINERALS 

34.6 

-20 

5.00 

1.78 

Precious  metals 

15.5 

1.8 

4 

SLH  PRECIOUS  METALS 

91.8 

1 

5.00** 

2.41 1 

Precious  metals 

17.4 

0.4 

3 

SLH  SECTOR  ANALYSIS 

273.5 

-30 

5.00** 

2.12t 

Growth 

21.2 

2.8 

~6 

SLH  SPECIAL  EQUITIES 

o 

156.2 

_8 

5.00** 

2.39t 

Small  company 

18.2 

3.7 

_8 

SLH  STRATEGIC  INVESTORS 

205.8 

54 

5.00** 

2.29T 

Balanced 

20.8 

4.1 

-4 

SLH  UTILITIES 

600.7 

50 

5.00** 

1.77t 

Utilities 

20.6 

6.4 

-3 

SIGMA  CAPITAL  SHARES 

o 

o 

84.2 

3 

6.00 

1.05t 

Growth 

11.6 

2.9 

-6 

SIGMA  INVESTMENT  SHARES  A 

AVG 

1 1 1 .9 

25 

6.00 

0.97t 

Growth 

27.7 

1.4 

-6. 

'  tncludes  redemption  fee.       Includes  deferre 

d  soles 

charge. 

r  12(b)-l  plan 

in  effect.  J 

Not  currently  accepting  new  accounts  or  deposits.  NA 

=  Not  available. 

NM  = 

Not  mean 
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UK  RESULTS 

iN'L  TOTAL  RET.  (%) 
iS       10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TELEPHONE 


TURNOVER 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


TOLL  FREE 
(800) 


IN-STATE 


?0 


fund,  not  rated 
fund,  not  rated 
fund,  not  rated 
fund,  not  rated 


Very  high  1  15.0  IBM  3 

NA  2  16.0  Humana  3 

Average  7  NA  Siam  Cement  Thailand  2 

Average  19  17.0  Bristol-Myers  Squibb  2 

Low  24  15.2  Farmer  Brothers  1 


Low 


242-1421 
242-1421 
225-5084 
225-5084 
221-4268 


PA 
PA 
MA 
MA 
NY 


215  887- 
215  887- 
800  225 
800  225- 
212  355- 


8111 
81 1 1 
5084 
5084 
7311 


15.1 

Average 

6 

18.4 

Seagram 

5 

Average 

426-6730 

WA 

206  545-5530 

13.5 

Very  low 

4 

15.2 

Philip  Morris 

6 

Average 

426-6730 

WA 

206  545-5530 

16.8 

Very  low 

2 

13.5 

GTE 

3 

Low 

426-6730 

WA 

206  545-5530 

fund,  not  rated 

1  1  1  w 

Low 

23 

12.9 

Philip  Morris 

4 

527-1578 

MA 

617  621-6100 

III" 

Average 

16 

14.6 

Campbell  Soup 

6 

Low 

422-7273 

NY 

212  903-1200 

18.7 
13.0 
fund,  not  rated 


High  11  19.4  Tandem  Computers  5  Average  637-3863  NJ  609  282-2800 

Average  9  19.1  Tele-Communications  1  Average  225-2470  MA  617  439-4640 

Low  1  21.0  Saint  Jude  Medical  5  Very  high  225-2470  MA  617  439-4640 

Low  13  16.8  Siemens  3  225-2470  MA  617  439-4640 

Average  12  13.0  ADT  4            Low  225-2470  MA  617  439-4640 


18.5 

15.8 
11.4 
1 1.4 


Average 
High 
High 
Average 
Average 


6 
0 
15 
2 
-11 


NA 
16.5 
17.7 
14.0 
15.7 


India  Growth  Fund 

PepsiCo 

Long  Island  Lighting 

Bell  Atlantic 

First  Financial  Mgmt. 


Low 
Average 
Average 
Low 
High 


225-2470 
888-2461 
888-2461 
888-2461 
888-2461 


MA 
KS 
KS 
KS 
KS 


617  439- 
913  295- 
913  295- 
913  295- 
913  295- 


4640 
3127 
3127 
3127 
3127 


17.0 
12.9 
16.3 
16.6 


Average 
Average 
Average 
Average 
High 


14 
28 
3 
1 
3 


15.0 
15.2 
19.7 
16.1 
21.0 


Allergen 

Capital  Cities/ABC 
Circus  Circus  Ent. 
General  Electric 
Oracle  Systems 


Low 
Average 

High 
Average 

High 


553-5533 
553-5533 
221-2450 
221-2450 
221-2450 


IL 
IL 
NY 
NY 
NY 


312641- 
312641- 
212  488- 
212  488- 
212  488- 


7862 
7862 
0200 
0200 
0200 


13.3 
13.6 
15.4 
18.1 
16.6 


Average  5  20.1  Contel  3  High  221-2450  NY  212  488-0200 

Average  7  12.2  Union  Electric  3  Very  low  221-2450  NY  212  488-0200 

Average  11  13.8  Royal  Dutch  Petroleum  1  Low  282-3863  VT  802  229-3900 

Very  low  3  14.3  General  Electric  3  Average  282-3863  VT  802  229-3900 

Low  4  18.3  FlightSafety  Int'l.  3  Average  282-3863  VT  802  229-3900 


13.7 
19.6 

18.4 
fund,  not  rated 


Very  low  19  16.9  McDonald's  7  Average  533-7827  Wl  800  533-7827 

Average  38  16.0  Capitol  Cities/ABC  17  Very  low  NY  212  245-4500 

Very  low  -10  NA  Lin  Broadcasting  13  Very  high  451-2010  NY  212  528-2744 

Low  13  15.6  AT&T  2  Average  451-2010  NY  212  528-2744 

Low  12  12.4  Archer-Daniels-Mid.  5  451-2010  NY  212  528-2744 


•  fund,  not  rated 


fund,  not  rated 


y 

n 


Average  5  14.8  Bristol-Myers  Squibb  5  Average          451-2010  NY  212  528-2744 

Average  5  14.8  Nat'l  Medical  Ent.  3  Average          451-2010  NY  212  528-2744 

Low  29  13.7  Loews  6  451-2010  NY  212  528-2744 

Very  high  30  16.4  Philip  Morris  5  Average          451-2010  NY  212  528-2744 

High  11  NA  Singapore  Airlines  3  451-2010  NY  212  528-2744 


'  fund,  not  rated 
'  fund,  not  rated 
'  fund,  not  rated 
'  fund,  not  rated 
'  fund,  not  rated 


■ 


Very  high  18  7.4  AMEX  6 

Average  12  13.1  Johnson  &  Johnson  8 

Low  -1  34.5  Corona  7 

Low  5  31.3  American  Borrick  Res.  5 

Very  high  21  15.4  General  Electric  24 


451-2010 
451-2010 
451-2010 
451-2010 
451-2010 


NY 
NY 
NY 
NY 
NY 


212  528- 
212  528 
212  528- 
212  528 
212  528- 


2744 
2744 
2744 
2744 
2744 


'  fund,  not  rated 
'  fund,  not  rated 
16.2 
17.1 


High  5  17.8  Four  Seasons  Hotels  6 

Average  16  11.2  Royal  Dutch  Petroleum  2 

Average  11  12.0  Dominion  Resources  2 

Low  15  16.0  Kelly  Services  5 

Very  low  3  15.7  Merck  4 


High 


High 
Average 


451-2010 
451-2010 
451-2010 
441-9490 
441-9490 


NY 
NY 
NY 
DE 
DE 


212  528- 
212  528- 
212  528- 
302  652- 
302  652- 


2744 
2744 
2744 
3091 
3091 


See  pages  78-79  for  an  explonalion  of  BW  Rating,  Trend  and  other  terms 
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FUND 

RATING 

FE£S 

ORJEcrrvE 

CU  RREWT  RE  S  UITS 

" 

r.'-~'Z  ^- 

SkSIU  TWST  SJiU.R:E3  ^ 

6-OD 

1.11" 

sii&iiiLA  vEirrefcE  itiksss  A 

if..i 

5 

6.CO 

Srral  tn-'Zi3-' 

22.D 

ai 

yr  -Mirw'  e^&iimiiI'I  m^  s-b^mtw 

AVC 

5B.i 

19 

.  1  r 

Small  ccnciD-' 

35-2 

1.0 

sjirnti  BJLitirY  eouirn 

AVG 

Bl-D 

10 

5-75 

OTPt 

Growlfi 

31.1 

2j5 

SNLrm  ixtMH  i»cci>M.E  4  e«o<vmi  i. 

14 

5-75 

D.A4 

25.D 

5.4 

SO«£l  BirTEKUmOMU.  1. 
SCNHB  SHORE 

soime&STBi;iii  issrr  m&m't.  sjuil-glp 
so>£miEJL?rEKM  issn  m&wt.  viuie 
sovmuiTEni  eecNiim 


♦  'i^ 


"52.2 


99 


TsiD  IDOO 

Mo  bad 


loO 
135 


i-iremat'cnn 
5mnli  company 


22-5 
32-9 
233 


23 
1.1 


swEREnei  nmrnncs  ± 

AV6 

■ci 

Sim  E«>WD  CO-NLMOM  STCKX  X 

27.  D 

3D 

STtiii:!fO'E  CLP-rm  o-PM-rniiiTFES  ^ 

62 

.aC 

AV6 

STBnoEmxx 

204-7 

17 

STBUHM-E  rcrtil  RrETTililirll 

142.4 

9 

STwrt&K  iKVErrmEKTS 

59-7 

33 

STRJLTTO'i  WCrriLY  E»mitl'EIIID  snuss 

AVG 

34.7 

6 

5.x 
Nlc  bar' 


1.06 
1-09 
".24 


Mnximum  grt»«-tfi 


42.5 
363 


04 

2.1 


No  toad 
^4o  bod 
fi30 
Nd  load 

2.0Z 


0.77 
D.90 
132 
1.22 

2.0- 


Grrxx-tr, 


2C3 
613 


1.9 
5j£ 
3-2 
7.9 


ST!!i>ll«€  I'KVESTIfcarT 

mrots  oPW-RTWimr 

SWrVETiM! 


Ave 

♦  ♦  ♦ 


2D5-D 

3D 

10653 

6 

10D.6 

10 

3r6i 

24513 

45 

4714.9 

20 

54.D 

-B 

347.9 

ID 

.1. 
2.D0 
1-00 
530 

E..5' 


1.6D 
130 
1-59T 


Growth 

Small  comDO*^*' 

I-T2— 1— iD-O 


1E3 
2-6 
24.6 


33 
73 

ao 


mmsrvusiotu. 
rmm&m  ikximikmi  SiiCfUi 


Ave 


£30 
B3D 
5-00* 
5.0D* 


a66 

D39 

23Dt 

1.7D- 


tnTs~iwTO"(a 
iiiia:  iiafianai 
liiifisrTiLiiiLiiiai 
i'liat  [luibnal 
Grom-th 


223 
223 
2S3 


3.B 
33 
03 

0:7 


nuuesjLMiESjia  s-t^wrw  4  iiikimk  Ave 

TURSJkHEna  TKilllll>0>U>€T  :  AVG 


i  .4 
6Ei 


NV-. 

3 

-7 


431 

-4.75 
4:75 


^.44 

1-12-:- 

135t 


Growfri/mccime 
Grow1h/intinn= 
Grooife 


223 
273 


4-B 

43 


reBSTEET  CQMMiiOfD  sirrL  BMiirn  ^  ^  ^ 
TWSTEET  coMiineLa  iL  I.  symm  avg 

TWOS  ±  >  -> 

rwamETH  CErrurr  u.ujkid  iivest. 
TwamFTn  cErrwrr  6»cnir™  mftTST.  i.  ^ 


"2G5 
"B5.1 


4 
13 


Ntc  bad 
bad 
'-"r  bar 


D3B 
1.14 

■.d: 


i— re— i370na 
Growth/" rcome 


173 
25-1 
25.i 


2.9 
0l6 


Twonmi  CEmirr  maaxkBi  onrEsr. 

"4D 

No  oaa 

1.DD 

Growtb 

35.1 

as 

TwsrnETii  CErrwrr  sel  vmsi.  ± 

AVG 

Nio  load 

130 

Growth 

393 

3-1 

Twarnmi  cevtwt  Km  hti-estoks 

->  "V 

No  bad 

130 

Small  company 

56.9 

Z1 

TMfEimimi  CErruPT  vistt  iiwestcws 

>  -> 

■^c  *  ^ 

45 

No  boo 

1.DD 

Small  ramoo-'i' 

523 

D-C 

_-  r. 

ft.  KetSKKH  eeowm  4  imcome 

±' 

G'O**"?".  'in"DrT5 

ft-LTKBtt 

£~  X 

i  .~5 

~ 

Htt  STOCK 

453 

ID 

No  bad 

037 

G-o»1ri 

19-1 

4.9 

nrra  ifcmwutriYE 

B773 

19 

B3D 

030 

Growth 

273 

U 

wrra  cocTvarau.  DKOHE 

AV6 

323.9 

9 

B3D 

035 

SaloTKsd 

233 

53 

wrTEB      4  eovamian 

E2.!; 

:-.5I 

".40 

rrsroji  me'raE 

"  £.4 

!«)  T^urmer**  CnTmnsrze  inr^me  BViarea.  'y!  ^^mnsriy  CTterian  Sunbsh  Gto»*^. 


fund,  ts)  fsiTmariy  Gntericm  ' 


ecnro^Qy  runsi. 


I K  RESULTS 

•J'L  TOTAL  RET  1% 
S       10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


%  ASSETS 


14.2 
11.6 


15.5 
18.3 


Low 
Low 
High 
Average 
Low 


5 
22 

3 
10 

3 


13.9 
18.6 
18.6 
14.9 
12.7 


Warner-Lambert 
Biomet 
Nac  Re 
Philip  Morris 
American  Home  Prod. 


Very  low 

High 

High 
Average 

Low 


19.8 
fund,  not  rated 
fund,  not  rated 
fund,  not  rated 
fund,  not  rated 


Low 
High 
Low 
Average 
Low 


22 
21 
2 
3 
13 


NA 
16.4 
13.8 
14.6 
14.1 


Bank  for  Int'l.  Setlmnt. 
FNMA 

Fieldcrest  Cannon 
Knight-Ridder 
American  Software 


Very  low 


334-2143 

445-9469 
445-9469 
999-4328 


NY 
CT 
TN 
IN 
VA 


212  397 
203  629- 
901  761 
901  761 
804  649 


8550 
1980 
2474 
2474 
2311 


16.5 
13.4 
13.9 
fund,  not  rated 
20.1 


Average 

Low 
Very  high 
Average 
Average 


14 
14 


14.4  Abbott  Laboratories  3  Low  PA  215  254-0703 

18.6  Waste  Management  11  High  328-4735  MN  507  354-2144 

16.9  Carnival  Cruise  Lines  3  Very  high  338-2550  IL  800  338-2550 

18.0  MCI  Communications  3  338-2550  IL  800  338-2550 

18.0  MCI  Communications  6  Average  338-2550  IL  800  338-2550 


14.5 
12.1 
3.4 
13.6 
fund,  not  rated 


Average  14  20.2  Geico  4  High  338-2550  IL  800  338-2550 

High  3  15.0  Contel  2  Very  low  338-2550  IL  800  338-2550 

Low  5  NA  Hbeestfontein.  Mines  15  Very  high  527-5027  TX  214484-1326 

Low  6  11.7  DPL  6  Low  634-5726  PA  215  941-0255 

Very  high  44  15.7  Ameritech  4  368-3863  Wl  414  359-1400 


fund,  not  rated 


13.8 


Very  high 
Very  high 
Very  high 

Low 

Low 


53 
48 
31 
6 
15 


12.7 
16.7 
15.0 
17.1 
NA 


Texaco 

Burlington  Resources 
Philip  Morris 
Nac  Re 

PolyPeck  International 


Very  low 

Low 
High 
Very  low 


368-3863 
368-3863 
368-3863 
227-4618 
237-0738 


Wl 
Wl 
Wl 
NJ 
FL 


414  359 

414  359 
414  359 
201 319 
813  823 


1400 

1400 
1400 
4000 
8712 


16.4 
17.5 
fund,  not  rated 


Low  10  11.8  Telefonos  de  Mexico  3  Low  237-0738  FL  813  823-8712 

Very  low  6  11.8  Westpoc  Banking  3  Low  237-0738  FL  813  823-8712 

Very  low  1  12.0  Humana  5  Low  237-0738  FL  813  823-8712 

Average  4  20.1  FNMA  2  628-1237  NY  212  482-5894 

Average  7  16.6  FNMA  4  Average  628-1237  NY  212  482-5894 


fund,  not  rated 
14.2 


□IK 


High  7  22.4  Shorewood  Packaging  3  High  628-1237  NY  212  482-5894 

Average  2  16.6  Pacific  Gas  &  Electric  2  999-0124  LA  504  587-2708 

Very  high  4  16.4  Minn.  Mining  &  Mfg.  3  Low  999-3863  TX  713  751-2400 

High  4  17.1  Cordis  5  High  999-3863  TX  713  751-2400 

Very  high  2  19.2  Biogen  4  High  999-3863  TX  713  751-2400 


19.2 
fund,  not  rated 
17.9 


Low 
High 
High 
Very  high 
High 


12 
5 
4 
4 
3 


NA 
1 1.0 
16.8 
20.4 
16.9 


Koshiyama 
Alcoo 

MCI  Communications 
Procter  &  Gamble 
MCI  Communications 


Very  low 
Average 
High 

High 


662-7447 
662-7447 
223-3332 
345-2021 
345-2021 


PA 
PA 
NY 

MO 
MO 


215  648 
215  648 
212  908- 
816531- 
816531 


6000 
6000 
9582 
5575 
5575 


fund,  not  rated 
20.4 


fund,  not  rated 


High  5  18.1  Bristol-Myers  Squibb  4  345-2021  MO  816  531-5575 

High  1  15.8  FNMA  7  High            345-2021  MO  816  531-5575 

High  1  14.5  American  TV/Comm.  4  Very  high         345-2021  MO  816  531-5575 

High  5  25.7  Oracle  Systems  10  Very  high         345-2021  MO  816  531-5575 

High  2  14.6  Texaco  3  MA  617  272-6420 


14.3 

18.4 
16.4 
'  fund,  not  rated 


Average  2  15.2  Philip  Morris  3  Average 

Low  24  15.1  Amoco  2  Average 

Very  high  17  15.0  Bristol-Myers  Squibb  3  Low 

High  3  16.1  Mobil  4  Low 

High  7  28.2  RTZ  5 


262-6631 
422-2766 


TX 
MO 
MO 
MO 
MO 


713  750 
816471- 
816  283- 
816  283- 
816  283- 


8000 
5200 
4122 
4122 
4122 


See  poqes  78-79  for  an  expkinalien  of  BW  Rating,  Trend  and  ether  terms 


DATA:  MORNINGSTAR  INC. 


UAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEBRUARY  19,  1990103 


L   F  U  M 


FUND 

RATING 

SIZE 

FEES 

o&JEcrrvE 

CURREWT  RESULTS 

S  W.IL 

 A  ;~ 

UHHrTED  IMCaME 

15AB.9 

35 

5.5; 

-  ^  = 

27.5 

3. " 

WW  1  TED  llfTtRltAri'a^lA.L  &(KJWTH 

2SE.6 

2 

8^ 

1.13 

13.4 

ZO 

miTtS  NEW  CON-aPTS  ^ 

72.4 

-13 

8^ 

i~t  :.--rr-.' 

p  c 

3.5 

-J 

VHrTED  RETIREJUtirr  SHARES 

AVG 

"  -Z-2 

33 

S-5C 

C.87 

C--Z-—  -zo-e 

- 

_ 

mrriD  sciEKa&EWERCY 

AVC 

: 

"5 

:.£5 

2- 

-  5 

UMtTED  SERVICES  G-OLD  S+IA.RES 

♦ 

357.3 

^4obod 

1.54 

Precio-s  ~'i'z  i 

-  - 

UiW  TTED  SERV  KiS  &LOB A  L  R  E'  J  U  (fCE3  : 

36.3 

_5 

ZOO* 

1.78 

IfNlTED  SERVtCIS  NEW  PlfOiPtaOR  : 

97.9 

2 

ZOO" 

ZOO 

-  ii       -r-r  ; 

16.5 

OJ 

yNITlD  VAN&UARD 

AVC 

75S.4 

15 

830 

0.96 

Growth 

18.7 

3.5 

USAA  HrVETTMEIirT  caRMER5T0<ME 

' 

t 

Nc  \ood 

1-21 

Bob->ced 

2".' 

_■ 

ItSAA  IMVESTMErr  &0>Lfi 

♦ 

■—  z 

"  .34 

-■-r-ro.:  -te-o:: 

.  _  - 

•  ^ 

ttSAA  miLrmi  a&&ress-ive  growth 

'  s~  ' 

9 

No  IC03 

0.91 

•■■z<  -.- 

16.6 

1.0 

USAJ  MUTUAL  GROWTH  ^ 

235.7 

12 

Ko  lood 

1.19 

GrooTT. 

273 

3.2 

USAA  MITTUAL  INCOME 

356.0 

24 

No  k>o6 

0.57 

Income 

16.4 

8.8 

_ 

USAA  MJTUAI  INCOME  STIKK  ^ 

- 

:- 

•n;  cor 

■ 

rqoity/incorve 

-i 

VAUJE  LINE 

AV6 

"  54.5 

7 

So  iCOO 

0.70 

31.4 

ZO 

-£ 

VALUE  UNE  INCOME 

AVG 

n 

No  lood 

0.82 

Income 

22-5 

6.9 

_i 

VAIUE  UME  LfVERAGED  GROWTH 

o 

6 

No  lood 

0.96 

Maximum  gro*-+ 

3Z3 

1.6 

-£ 

VALUE  LINE  SPfCIAL  S-ITUATtONS 

■0' 

"  "6.5 

3 

No  lood 

l.OB 

MaximLim  growth 

21.7 

1.7 

-7 

VANECKGO'LA  RESOURCES 

245  " 

7 

6.75 

1.39- 

Precious  metals 

1S.9 

0.2 

2 

VAN  ECK  WORLfi  TREIDS 

VAN  KAMPfN  MERRin  GROWTH  &  INC 

VANCE  SANDERS  SPECIAL 

VANGU  ARD  ASSET  ALlOCATtON 

VANGUARD  EOUI'TY- INCOME 


^   <^  ^  57.2 
129.0 


4.90 

l_50t 

2 

4.75 

1.14 

NM 

No  lood 

0.49 

No  bod 

0.44 

No  bobz 

0-50 

71 

No  iOOD 

0.22 

323 

No  lood 

0.24 

international 
Gro*>~ 
V.ca'i-.- 
Boio->ced 

Equit.'  -'ZZ>~' 


19.0 
22.1 
23.7 


1.3 
2J3 
0.7 

5.4 
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cqurr.-  -'zz/- 
Grow^,  -ir; 
Small  compc 
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1.6 
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AVG 

72.1 

86 
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Z3 

-3 
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LOO- 

0.48 
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Z9 

6 
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LOO* 

0.62 
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ZO 

-4 
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39 
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0.00 
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18.7 
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Nc 
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-6 
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0-51 
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-3 
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50 
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3J 

-6. 
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3 

4-50 

0.80 
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Zl 

-7. 
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43.0 

NM 
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zoot 

Growth 

Z8 

-3. 
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^5.0 

5.3 
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7 
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ZO 
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10 

No  lood 
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27.6 

0.9 

-6- 

WPG  &ROWTH 
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16 

No  locxJ 

0.94 

25.0 

0.2 

-8. 
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-47 

4.75 

1.59- 

"4.1 

0.0 

Nio^  cifenT^y  ncc^ting  new 
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neai 
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tvDUTUAL  FUND  SCOPEBC 


tK  RESULTS 

N'L  TOTAL  RET  1% 
(S       10  YEARS 


TREND 

BW  10-YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TELEPHONE 


TURNOVER 


CASH 


P/E 
RATIO 


LARGEST  HOLDING 


COMPANY 


ASSETS 


TOLL  FREE 
(800) 


IN- STATE 


19.3 
19.5 

14.7 
15.2 


Average 
Very  high 
Average 
Average 
Average 


3 
6 
25 
13 
10 


16.2 
NA 

21.7 
17.0 
19.8 


ITT 

Siemens 
CintQs 

Campbell  Soup 
Computer  Sciences 


Average 
Low 
High 
Low 

Average 


MO 
MO 
MO 
MO 
MO 


816  283-4122 
816  283-4122 
816  283-4122 
816  283-4122 
816  283-4122 


8.4 

fund,  not  rated 
19.9 


niau 


Very  low 
Low 
Low 
High 
Low 


NA 
25.1 
37.1 
15.2 
19.1 


Driefontein  Mines 

Teck 

Corona 

Upjohn 

Rouse 


Very  high 
Very  high 

Average 
Very  low 


873-8637 
873-8637 
873-8637 

53 1  -8000 


TX 
TX 
TX 
MO 
TX 


512  523-2453 
512  523-2453 
512  523-2453 
816283-4122 
512  498-8000 


12.4 
12.7 
fund,  not  rated 


Low 

High 
High 
Very  low 
Average 


37.2 
20.0 
14.3 
NA 
16.4 


Placer  Dome 

Biomet 

IBM 

Philadelphia  Electric 
Texas  Utilities 


Very  high 
Very  high 

High 
Very  low 


531-8000 
531-8000 
531-8000 
531-8000 
531-8000 


TX 
TX 
TX 
TX 
TX 


512  498-8000 
512  498-8000 
512  498-8000 
512  498-8000 
512  498-8000 


14.0 
15.1 
15.8 
9.2 

fund,  not  rated 


High 
High 
High 
Average 
Very  low 


18.5 
13.2 
17.8 
16.1 
35.0 


SLMA 
AT&T 

Philip  Morris 


International  Banknote  5 
Corona  1 1 


High 
Low 
High 
Very  high 


223-0818 
223-0818 
223-0818 
223-0818 
221-2220 


NY 
NY 
NY 
NY 
NY 


212  687-3965 
212  687-3965 
212  687-3965 
212  687-3965 
212  687-5201 


fund,  not  rated 
fond,  not  rated 
8.5 

fund,  not  rated 
fund,  not  rated 


Mill 

I  I  M  I 


Average 

Low 
Average 
Average 

NA 


3 
2 
6 
14 
7 


NA 
11.2 
18.5 
14.9 
12.5 


Dai-Tokyo  F&M  Ins. 
Unilever 

Dorchester  Hugoton 
IBM 

Chevron 


High 


221-2220 
225-2222 
225-6265 
662-7447 
662-7447 


NY 

IL 
MA 
PA 
PA 


212  687-5201 
708  719-6000 
617  482-8260 
215  648-6000 
215  648-6000 


19.9 
17.0 
fund,  not  rated 
fund,  not  rated 
11.0 


Low 
Very  low 
Very  low 
Average 

High 


23 
1 
2 
4 

1 


7.3 
15.0 
16.2 
13.2 
16.4 


Citicorp 
IBM 
BCE 
IBM 


Sequent  Computer  Sys.  2 


Low 
Average 


Very  high 


662-7447 
662-7447 
662-7447 
662-7447 
662-7447 


215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 


fund,  not  roted 


Average 

Low 

Low 
Very  low 
Average 


15 
14 
13 
13 
7 


22.8 
NA 

20.8 
NA 
NA 


Mobil 

Minorco 

Pfizer 

Windsor  II  Fund 
Brown  Boveri 


4 

3 

5 
34 

5 


Average 
Very  high 
Average 


Lov 


662-7447 
662-7447 
662-7447 
662-7447 
662-7447 


PA 
PA 
PA 
PA 
PA 


215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 


19.9 
15.5 
16.8 


Average 

Low 

Low 

Low 
Very  low 


18.4 
13.2 
13.8 
11.9 
14.7 


Toys  'R'  Us 

Pacific  Telesis  Group 

Mobil 

Dow  Chemical 
IBM 


Average 
Average 
Very  low 

Low 
Average 


662-7447 
421-0180 
662-7447 
662-7447 
835-5472 


PA 
CA 
PA 
PA 
CA 


215  648-6000 
213  486-9200 
215  648-6000 
215  648-6000 
800  835-5472 


fund,  not  roted 
fund,  not  rated 
fund,  not  rated 
fund,  not  rated 

20.1 


Low 
Average 
NA 
High 
Low 


2 
9 
NA 
12 
18 


9.8 
18.2 

NA 
13.1 

7.1 


Textron 
Home  Depot 
Vanguard  Index  500 
Syntex 
Ford  Motor 


3 
2 

15 
4 
7 


Average 


666-0367 
666-0367 

323-7023 
662-7447 


CO 
CO 
MA 
NY 
PA 


303  623-2577 
303  623-2577 
617  239-0445 
718  895-1206 
215  648-6000- 


fund,  not  rated 

10.7 
15.0 
fund,  not  rated 
fund,  not  rated 


Low  4  13.0  Entergy  3 

Average  —1  14.7  BAT  Industries  5 

Average  2  15.8  MCI  Communications  5 

High  5  18.4  MCI  Communications  2 

NA  15  13.8  Sumitomo  Bank  Calif.  2 


High 
High 


662-7447 
225-801 1 
223-3332 
223-3332 
257-0228 


PA 
NY 
NY 
NY 
NY 


215  648-6000 
212  504-4000 
212  908-9582 
212  908-9582 
212  466-6805 


See  po^es  78-79  f«r  an  explanation  el  BW  Rating,  Trend  and  ether  terns 


DATA;  MORNINGSTAR  inc. 


OAL  FUND  SCOREBOARD 


BUSINESS  WEEK  FEBRUARY  19.  1990105 


ADAMS  EXPRESS 
ASA 

ASIA  PACIFIC 
BAKER  FENTRESS 
BRAZIL 


SIZE  FEES 

ASSETS 
$  MIL 

550.1 
694.6 
136.6 
456.2 
226.9 


OBJECTIVE     1 989  RESULTS 


EXPENSE 
RATIO  (7«) 

0.51 
0.51 

3.20 
0.64 
2.00 


1989  TOT'L.  RET  (%)  YIELD 


Equity/income 
Precious  metals 
International 
Growth 
International 


NAV 
26.9 
55.1 
82.2 
19.2 
71.0 


SHARES 
18.4 

57.7 
181  3 

23.3 
104.9 


TREND      CURRENT  SHARE  DATA 

3-YEAR 
ANALYSIS 


JAN.  1990      RECENT     DIFFEREl  E 


4.1 
6.3 
0.2 
3.1 
14.3 


%  CHANGE 
-1.6 
14.4 
16.9 
-9.9 
4.9 


PRICE 
15V4 
643/4 
201/2 
20 
141/4 


FROM  ^/ 

-11.- 
-16.'; 

32.^ 
-13.:' 
-27.} 


CENTRAL  FUND  OF  CANADA  89.1  0.40  Precious  metals  -7.4  15.8  0.0 

CENTRAL  SECURITIES  129.4  0.87  Growth  12.3  16.5  10.2 

COUNSELLORS  TANDEM  SECURITIES  110  9  199  Utilities  61.6  88  3  1.7 

DUFF  &  PHELPS  SELECTED  UTILITIES  1728.4  1.33  Utilities  26.4  20.2  8.8 

GABELLI  EQUITY  589.8  1.26  Growth  31.0  56.5  9.4 


4.6 

-3.9 
-14.1 

-2  2 
-14.3 


6 

91/4 
10 

83/8 

12 1/2 


10.5 
-17.:- 
-12.C 
0.^ 
2.f 


GENERAL  AMERICAN  INVESTORS  381.9  1.04  Growth  36.0  48.6  1.4 

GROWTH  STOCK  OUTLOOK  124  3  1  43  Growth  12  1  13  6  5  8 

HELVETIA  104.5  1.83  International  18.7  59.2  0.0 

ITALY  81.3  2.00  International  28.6  111.1  0.9 

KOREA  386.5  1.54  International  28.6  37.8  0.2 


-6.3 
-2.5 
-7.4 
2.9 
-7.6 


17 
9% 
14 
18 
343/8 


-15.5 
-3.8 
9.1 
36.4 
86.9 


LEHMAN 

LIBERTY  ALL-STAR  EQUITY 

MALAYSIA 

MEXICO 

NIAGARA  SHARE 


1027, 
514 
99 
246, 
229 


1  0, 

2  1. 
9  2. 
6  1. 
8  1. 


Growth 

Growth/income 
International 
International 
Growth 


23.9 
28.9 
54.7 
71.7 
26.7 


30.5 
27.6 
151.5 
118.3 
31.5 


4.1 
8.8 
0.6 
5.4 
2.3 


-4.6 
-4.6 
24.0 
24.2 
-3.5 


12 1/4 
73/4 
23 
14 
14 


NICHOLAS-APPLEGATE  GROWTH  EQUITY  108  3  4  80  Growth  36.8  45.3  0.0 

PATRIOT  PREMIUM  DIVIDEND  209  8  138  Income  26  8  318  115 

PETROLEUM  &  RESOURCES  352.8  0.66  Natural  resources  35.4  39.6  4.3 

PILGRIM  REGIONAL  BANKSHARES  102.6  1.06  Financial  19.7  33.1  12.4 

QUEST  FOR  VALUE  DUAL  PURPOSE  CAP.  324.9  0.89  Growth  51.3  63  8  0.0 


-11.0 
0.9 
-5.6 
-2.7 
-8.0 


91/4 
10% 
25V2 
9 

133/8 


QUEST  FOR  VALUE  DUAL  PURPOSE  INC.  209  1  0  89  Income  12  8  39  9  115 

REGIONAL  FINANCIAL  SHARES  99.0  1.05  Financial  21.7  50.8  3.3 

ROYCE  VALUE  TRUST  135.8  1.00  Small  company  17.1  23.3  1.7 

SCHAFER  VALUE  96.2  0.69  Growth  49.3  47.5  13.5 

SCUDDER  NEW  ASIA  115.6  0.52  International  48.6  94.4  2.6 


-3.9 
-7.1 
-6.6 
-10.8 
-5.5 


12% 
8V8 

85/8 

93/8 
143/4 


SOURCE  CAPITAL  313.7  0.97  Growth/income  22.5  25.4  5.3 

SPAIN  138.3  1.76  International  31.8  208.1  0.8 

TEMPLETON  EMERGING  MARKETS  156.2  2.03  International  47.0  98.4  1.0 

TEMPLETON  VALUE  168.5  1.35  International  11.5  21.1  3.5 

THAI  181.1  1.44  International  107.4  195.3  1.0 


-6.5 
-17.7 
-5.7 
-6.3 
4.7 


403/8 
27 
141/8 
9% 
33% 


TRI-COHTINENTAL  1632.1  0.55  Growth/income  31.5  38.0  3.3 

VANGUARD  GEMINI  II  CAPITAL  SHARES  190  4  0  43  Growth  6.5  22  8  0  0 

VANGUARD  GEMINI  H  INCOME  SHARES  102  3  0.43  Income  15.5  14  9  12  1 

ZWEIG  408.9  1.31  Maximum  growth  26.2  35.8  6.1 

ZWEIG  TOTAL  RETURN  569.5  1.14  Growth/income  15.7  19.2  9.8 


-4.9 
-13.6 
0.0 
-6.1 
-0.5 


213/8 

14 
12% 
111/2 
9% 


-16.0 
-7.7 
35.4 
9.5 
7.8 


Not  available.   NM  ~  Not  meaningful. 


See  pages  78-79  (or  an  explanation  of  terms  not  defined  below 
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HOW  TO  USE  THIS  TABLE 


Closed-end  funds  are  publicly  traded 
companies  that  own  a  portfolio  of  invest- 
ment securities.  The  price  of  a  fund's 
shares  depends  on  two  variables:  the 
underlying  value  of  its  portfolio  of  securi- 
ties and  the  level  of  demand  for  the 
fund's  shares.  Some  of  the  column  head- 
ings in  this  table  reflect  the  special  char- 
acteristics of  closed-end  funds. 


NET  ASSET  VALUE 

The  market  value  of  a  closed-end  fund's 
assets  expressed  in  per-share  terms  is 
called  net  asset  value,  abbreviated  NAV 
in  the  column  headings. 
1989  RESULTS 

The  first  column  is  the  total  return  that  a 
fund  earned  on  its  invested  assets  or 
NAV.  The  second  column  is  the  total 
return  that  an  investor  would  have 
earned  by  owning  the  fund's  shares. 


TREND 

The  amount  of  color  in  each  box  ind 
cates  performance  of  the  fund's  share 
relative  to  those  of  all  other  funds. 
CURRENT  SHARE  DATA 

The  final  column  shows  the  relationsh 
between  a  fund's  share  price  and  n<' 
asset  value.  Shares  in  a  closed-end  fun 
usually  trade  for  less  than  the  NAV  < 
the  fund's  portfolio.  Currently,  the  med 
an  discount  is  —3.85%. 
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MUTUAL  FUND  SCOREB. 


■,■!->- 


Our  award- 
wmning  chefs 
create  unfor- 
gettable dining 
experiences. 


With  every  stay,  you'll  earn 
frequent  flyer  miles  on  selected 
airlines 


«;,>,    (  iiu  iikl  III  ( iiir  high- 
tech, personal  exercise 
facilities. 


Fi  ir  the  discriminating  guest,  rni  ist 
Doub/etree  Hoists  offer  a  luxurious 
coiicierge  level. 


itiUc'-()/-t/ie-ur(  iiicrnn^'  space. 


On  your  first  night,  you'll 
enjoy  Doubletree's  signature 
of  care — our  rich,  delicious 
chocolate  chip  cookies. 


Whenlbu 
Care, 
ltShow«. 


When  you  care,  your  hotels  are 
monuments  to  comfort  and  luxur>'. 
^Dur  rooms  and  all  your  facilities  are 
well-appointed  and  distinctively 
designed. 

And,  when  you  care,  your  cui- 
sine is  nothing  less  than  memorable. 
Everything  prepared  exceeds  your 
guests  expectations. 

Finally,  when  you  care,  your  ser- 
vice is  exceptional.  Always  attentive. 
Your  entire  staff  goes  out  of  its  way 
to  make  your  guests  feel  special  and, 
of  course,  right  at  home. 

That's  the  kind  of  care  that  goes 
into  every  Doubletree  Hotel.  And  it 
not  only  shows,  it  shines. 

For  reservations,  call  your  travel 
professional  or  1'800'528'0444. 


DOUBLETREE  HOTTELS 

WHEN  YOU  CARE,  IT  SHOWS. 


Albuquerque  ♦  Atlanta  ♦  Austin  •  Colorado  Springs  (Opens  1990)  •  Dallas(3)  ♦  Denver  ♦  Houston(3) 
Kansas  City  ♦  Los  Angeles  ♦  Louisville  (The  Seelbach)  ♦  Miami  •  Monterey  ♦  Nashville  ♦  New  Orleans 
Orange  County  ♦  Palm  Springs  ♦  Pasadena  ♦  Phoenix  ♦  St.  Louis  •  Salt  Lake  City  ♦  San  Diego  ♦  Santa  Clara 
Seattle(2)  ♦  Tucson  »  Tulsa(2)  ♦  Vail  ♦  Ventura 

Or  stay  with  Compri  Hotels  by  Doubletree,  another  tine  MetLife*'  Company  Call  1-800-4-COMPRl. 
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HE  COMES  FROM 
A  BROKEN 
HOME. 


Every  day  140,000  acres  of  tropical  forest 
are  axed,  burned,  or  clear  cut.  Tlie  result: 
this  margay  —  and  thousands  of  other 
species  that  call  these  forests  home  —  are 
teetering  on  the  brink  of  extinction. 

Tropical  forests  help  regulate  the 
Earth's  climate.  And  they  shelter  %  of  all 
Earth's  species  —  unique  life  forms  that 
give  us  priceless  medical,  industrial,  and 
agricultural  benefits. 


The  Nature  Conservancy  works 
creatively  with  partners  throughout  Latin 
America  to  safeguard  tropical  habitats. 
But  we  need  your  help,  so  join  us.  Write 
The  Nature  Conservancy,  Latin  America 
Program,  Box  CD0031,  1815  N.  Lynn 
Street,  Arlington,  VA  22209.  Or  call 
1-800-628-6860. 

It's  a  question  of  proper  housekeeping 
in  the  only  home  we've  got. 


Qonservancy 


Conservation  Through  Private  Action 
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g  for  retirement 
is  too  important 
to  leave  to  chance. 


Will  you  be  able  to  afford  the  things  you  love 
to  do  once  you  retire?  It's  a  question  a  lot  of 
people  are  asking  today. 

That's  why  we  offer  an  entire  family  of 
mutual  funds  that  make  it  easy  to  stick  with  a 
regular  investment  program.  The  initial  deposit 
can  be  as  low  as  $500,  with  additional  deposits 
as  small  as  $25.  You  also  have  the  option  of 
automatic  deposit  to  really  help  your  money 
accumulate. 

We've  put  together  a  Retirement  Planning 
Guide  that  can  help  you  calculate  your  future 
retirement  income,  and  show  you  how  much 
more  you  may  need.  For  a  free  copy,  call  or  mail 
our  coupon  today.  Because  if  you  spend  a  httle 
time  planning  now,  you  can  look  forward  to 
spending  your  retirement  any  way  you  want  to. 

Real  life,  real  answers." 


ancial 

John  Hancock  Distributors,  Inc.  Boston,  MA  021 17 


I  1 

FREE  RETIREMENT  PLANNING  GUIDE 

FROM  THE  JOHN  HANCOCK 
FAMILY  OF  MUTUAL  FUNDS: 

1-800-845-3636 

Yes,  I'd  like  a  free  Retirement  Planning  Guide 
and  Family  of  Mutual  Funds  Brochiure. 


City 


State 


Zip 


L 


Mail  to: 

John  Hancock  Distributors,  Inc.,  P.O.  Box  308 
Mt.  Olive,  NJ  07828. 

For  more  complete  information  about  Jofin  Hancock  Mutual 
Funds,  including  chiarges  and  expenses,  send  for  a  free 
prospectus  from  John  Hancock  Distributors,  Inc.  at  the 
above  address.  Read  it  carefully  before  you  invest  or 
send  money 


M9  I 


Stockbrokers  please  call  1-800-225-6020  for  more  information. 


REGULATORS 


WHY  THE  FDA  HEEDS 
A  MIRACIE  DRUG 


Industry  and  consumers  say  the  strapped  agency  isn't  doing  its  job 


It's  a  rare  day  when  William  A. 
Fletcher  and  Representative  John  D. 
Dingell  (D-Mich.)  agree  on  anything. 
Fletcher  is  the  head  of  a  small  Philadel- 
phia drugmaker,  Lemmon  Co.;  Dingell  is 
a  notorious  business-basher.  But  both 
believe  that  the  Food  &  Drug  Adminis- 
tration is  in  serious  trouble.  "For  all  in- 
tents and  purposes,  the  FDA  is  closed," 
complains  Fletcher,  who  can't  get  the 
agency  to  act  on  his  drug  applications. 
The  concerns  of  Dingell,  whose  investi- 
gations subcommittee  uncovered  wrong- 
doing at  the  agency,  run  deeper.  "The 
once-proud  agency  is  now  in  the  worst 
shape  it  has  ever  been  in,"  he  says. 

Indeed,  evidence  is  mounting  that  the 
FDA,  understaffed  and  financially 
strapped,  isn't  up  to  its  task  of  regulat- 
ing food  supplies,  medications,  and 
health  care  equipment — everything  from 
sushi  and  frozen  peas  to  aspirin  and  CAT 
scanners.  Among  the  symptoms; 

■  A  recent  report  by  the  General  Ac- 
counting Office  (GAO)  found  that  the 
FDA's  limited  resources  are  often  wasted 
on  relatively  unimportant  duties,  while 
crucial  public  health  issues  go  begging. 

■  Last  year,  the  agency's  generic-drug 
division  was  rocked  by  revelations  that 
three  drug  reviewers  took  bribes  and 
that  several  manufacturers  had  falsified 
test  data  on  new  drugs. 

■  Three  whistle-blowing  fda  scientists 
are  complaining  that  some  animal  drugs, 
which  can  turn  up  as  residues  in  milk, 
are  being  approved  too  quickly  and  used 
too  widely. 

■  Many  of  the  agency's  laiildings  and 
laboratories  are  crumbling. 

■  Health  &  Human  Services  Secretary 
Louis  W.  Sullivan  is  having  trouble  find- 
ing a  successor  to  Commissioner  Frank 
E.  Young,  who  was  moved  upstairs  with- 
in HHS  on  Nov.  14.  Morale  has  been  bat- 
tered by  relentless  criticism  from  con- 
sumer groups,  industry,  and  Congress. 
"We  thought  we  were  special,"  laments 
John  R.  Wessel,  director  of  the  fda's 
Contaminants  Policy  Staff.  "Maybe 
we're  not  anymore." 

Still,  counter  some  experts,  the  FDA 
does  a  commendable  job  of  protecting 
the  public.  On  Jan.  24,  for  instance,  the 


agency  threatened  action  against  the 
American  Heart  Assn.'s  controversial 
plan  to  issue  a  seal  of  approval  to  cer- 
tain foods.  The  FDA  claimed  that  the  la- 
bel could  cause  consumer  confusion.  Six 
days  later,  it  moved  toward  approving 
AZT  for  use  by  the  estimated  800,000  peo- 
ple who  harbor  the  AIDS  virus  but 
haven't  yet  developed  the  deadly  dis- 
ease. "The  agency  isn't  flawless,  and  it 
clearly  needs  help,"  says  F.  Gilbert  Mc- 
Mahon,  professor  of  medicine  at  Tulane 
University.  "But  no  other  country  has  as 
good  a  system." 

LAGGING  SCIENCE.  Yet  the  FDa's  inability 
to  expedite  evaluations  of  new  products 
is  having  profound  consequences.  Drug- 
makers  complain  that  critical  drugs  lan- 
guish at  the  agency  for  up  to  a  dozen 
years.  The  industry  is  so  frustrated  that 
it  formed  a  lobbying  group  in  late  1988 
to  push  for  a  heftier  budget.  "One  of  the 
biggest  fears  we  have"  is  that  the  FDA 
isn't  keeping  up  with  advances  in  sci- 
ence, notes  Michael  G.  Atieh,  vice-presi- 
dent for  government  relations  at  Merck 
&  Co.  "Drugs  can  be  held  up  at  the  FDA 
because  the  science  isn't  there." 

Consumer  groups  are  equally  dis- 
mayed. They  contend  the  fda  has  been 
transformecl  from  a  tiger  into  a  pussycat 
because  enforcement  funds  have  been 


cliiipped  111  half  since  the  early  1980s.  Ij' 
the  past  few  years,  companies  hai 
made  questionable  claims  that  mout 
wash  fights  plaque,  that  face  creams  a 
fountains  of  youth,  and  that  breakfa 
cereal  wards  off  heart  attacks,  witho 
fear  of  a  sv/ift  fda  response.  "One 
the  things  that  has  hurt  is  how  slow  v 


SHOULD  DRUGMAKERS  PAY  FDA  BILLS? 


The  ailing  Food  &  Drug  Administration 
needs  cash — but  it  won't  come  without 
a  battle.  In  his  1991  budget,  President 
Bush  calls  for  a  substantial  18%  boost  in 
the  agency's  budget,  to  $692  million.  But 
all  the  increase,  and  more,  would  come 
from  some  $157  million  in  fees  paid  by 
companies  for  reviews  of  new  foods  and 
drugs.  To  Administration  officials,  charg- 
ing fees  makes  good  sense.  "Significant 
benefits  accrue  to  companies  because  of 
fda's  services,"  explains  Kevin  E.  Moley, 
an  Assistant  Secretary  of  Health  &  Hu- 
man Services. 

But  to  many  companies  and  lawmakers, 
user  fees  are  about  as  popular  as  the  flu. 


"They're  just  another  tax  to  pass  a 
the  consumer,"  complains  Senator 
G.  Hatch  (R-Utah).  Other  critics  po 
that  the  fees  would  be  a  nightn 
administer.  "How  will  the  agency 
what  a  small  biotech  company  woi 
compared  to  a  huge  drug  company": 
Terry  L.  Lierman,  director  of  tl' 
Council,  an  industry-supported  lobl 
favors  fattening  the  FDA  budget  w 
dollars. 

Similar  fees  were  proposed  last 
and  shot  down.  But  the  idea  is  nov 
ing  modest  support  outside  the  A( 
tration.  Says  an  aide  to  House  Em 
Commerce  Committee  Chairman  J 
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A  BUDGET  THAT'S 
RISING  SLOWLY... 


79    '80    '81    '82    '83    '84    '85    '86  '87 
A  MILLIONS  OF  DOIURS 

...PLUS  A  BIG  INCREASE 
IN  NEW  APPLICATIONS. 


'79    '80    '81    '82  '83 

▲  thousands 


...HAS  BOGGED  DOWN 
THE  AGENCY 


1984 

1988 

1989 

INSPECTIONS 

26,900 

19,900 

18,300 

CRIMINAL 
PROSECUTIONS 

23 

24 

16 

SEIZURES 

213 

196 

144 

DATA:  FOOD  &  DRUG  ADMINISTRATION 


ve  been  in  enforcing,"  admits  John  M. 
ylor,  a  former  associate  commissioner 
f  regulatory  affairs. 
The  agency's  defense  is  that  it  is  sim- 
I  overworked.  It  was  criticized  for  tak- 
j  nine  months  in  1989  to  react  to 
lims  by  General  Mills  Inc.  that  its  new 
tnefit  cereal  lowered  cholesterol.  But 


ell  (D-Mich.):  "As  long  as  the  money 
to  the  FDA  and  not  to  the  Treasury, 
'lew  user  fees  as  a  necessary  evil." 

some  drugmakers  concur.  "I  would 
'  user  fees,  if  they  augment  the  agen- 
resources,"  says  William  A.  Fletcher, 
dent  of  Lemmon  Co.,  a  Philadelphia 
ric  drugmaker. 

though  the  industry  will  no  doubt 
user  fees  vigorously,  in  the  end 
;  may  not  be  much  choice.  If  the  $157 
m  in  user  fees  isn't  approved,  it  could 
!  a  budget  cut  that  would  leave  the 
cy  in  even  more  desperate  straits.  If 
means  an  agency  that  takes  years  to 
:he  industry  may  well  have  a  change 
!art.  "Government  and  industry  need 
■ovide  more  funding,"  says  a  Procter 
amble  Co.  official.  "If  not,  we  all 
1  to  lose." 


during  that  time,  it  was  responding  to 
what  it  saw  as  crises:  poisoned  Chilean 
grapes,  pesticides  in  food,  contaminated 
blood  supplies,  and  allegedly  carcinogen- 
ic food  colors.  "You  have  to  triage," 
Young  says.  "In  this  case,  the  judgment 
was  made  that  Benefit  was  not  an  imme- 
diately life-threatening  matter." 

Young  describes  the  agency's  operat- 
ing style  as  an  endless  "shell  game," 
with  inspectors,  scientists,  and  other 
staff  continually  getting  shuffled  from 
one  emergency  to  the  next.  "Something 
has  to  be  done,  or  we  will  have  a  disas- 
ter," worries  Senator  Orrin  G.  Hatch  (R- 
Utah),  ranking  minority  member  of  the 
Labor  &  Human  Resources  Committee, 
which  oversees  the  FDA. 
GROWING  BURDEN.  Hatch  and  others  be- 
lieve the  blame  rests  with  those  who 
asked  the  agency  to  do  too  much  with 
too  little.  "The  FDA's  budget  hasn't  even 
come  close  to  matching  the  agency's  in- 
creasing responsibilities,"  says  Stanford 
University  President  Donald  Kennedy,  a 
former  FDA  commissioner.  Since  1979, 
Congress  has  passed  21  bills  giving  the 
agency  more  tasks,  such  as  monitoring 
the  generic-drug  industry  that  lawmak- 
ers created  in  1984.  In  the  same  time 


period,  its  staff  has  dropped  from  8,179 
to  7,396,  and  its  budget  has  barely  beat- 
en inflation,  rising  from  $302  million  to 
$519  million  (chart). 

The  burden  continues  to  grow.  The 
number  of  active  applications  to  test 
new  drugs  to  treat  aids  rose  from  five 
in  1982  to  255  in  1989  and  is  accelerating. 
Meanwhile,  the  fda  is  sailing  into  un- 
charted regulatory  waters  with  an  on- 
slaught of  synthetic  and  genetically  en- 
gineered foods.  Right  now,  for  example, 
it  is  struggling  to  review  Procter  & 
Gamble  Co.'s  olestra,  a  synthetic  food 
additive  that  replaces  fat  but  isn't  di- 
gested, so  it  adds  no  calories  and  doesn't 
raise  cholesterol. 

Normally,  the  FDA  will  test  food  addi- 
tives by  giving  animals  large  amounts  of 
them  to  determine  what  the  maximum 
"safe"  dose  is.  Then  the  level  for  hu- 
mans is  set  100  times  lower.  But  people 
could  consume  olestra  in  such  large 
quantities  that  this  procedure  won't 
work.  So  the  agency  may  be  forced  to 
rely  more  on  human  clinical  trials.  "It  is 
a  new  experience  for  us,"  says  F.  Ed- 
ward Scarbrough,  acting  director  of  the 
FDA's  Office  of  Nutrition  &  Food  Sci- 
ences. "As  a  regulatory  agency,  we  have 
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to  be  very  cautious  and  deliberate." 

Scarbrough  is  following  a  long  tradi- 
tion. Historically,  the  FDA  has  been 
about  as  swift  and  adventurous' as  an 
arthritic  turtle.  Its  most  shining  moment 
came  when  agency  scientist  Frances  0. 
Kelsey  received  a  Presidential  award  in 
1962  for  taking  so  long  to  review  thalido- 
mide that  the  terrible  birth  defects  it 
caused  in  Europe  had  become  apparent 
before  she  made  a  decision.  Recalls 
Young:  "When  I  became  commissioner, 
they  told  me:  'Whatever  you  do,  remem- 
l)er  that  only  one  person  got  an  award  at 
F\K\ — and  that  was  for  doing  nothing.'  " 
OUT  OF  TOUCH.  But  the  urgency  of  the 
.AlD.s  crisis,  combined  with  the  Reagan 
Administration's  deregulation  jugger- 
naut, caused  an  about-face.  "For  the 
first  time,  consumers  called  for  an  accel- 
eration of  the  approval  process,"  ex- 
plains Michael  R.  Reich,  a  professor  at 
the  Harvard  School  of  Public  Health.  Be- 
fore, Congress  attacked  the  agency  for 
"rushing"  drugs  through  the  evaluation 
process,  which  averaged  about  seven 
years.  By  1988,  they  were  railing  against 
it  for  keeping  .AIDS  treatments  away 
from  victims.  Young  obliged:  He  pushed 
through  AZT's  approval  in  107  days. 

To  some  experts,  swifter  approvals 


and  cozier  relationships  with  industry 
spell  disaster,  "azt  was  a  home  run,  but 
the  next  drug  FDA  approves  is  apt  to  be 
toxic,"  warns  Tulane's  McMahon.  Critics 
believe  the  friendlier  attitude  toward  in- 
dustry contributed  to  lax  enforcement 
and  led  to  the  generic-drug  scandal. 

The  FDa's  generic-drug  division  still 
isn't  back  to  business.  Mylan  Laborato- 
ries Inc.,  the  company  that  first  brought 


Congress  attacked  the  agency 
for  riisliing  drugs  through, 
and  then  railed  against  it  for 

holding  up  AIDS  treatments 


evidence  of  briliery  to  Dingell's  subcom- 
mittee, hasn't  had  any  new  generic 
drugs  approved  since  the  scandal,  and 
Mylan  Chairman  Roy  McKnight  sus- 
pects that  the  FDA  may  be  punishing 
him.  "I  think  it's  part  of  old-school  retali- 
ation," he  fumes.  "And  I'm  sick  of  it." 

The  bribery  is  widely  believed  to  have 
been  an  isolated  incident.  But  critics  say 
it  revealed  how  out  of  touch  FDA  senior 


management  was  with  day-to-day  acti- 
ties.  The  (".AO  report,  for  instance,  fouil 
that  in  regulating  the  food  supply,  h;' 
of  all  inspections  were  conducted  at  b;i 
eries  and  other  facilities  where  violatio 
were  rare  and  of  little  risk  to  pub 
health.  At  the  same  time,  the  FDA  u 
analyzing  only  27f  of  imported  fm 
which  poses  more  danger. 

Part  of  the  cure  for  the  agency's  \\\> 
more  money,  although  finding  the  fun. 
will  not  be  easy  (page  108).  But  criii 
insist  the  FDA  also  needs  to  review  i 
priorities  and  figure  out  how  to  <lt' 
with  the  new  challenges  it  faces.  "Tin' 
couldn't  even  tell  us  what  new  tests  tin 
would  do  if  they  had  new  faciliticskit 
says  GAO  senior  analyst  Rodney  Raga 

Help  may  be  on  the  way.  A  high-lev 
national  committee  set  up  to  review  tl 
drug  approval  process  is  considerir 
ways  to  ease  the  backlog  of  drug  app 
cations.  And  HHS  Secretary  Sullivan  h: 
plans  to  charge  a  blue-ribbon  panel  wi 
producing  a  blueprint  for  the  FDa's  f 
ture.  But  first  he  must  find  a  boss  f 
the  agency,  a  job  paying  a  base 
$81,400  a  year  for  the  privilege  of  takir 
heat  from  both  sides.  Whoever  accep 
won't  get  awards  for  doing  nothing. 

Bi/  John  Carey  in  Washingtc 


" Changing  foreign  markets  are  in  the 
news.  They're  also  in  my  portfoho.' 

Overseas  markets  are  undergoing  sweepmg  changes  today.  And  Scudder  Inter- 
national Fund  can  help  you  benefit  from  the  significant  investment  opportunity 
that  may  result  from  these  changes.  As  the  nation's  oldest  mutual  fund  mvest- 
ing  mternationally,  Scudder  International  Fund  has  compiled  an  impressive 
long-term  record,  hi  fact,  it  ranl<:ed  in  the  top  3%  of  its  class  over  the  past 
five  years.*  And  by  investing  across  many  foreign  economies,  this  pure 
no-load'^'  Fund  can  also  help  reduce  the  risks  associated  with  all  inter- 
national investments,       ,  i 

Scudder  International  Fund  i 
1-800-225-2470  ext  1580  j 

LI!  I  am  alho  mterested  m  the  Scudder  IRA,  i 


Apt 


such  as  fluctuations  in 
foreign  exchange  rates. 
To  learn  more  about 
Scudder  International 
Fund,  please  call  1-800- 
225-2470  ext.  1580. 
We'll  rush  you  a  free 
information  kit.  Mini- 
mum initial  invest- 
ment: $1000. 


SCUDDER 

A  merica 's  First  ^ 
I  Family  of  No-Load  Funds  ^ 

l_  ITS  FcdLTal  Street,  L>pt_l SH^ Boston,  MA  02 1 10_  \ 

'  Upper  Analytical  Services,  Iik\  far  the  five-year  performance  endinv  12/31/89  among  741  funds.  Of  course,  past  performance  is  no 
indication  of  future  results.  Contact  Scudder  Fund  Distributors,  Inc.,  tor  a  prospectus  containmj;  more  complete  mformation,  mclud- 
ing  management  fees  and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 
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We're  making  sure  the  greatest  car  makers 
in  the  worladon't  lose  meir  good  names. 


To  a  car  maker  and  car  owner,  the  nanieplate  on  an 
automobile  is  a  statement  of  quality  and  pride.  Thanks  to 
Very  High  Bond  tape  from  3M,  nameplates,  as  well  as  side 
moldings,  weather  stripping  and  roof  racks  are  staying  on 
longer.  By  replacing  nuts  and  bolts,  this  revolutionary  tape 
reduces  annoying  rattles.  And,  since  it  won't  rust  or  weaken 
with  age,  it  helps  cars  retain  their  value  and  good  looks  longer. 

But,  Very  High  Bond  tape  is  just  one  example  of  3M 
: innovative  thinking.  We  also  invented  Scotchgard'"  fabric 


®  3M  1990 


protector,  a  stain  repellent  used  by  car  makers  to  keep  interiors 
looking  new  longer.  Our  Fluorel'"  fluoroelastomer  parts  are 
used  in  car  engines  to  help  them  withstand  searing  heat  better 
than  traditional  rubber  parts.  And,  as  the  inventor  of  videotape, 
our  Scotch'"  videocassettes  fit  every  recording  need. 

3M  is  constantly  solving  problems  with  breakthrough 
ideas  for  home,  office,  industry  and  health  care.  So  that 
every  day,  in  135  countries  around  the  world,  people 
benefit  from  3M  products  and  services. 

Innovation  working  for  yotf 


3M 


This  will  get  you  toTbkyo 
in  about  14  hours. 


This  will  get  you  back  to  the  US. 
in  about  14  seconds. 


AT&T's  USADirect-'  information  card  makes  it 
easy  to  call  home  when  you're  overseas.  Just  dial  the 
USADirect access  number  for  the  country  you're 
calling  from  and  you'll  be  connected  to  an  AT&T 
Opcrator  'm  the  U.S.  within  seconds.  Use  your  AT&T 
Card  ox  call  collect.  It's  fast.  It's  economical.  And  it's 
available  in  over  50  countries.  For  your  information 
card,  lust  call  1  800  874-4000,  Ext.  301. 
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ilTED  BY  WILLIAM  D.  MARBACH 

HIDDEN  CAR  ANTENNA 
HAT  SEEKS  OUT  RADIO  WAVES 


Car  antennas  are  a 
thorn  in  the  eye  of 
automotive  designers — 
and  many  drivers.  Sand- 
wiching foil  strips  in  a 
window  solves  the  ap- 
pearance problem,  but 
reception  isn't  as  good. 
Engineers  at  Blau- 
punkt,  a  West  German 
supplier  of  car  radios 
and  a  division  of  Robert 
Bosch,  figured  there 
had  to  be  a  better  way. 

To  develop  the  Blau- 
punkt  ADA — shorthand 
r  auto  direction;il  antenna — the  engineers  turned  to  a  mili- 
ry  technology,  so-called  phased  array  radars.  Instead  of 
fating  dish  antennas,  these  radars  use  flat,  stationary  panels 
,th  sophisticated  controls  that  electronically  "steer"  the  ra- 
,r  signals.  Blaupunkt's  ADA  does  the  same:  Its  computerized 
ntrols  continuously  analyze  the  incoming  radio  waves  to 
:ep  the  antenna  "pointed"  in  the  right  direction. 
Ada's  flat-panel  arrays  are  hidden  inside  the  bumpers.  Blau- 
mkt  says  the  system,  which  reportedly  outperforms  even 
:ry  long  "whip  antennas,"  will  add  about  $150  to  the  cost  of  a 
!W  line  of  radios  coming  to  market  this  year.  Later,  the 
itenna  may  be  offered  for  retrofitting  existing  car  radios. 


HE  ONE-TWO  PUNCH 

HAT  MAY  KNOCK  OUT  COION  CANCER 


Jntil  recently,  colon  cancer  was  thought  to  resist  all  chemo- 
therapy after  surgery.  The  disease,  the  second  leading 
.use  of  cancer  death  in  the  U.  S.,  results  in  nearly  100,000 
.talities  a  year.  But  a  study  in  this  week's  Neiv  England 
)urnal  of  Medicine  indicates  that  a  combination  of  two  pow- 
•ful  chemotherapy  drugs  may  help  keep  the  disease  at  bay 
'ter  surgery — and  cut  its  mortality  rate  by  as  much  as  33'  '. 
The  research,  conducted  by  a  team  of  doctors  from  the 
ayo  Clinic  and  elsewhere,  focused  on  1,296  patients  who  had 
idergone  surgery  for  colon  cancer.  After  three  years,  on 
/erage,  patients  dosed  with  the  drugs — levamisole  and  fluo- 
luracil — saw  their  risk  of  recurrence  drop  by  417'  . 
By  itself,  fluorouracil,  a  standard  anticancer  drug,  had  no 
"feet.  Researchers  believe  that  levamisole,  mainly  used  as  a 
fterinary  medicine  to  deworm  animals,  may  help  restore  the 
imune  system  after  it  has  been  suppressed  by  the  anti- 
mcer  drug.  The  therapy  worked  best  with  colon  cancer  pa- 
ents  where  the  disease  had  spread  to  regional  lymph  nodes. 


HIS  CABLE  SYSTEM  IS  WIRED 
OR  ALL  KINDS  OF  ACTION 


First  came  the  PBX — private  branch  exchange,  or  corporate 
telephone-switching  system.  Now,  there's  the  PX,  not  to  be 
infused  with  Post  Exchange  stores  on  military  bases.  This  FX 
.  short  for  Personal  Xchange,  a  telecommunications  system 
lat  can,  according  to  First  Pacific  Networks  Inc.,  simulta- 
eously  pump  voice,  data,  video,  facsimile,  and  any  other  kind 


of  communications  signal  through  the  same  copper  cable. 

First  Pacific  Networks  boasts  that  PX  fulfills — today — most 
of  the  promises  of  the  ISDN,  or  integrated  services  digital 
network,  that  the  telephone  industry  hopes  to  unveil  by  the 
mid-1990s.  The  Sunnyvale  (Calif.)  startup  says  the  technology 
could  enable  cable-TV  operators  or  electric  utilities  to  compete 
with  phone  companies  and  transform  local-area  networks  into 
multimedia  systems.  The  U.  S.  Air  Force  has  signed  up  as  one 
of  the  early  customers.  And  several  Japanese  giants  have 
invested  in  the  company,  which  was  formed  by  First  Pacific 
Holdings  Ltd.,  a  Hong  Kong-based  financial  empire,  to  com- 
mercialize technology  conceived  by  Southwestern  Bell. 


WHAT  PROTECTS  PLANES,  IMPROVES 
TV  RECEPTION,  AND  COOKS  CHICKEN? 


Still  can't  bear  the 
thought  of  cooking 
chicken  in  a  microwave 
oven?  Pennsylvania 
State  University  re- 
searchers may  have  an 
answer:  a  new  micro- 
wave-absorbing plastic 
that  contains  silicon  and 
radiation-scattering  mi- 
crobubbles.  When  radar 
waves  strike  the  plastic, 
their  energy  is  scat- 
tered and  easily  sopped 
up  by  the  silicon.  Thus, 
a  poultry-cooking  bag 
could  be  striped  to  let 
more  energy  through  to  cook  the  dark  meat  thoroughly  yet 
prevent  the  light  meat  from  being  overcooked  and  dehydrated. 

Cooking  isn't  the  only  use  for  the  plastic.  A  3mm-thick 
coating  provides  better  radar  absorption  than  much  thicker 
magnetic  materials.  And  the  polymer,  which  can  be  produced 
as  a  paint  or  caulk,  stops  electromagnetic  as  well  as  micro- 
wave radiation.  As  a  result,  the  material  could  be  used  to  coat 
military  aircraft  and  prevent  personal  computers  from  inter- 
fering with  television  sets.  The  developer,  Vijay  K.  Varadan, 
director  of  the  school's  center  for  electronic  and  acoustic  mate- 
rials, plans  to  have  production  batches  ready  this  summer. 


SENDING  OPTICAL  SIGNALS 
ON  A  SILICON  CHIP 


Silicon  is  the  workhorse  material  for  electronic  chips,  but  it 
isn't  very  good  at  handling  optical  signals.  So  most  re- 
searchers believe  that  tomorrow's  optical  computers  and  other 
optical  systems  will  often  have  to  use  gallium  arsenide  and 
similar  semiconducting  materials,  not  silicon. 

But  Dennis  G.  Hall  is  determined  to  change  that.  The  Uni- 
versity of  Rochester  professor  of  optics  is  working  on  ways  to 
fashion  silicon  into  "optochips."  Last  year,  he  headed  a  team 
that  built  a  light-emitting  diode  (LED)  on  a  silicon  chip.  Now,  he 
has  found  a  technique  for  making  optical  transistors,  or  light 
switches,  on  silicon.  Using  silicon  is  important,  says  Hall, 
because  it  is  much  less  expensive  and  easier  to  process  than 
gallium-type  materials. 

The  key  is  passing  the  light  pulses  through  a  so-called 
diffraction  grating  that  "traps"  the  light.  Then,  photons  and 
electrons  can  interact,  which  they  normally  don't  do.  The  work 
is  a  big  step  toward  making  integrated  circuits  with  traditional 
transistors  and  optical  switches  on  the  same  silicon  chip. 


ENCE  &  TECHNOLOGY 


BUSINESS  WEEK/FEBRUARY  19,  1990113 


o  '""groan 


O  Craig  '  '  ~  '  "~  ■  1 

,         ^,  tamar, 


o  Dumas 


Unjon'  „ 


'  s     T  E  IM  N  c  e  ^  ® 

^  Canyon    ,  *"  '    O  MiUingiun  Jaclisoii  n  r  i  ^  ^   S   E   E  ^ "OXViHft^  *  ^ 

o  na,,,.,^""'"'"  Memphis.  '^''■•••"<'«9«s,  o"^;"«-  '  ,  ^  ^  ■  ' 

iXilttock         Wi>:h.la  Falls  ^  — s.'  "      '  ° 


O  Ourango 


Alamosa 


'"la 


I 


/     /  o 


'"seal 


/  O  ® 

•  *C  8 


'  «  ft 


/ 


'^'»»a 

. /■  /?r':o''*o° 


O     O    >,    J       S*  ■  ^Vt, 

30 


'fl|>  i^<°  o^>^' 
.  Jt       6-'-  'eJ^i    .  t 


Sometimes  success  requires 
a  little  reorganization. 


Imagine  that  your  head- 
quarters in  New  York  was  next 
door  to  your  factor^'  in  Los 
Angeles.  Imagine  that  your  re- 
gional office  in  St  Louis  was 


across  the  street  from  your  R&D 
center  in  Austin. 

Then  you  would  be  able  to 
spend  more  time  working  for 
your  customers.  And  less  time 


working  against  yourself.  h 

As  one  of  the  world's  leadin 
commercial  systems  integra- 
tors, Andersen  Consulting  use 
technology  to  overcome  geog  ^ 
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hy.  We  can  help  create  a 
lesive  environment  in  which 
irmation  flows  quickly  and 
i  Hy.  Decisions  can  be  made 
ire  intelligently.  And  your 


left  coast  will  know  what  your 
right  coast  is  doing. 

All  of  which  are  just  sound 
business  principles. 

Simply  restated. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 

Where  we  go  from  here. 
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MONEY  &  BANKING  I 


GAMBLING  BIG 
TO  NAIL  NORIEGA 


Uncle  Sam  is  letting  a  money-laundering  Florida  bank  off  easy  in  exchange  for  its  cooperation 


It  was  the  kind  of  case  that  U.  S.  in- 
vestigators had  longed  for:  A  big  in- 
ternational banl<  caught  red-handed 
laundering  drug  money.  Former  Cus- 
toms Commissioner  William  Von  Raab 
gloated  before  the  cameras  and  report- 
ers in  Tampa,  when  he  unveiled  the  gov- 
ernment's indictment  of  Bank  of  Credit 
&  Commerce  International  Holdings 
(BCCI)  in  October,  1988.  Its  scope  prompt- 
ed Von  Raab  to  call  the  indictment  "the 
most  important  money-laundering  case 
in  U.  S.  Customs  history." 

A  year  later,  prosecutors  look  as  if 
they're  aiming  at  even  bigger  game. 
Originally,  BCCI,  two  of  its  subsidiaries, 
and  nine  of  its  officers  were  indicted  for 
laundering  $14  million  in  drug  profits. 
On  Feb.  5,  the  subsidiaries — one  located 
in  Luxembourg,  the  other  in  the  Cayman 
Islands — were  allowed  to  plead  guilty 
before  a  federal  judge  in  Tampa.  In  re- 
turn, the  BCCI  units  must  cooperate  in 
the  U.  S.  government's  most  important 
drug-smuggling  and  laundering  cases — 
those  against  deposed  Panamanian  dicta- 
tor General  Manuel  An- 
tonio Noriega. 
'NOT  FAIR.'  The  sentence 
could  have  been  a  lot 
tougher.  The  BCCI  units 
agreed  to  forfeit  $15.3 
million.  They  also  got 
five  years  probation, 
putting  them  under  a 
court  microscope.  And 
the  charges  were 
dropped  against  the 
holding  company.  Still, 
last  May,  BCCI  entered 
into  a  consent  decree 
with  the  Federal  Re- 
serve Board  to  tighten 
laundering  controls. 
BCCI  officers  and  law- 
yers decline  comment. 
Meanwhile,  five  BCCi  of- 
ficers, including  Norie- 
ga's personal  banker, 
Amjad  Awan,  remain 
on  trial.  If  convicted, 
they  face  up  to  20  years 
on  each  count.  The  de- 


fendants, who  never  received  any  money 
personally,  argue  that  they're  the  vic- 
tims of  outrageous  government  conduct. 
Charges  were  dismissed  against  one  of- 
ficer, and  three  remain  abroad. 

Ultimately,  the  agreement  is  a  risky 
gamble.  Forgoing  harsher  punishment 
for  BCCI,  with  $20  billion  in  assets,  may 
help  the  government's  case  against  Nor- 
iega and  aid  other  investigations.  But  it 
sends  a  confusing  signal  to  the  financial 
community  when  Washington's  money- 
laundering  campaign  is  floundering.  At- 
tempts to  halt  laundering  in  one  area 
merely  push  the  illicit  flow  of  funds 
elsewhere.  Indeed,  Uruguay,  Paraguay, 
and  Luxembourg  have  taken  up  the 
slack  since  launderers  began  shying 
away  from  Panama  when  the  U.  S.  im- 
posed economic  sanctions  against  Norie- 
ga's regime.  And  officials  of  the  new 
Panamanian  government  have  already 
cited  the  lenient  BCCI  settlement,  while 
rebuffing  attempts  by  Washington  to 
loosen  the  nation's  bank  confidentiality 
laws.  Says  Edgardo  Lasso  Valdes,  one 


WHY  UNCLE  SAM  THREW  A  BACHELOR  PARTY 


JULY,  1986  Posing  as  a  money 
lounderer,  U.S.  Customs  Agent 
Robert  Mazur  ofFers  to 
help  Gonzalo  Mora 
Jr.,  o  small-time 
lounderer  in  Tampo 


JULY,  1987  After 
meeting  in  Tampa 
with  employees 

of  Luxembourg-based  Bank  of  Credit 
&  Commerce  International,  Mazur 
opens  an  account.  Other  agents 
help  Mazur  wire  cash  to 
BCCI  for  laundering  in  Panama 

SEPTEMBER,  1988  Amjad  Awan, 
a  former  BCCI  ofTcer  in  Panama  and 
a  banker  for  Panama  strongman 
Manuel  Noriega,  tells  a  closed 
Senate  subcommittee  that  the  bonk 

DATA  BW 


handled  Noriega's  money  but  denies 
that  BCCI  laundered  it 

OCTOBER,  1988  Customs  agents  set 
up  a  fake  bachelor  party  for  Mazur  and 
arrest  five  BCCI  officers. 
BCCI  and  two  subsidiaries 
are  indicted  for  laundering 

JANUARY,  1990  The 

subsidiaries  plead  guilty  and 
agree  to  cooperate — perhaps  in 
Noriega's  cases.  Five  officers  plead  ^ 
innocent  and  go  to  trial 


FEBRUARY,  1990  BCCI 

subsidiaries  get 
five  years' 
probation 
and  a  $  1 5 
million  fine 


of  Panama's  seven  bankmg  commissic 
ers:  "It's  not  fair." 

The  plea  has  drawn  fire  on  Capi1 
Hill,  too.  Senator  John  F.  Kerry  ( 
Mass.),  chairman  of  a  subcommittee  th 
handles  money-laundering  issues,  wro 
U.  S.  District  Judge  William  Tern 
Hodges  urging  him  to  impose  the  ma: 
mum  penalty — a  $28  million  fine 
BCCI.  Critics  also  worry  about  a  waiv 
provision:  The  U.  S.  agreed  not  to  charj 
the  bank  or  related  companies  with  ai 
other  crime  under  investigation 
known  to  the  government  Even  fello 
bankers  were  surprised  at  the  wrist-sia 
ping.  "They  should  have  thrown  tl 
book  at  them,"  says  a  Miami  banker. 
GAG  ORDER.  The  government  believi 
the  plea  will  pay  off.  A  gag  order  pr 
vents  lawyers  in  the  case  from  discus 
ing  it.  But  U.  S.  Attorney  General  Di( 
Thornburgh  defends  the  forfeiture 
three  times  more  than  in  any  past  U 
money-laundering  case  and  as  a  sprin 
board.  "I  thought  we  got  a  good  dealjiii 
he  says.  Without  providing  details 

adds:  "The  most  impo 
tant  thing  is  the  conti 
ued  cooperation  of  tl 
bank."  And  the  plea 
not  without  other  cost 
Florida  Comptrolh 
Gerald  Lewis  is  threa 
ening  to  revoke  BCCI 
state  banking  license. 

The  tangled  histor 
of  the  BCCI  case  e 
plains  why  it  is  certa: 
to  be,  for  better  ( 
worse,  a  watershe 
Judging  by  court  p; 
pers  and  various  test 
inony,  the  U.  S.  woul 
be  hard-pressed  to  fin 
a  stronger  case.  Foun( 
ed  in  1973  by  Pakistai 
banker  Agha  Hasa 
Abedi  and  a  group 
S  Arab  investors,  BCCI  o' 
fers  trade  financing  an 
private  banking  sei 
vices  through  branche 
in  73  countries. 


fi 
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he  bank  first  caiiR' 
er  scrutiny  in  1977, 
■n  the  Securities  & 
•hange  Commission 
Light  a  civil  action 
■inst  BCCI,  Abedi, 
k  associates,  and 
C  t  Lance,  the  budget 
aj  ctor  under  former 
[j  sident  Jimmy  Car- 
ji:  The  SEC  charged 
i!  t  the  group  had 
ted  disclosure  rules 
m  it  sought  control 
-[  Washington-based 
[]  ancial  General  Bank- 
|j  res  by  having  its 
nbers  each  buy  less 
a  5%  of  the  compa- 
s  common  shares. 
'  SEC  settled  the  case 
ear  later  by  ordering  the  parties  to 
<e  a  formal  tender  offer  without  ad- 
ting  fault.  The  bank  was  renamed 
;t  American  Bar  kshares. 
•ver  the  years,  the  bank  grew  close 
Noriega.  In  testimony  released  after  a 
.ed  Senate  hearing,  Awan  described 
/  he  wooed  Noriega's  business  while 
ding  BCCl's  Panama  office  in  1982. 
'n  after  he  was  transferred — despite 
•iega's  objection — to  Washington  and 
n  to  Miami,  Awan  stayed  close  to  the 
ator.  The  banker  said  he  visited  Nor- 
i  once  a  month  in  Panama,  New 
•k,  and  other  places  to  update  him  on 
account.  And  Awan  told  an  undercov- 
agent  that  he  had  accompanied  Nor- 
a  to  Las  Vegas  in  March,  1987,  ac- 
ding  to  an  Internal  Revenue  Service 
[davit  filed  in  Tampa. 
HURFS.'  Those  links  got  more  attention 
jr  Steven  Kalish,  a  convicted  marijua- 
trafficker  and  money  launderer  who 
ares  in  the  Noriega  indictment  in 
npa,  testified  before  a  Senate  sub- 
imittee  that  he  used  BCCl's  Panama 
ice  to  launder  drug  money.  Indeed, 
original  BCCI  indictment  was  expand- 
in  May,  1989,  to  include  charges  made 
Kalish  and  another  convicted  drug 
fficker.  The  heart  of  the  Tampa  case 
linst  BCCI  bankers  began  with  a  man 
)wn  to  them  as  Robert  Musella,  actu- 
'  undercover  Customs  agent  Robert 
zur.  The  case  stemmed  from  a  U.  S. 
ibe  called  Operation  C-Chase,  which 
i  led  to  the  arrest  of  40-plus  suspects 
drug-smuggling  and  money-launder- 
counts. 

*osing  as  a  wealthy  Tampa  business- 
n  with  a  money-laundering  operation 
his  own,  Mazur  in  July,  1986,  began 
ging  ties  with  the  organization  of 
nzalo  Mora  Jr.,  who  recently  pleaded 
iilty  to  money-laundering  charges  and 
•1  be  sentenced  at  the  end  of  the  trial 
Awan  and  his  codefendants.  Mora's 
aning  method  used  "smurfs"  through- 
:  the  U.  S.  to  ferry  cash  deposits  and 


PERSONAL  BANKER:  ONCE  A  MONTH,  AWAN  UPDATED  NORIEGA  ON  HIS  ACCOUNT 


withdrawals  among  various  banks  to  ob- 
scure the  ultimate  source  and  destina- 
tion of  the  money.  The  transactions  were 
in  amounts  of  less  than  $10,000  to  avoid 
federal  currency  transactions  laws, 
which  are  designed  to  spot  the  large 
cash  transactions  that  once  character- 
ized money  laundering. 

With  his  front  company,  Financial 
Consulting  Inc.,  Mazur  convinced  Mora 


WHERE  MONEY  LAUNDERING 
IS  FLOURISHING 

LOS  ANGELES  A  crackdown  in  Miami  has 
driven  drug  money  west.  During  Opera- 
tion Polar  Cap,  agents  found  that  gold 
and  jewelry 
merchants 
laundered 
$1.2  billion 
from  1987  ^ 
to  1988 

TORONTO 

Fewer  report- 
ing requirements 

make  Canadian  banks  attractive  to 
launderers.  Canadians  are  now  work- 
ing to  stop  inflows  of  dirty  dollars 

NEW  YORK  CITY  The  sheer  volume  of 
legitimate  transactions  in  New  York 
provides  camouflage  for  drug  money 

HOUSTON  As  the  Southwest's  financial 
capital,  Houston  is  the  inevitable  con- 
duit for  Mexican  drug  money 

UNITED  ARAB  EMIRATES  A  secure 
economy  helps  make  this  financial  cen- 
ter the  preferred  site  for  Middle  East- 
ern money  laundering 

ISLE  Of  MAN  Money  launderers  can 
easily  set  up  dummy  corporations,  mak- 
ing it  a  favorite  for  Europeans 

DATA:  U.S.  DRUG  ENFORCEMENT  ADMINISTRATION,  BW 


there  was  a  better  way 
to  clean  dirty  money. 
With  his  supposed  con- 
nections to  airlines,  jew- 
elry stores,  and  other 
companies,  Mazur  main- 
tained he  could  launder 
large  amounts  and  es- 
cape detection.  He  cer- 
tainly acted  the  part, 
with  yachts,  limousines, 
and  condominiums  at 
his  disposal.  Several 
times  in  front  of  the  de- 
fendants, according  to 
the  IRS  affidavit,  Mazur 
referred  to  his  clients 
as  the  Lee  lacoccas  of 
the  drug  trade:  "One 
sells  cars,  and  one  sells 
coke."  But  Mazur's 
briefcase  held  a  microphone  that  record- 
ed 148  meetings.  Agents  also  managed 
to  tape  2,000  calls. 

TOO  EASY  TO  TRACE.  In  July,  1987,  an 
account  was  opened  for  Mazur  at  the 
BCCI  bank  in  Panama  under  the  name 
IDC  International.  The  action  followed  a 
meeting  in  Tampa  with  BCCI  staffers. 
Mazur  produced  a  reference  letter  from 
Florida  National  Bank,  which  was  help- 
ing the  Feds.  The  transactions  were  sim- 
ple at  first.  Mora  would  call  Mazur,  who 
would  send  couriers — actually  other 
Customs  agents — to  pick  up  the  cash. 
The  money  was  deposited  in  local  banks 
and  eventually  was  sent  electronically  to 
Mazur's  Panamanian  account.  Checks 
were  then  written  to  Mora's  clients. 

Soon  that  method  made  BCCI  officers 
nervous  because  the  money  was  too 
easy  to  trace,  according  to  the  IRS  affida- 
vit. In  January,  Mazur  and  three  BCCI 
officers  devised  a  safer  way:  Money  was 
wired  to  BCCI  branches  and  set  up  in 
secret  certificates  of  deposit.  With  the 
bank  taking  a  1.5%  cut,  "loans"  were 
made,  often  by  another  branch,  to  shell 
companies  controlled  by  Mazur.  The 
money  was  then  wired  to  Mora's  clients. 

By"  March,  1988,  Awan  told  Mazur 
that  BCCI  suspected  it  was  under  scruti- 
ny by  the  Senate  subcommittee.  But  the 
laundering  continued.  Mazur  was  close 
enough  to  the  BCCI  bankers  to  send  them 
invitations  to  his  phony  wedding  on  Oct. 
9.  The  night  before,  Hmousines  ferried 
bankers  to  a  bachelor  party  at  a  restau- 
rant across  from  the  courthouse.  But  as 
they  stepped  off  a  parking  garage  eleva- 
tor, they  were  greeted  by  Customs 
agents  who  told  them:  "Welcome  to 
Tampa.  You're  under  arrest."  Whether 
the  party  was  truly  a  success  depends 
on  whether  the  government  ultimately 
nails  one  person  who  wasn't  invited:  Ma- 
nuel Noriega. 

By  Gail  DeGeorge  in  Miami,  with  Tim 
Smart  in  Washington  and  Bob  Andelman 
in  Tampa 
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JAPAN'S  WAITING  GAME 
ON  WALL  STREET  

Why  its  tie-ups  with  prestigious  firms  aren't  paying  off — yet 


The  Japanese  have  always  believed 
in  scaling  U.  S.  markets  by  acquir- 
ing clout  and  expertise,  and  the 
lucrative  U.  S.  merger  market  is  no  ex- 
ception. Take  Nikko  Securities  Co.  Its 
$100  million  investment  in  the  Black- 
stone  Group  puts  Blackstone's  chairman, 
former  Commerce  Secretary  Peter  G. 
Peterson,  on  Nikko's  team.  This  Janu- 
ar>',  rival  Mitsui  Bank  Ltd.  signed  up  its 
own  Washington  hand  by  plunking  $25 
million  into  a  fund  managed  by  a  small 
Washington  investment  bank,  the  Car- 
lyle  Group.  Mitsui  clients  will  get  the 
advison,'  services  of  former  Defense  Sec- 
retar>'  Frank  C.  Carlucci  III,  a  Carlyle 
principal. 

Mitsui  and  Carlyle  are  the  latest  on  a 
long  list  of  East-West  marriages  de- 
signed to  give  the  Japanese  quick  access 
to  Wall  Street's  mergers-and-acquisi- 
tions  club  (table).  But  they  will  probably 
need  patience  as  well  as  money  to  make 
the  relationships  work.  After  three 
years  of  Japanese  investments  in  U.  S. 
investment  banks,  Americans  hav 
taken  the  yen  without  giving  back 
much  in  tangible  results. 

Look  at  the  record:  American 
investment  banks  have  kept  the 
fees  and  credit  for  arranging  9  out 
of  the  10  largest  Japanese-U.  S. 
deals  of  1989,  including  Mitsubishi 
Estate  Co.'s  $846  million  purchase 
of  oV'c  of  the  Rockefeller  Group.  But 
generally,  the  Japanese  say  they  are 
learning  plenty  and  are  in  these  partner- 
ships to  stay,  even  if  the  payoff  takes 
longer  than  expected.  It  probably  will. 
ANTIRELATIONSHIP.  The  disappointments 
began  with  the  first  tieup  in  1986,  Sumi- 
tomo Bank  Ltd.'s  $500  million  invest- 
ment in  Goldman,  Sachs  &  Co.  The  Fed- 
eral Reserve  Bank  banned  them  from 
doing  business  together  because  of  U.  S. 
banking  law.  Since  Goldman  can  cooper- 
ate with  other  banks  on  a  deal-by-deal 
basis — except  with  Sumitomo — "their  re- 
lationship is  worse  than  having  no  rela- 
tionship," says  one  lawyer.  Insists  Kohei 
Ueda,  an  assistant  manager  at  Sumi- 
tomo: "We  are  getting  a  good  return  on 
investment." 

At  least  Sumitomo  is  doing  better 
than  Nippon  Life  Insurance  Co.,  which 
faces  a  loss  on  its  investment.  In  1987, 


the  company  bought  $508  million  worth 
of  convertible  preferred  shares  of  Shear- 
son  Lehman  Hutton  Inc.  for  $39  per 
share,  now  down  to  $11.62.  Nippon  Life 
is  looking  at  a  paper  loss  of  $356  million, 
not  to  mention  a  dilution  from  13%  to 
10?;  as  a  result  of  Shearson's  new  rights 
offering.  Masahiro  Yamada.  deputy  gen- 
eral manager  of  Nippon  Life,  admits  it 


rities  President  Yoshihisa  Tabuchi  in  '3 
kyo,  skipping  over  the  substantial  Ni 
York  subsidiar}-.  Now,  says  a  Nomiil 
insider,  Nomura  New  York's  new  4 
head,  Max  C.  Chapman  Jr.,  wants  v 
beef  up  his  own  m&a  staff,  and  he  e\n 
ran  a  two-page  tombstone  listing  N 
York  Nomura's  deals — with  no  mentii 
of  Wasserstein  Perella.  Yet  Hitoshi  Ti 
omura,  a  Nomura  official,  insists  tifi 
"we're  leaving  the  global  M&A  businti 
to  Nomura  Wasserstein  Perella." 
CHEMICAL  COUP.  Nikko  Securities  ht 
had  its  ups  and  downs  with  the  Bla* 
stone  Group  as  well.  Nikko  officials  s» 
they  were  more  than  a  little  mifij^ 
when  Blackstone  was  the  exclusive  ;<< 
viser  on  Sony  Corp.'s  $3.45  billion  pij 
chase  of  Columbia  Pictures  Corp.  Co-, 
petitors  say  Nikko  was  so  irritated  tik 
it  was  ready  to  withdraw  from  Bla({ 
stone.  The  two  firms  agreed  to  sha} 
U.  S.-Japanese  business,  but  the  loi«" 
standing  friendship  between  Blac^ 
stone's  Peterson  and  Sony's  Chairms 
Akio  Morita  took  precedence.  A  Bla(' 
stone  official  says  Nikko  participated  » 
the  Sony  deal  as  an  investor,  since  Ns 
ko  earns  20%  of  Blackstone's  income. « 

Nikko  and  Blackstone  hope  to 
fees  on  one  large  deal  they  are  pursij 
ing.  Two  years  ago.  Mitsubishi  turned  r 
Nikko  Securities  for  help  in  buying  f. 
U.  S.  chemical  company.  A  relations!* 
that  a  Blackstone  banker  had  with  t^ 
CEO  of  one  such  company,  Aristech. 
suited  in  Mitsubishi  making  an  $880  n'^ 
lion  bid  for  it  this  Januar}\  There  aP 
other  potential  bidders,  but  Aristecl 


was  a  bad  financial  in- 
vestment but  says  the 
Shearson  training  pro- 
gram is  paying  off.  "This 
is  a  long-term,  strategic 
investment." 

Another  sort  of  prob- 
lem plagues  the  1988 
marriage  of  Nomura  Se- 
curities Co.  and  Wasser- 
stein, Perella  &  Co.  Their 
joint  venture,  Nomura 
Wasserstein  Perella  Co.,  has  done  only  a 
smattering  of  small  deals.  Although 
both  partners  deny  it,  there  are  signs 
that  the  two  aggressive  companies,  de- 
scribed by  one  analyst  as  "two  bulldogs 
on  the  same  leash,"  find  cooperation 
difficult. 

The  problem  is  partly  structural.  In 
1988,  Bruce  Wasserstein  forged  a  seven- 
year  alliance  directly  with  Nomura  Secu- 


THE  MAJOR  INVESTMENTS  FROM  JAPAN 


U.S.  investment 

Japanese 

Investment 

banking  firm 

investor 

Amount 
(millions) 

Percent 
of  equity 

SHEARSON  LEHMAN 

NIPPON  LIFE 

$508.0 

13.0% 

GOLDMAN  SACHS 

SUMITOMO  BANK 

500.0 

12.5 

PAINEWEBBER 

YASUDA  MUTUAL  LIFE 

300.0 

20.0 

BLACKSTONE 

NIKKO  SECURITIES 

100.0 

20.0 

WASSERSTEIN 

NOMURA  SECURITIES 

100.0 

20.0 

WOLFENSOHN 

FUJI  BANK 

52.5 

0.0* 

MITSUI  BANK 

CARLYLE  GROUP 

25.0 

0.0** 

*  Each  owns  50%  of  a  joint  venture       **Mitsui  committed  at  least  $25  million 

to  a  Coriyle  fund 

DATA:  BW 

board  has  accepted  the  Mitsubishi  bi 
Because  examples  like  this  are  rar 
the  Japanese  have  a  long  way  to  j 
before  they  claim  a  major  piece  of  U. 
dealmaking.  But  they  are  busy  takir 
notes.  And  in  the  long  run,  that  mea: 
Japanese  investments  may  yet  pay  hanj 
some  dividends. 

By  Leak  J.  Nathans,  with  William  Git 
gall,  in  New  York  and  Ted  Holden  in  Toki 
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LINCOLN  TOWN  CAR 
COMES  WITH  SOMETHING 
NOLUXURYSEDAN 
HAS  HAD  SINCE  1952. 


Motor  trend's 

CAR  of  the  YEAR  AWARD. 

We  made  rr  smoother.  Wh  mai^e  rr  qi'ieter.  We 

MADE  IT  MORE  SPACIOrS.  AnD  THEN  THE  EDITORS  OF 
MOTOR  TREND  MACiAZINE  MADE  H'  FAMOl  S.  ThE  NFW,  V8 
PONS^RED  LINCOLN  TOWN  CAIi  Tl  IE  I-IRS  T  H  Xl  K\  SEDAN 
IN  3«  \TA1^S  TO  BE  NAMED  MOTOR  TREND'S  CAR  OE  THE 
YEL\R.  For  a  town  car  catalog,  CAIJ.  I  SOO -i4(>8888. 

LINCOLN.  What  A  LUXURY  car  should  be. 
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AN  ACE  INVESTMENT  BANKER  WTIH  LITTLE  EXPERIENCE  IN  RETAIL  BROKERAGE 


THE  IDNG-DISTANCE  RUNNER 
WHO'LL  COACH  SHEARSON 


New  Chairman  Hellinan  is  tough — aiid  he  may  need  all  liis  muscle 


not  a  man  to 
pressure.  A  dedicated 


F Warren  Hellman 
buckle  under 
runner  of  100-mile  "ultramara 
thons,"  in  1985  he  cracked  a  rib  20  miles 
into  a  27-hour  race  through  the  High 
Sierras,  yet  managed  to  finish.  Now,  the 
55-year-old  San  Franciscan  has  thrown 
himself  into  another  endurance  test. 
Named  chairman  of  Shearson  Lehman 
Hutton  Inc.  on  Jan.  30,  Hellman  will  try 
to  help  revive  a  firm  crippled  by  mis- 
management, slumping  markets,  and 
low  employee  morale. 

Hellman,  who  was  president  of  Leh- 
man Brothers  in  the  1970s  before  start- 
ing a  small  but  respected  invest- 
ment banking  firm,  gives 
Shearson  added  credibility  with 
clients.  But  American  Express 
Co.,  which  owns  61'^  of  Shear- 
son,  also  installed  him  to  plan 
long-term  strategy.  He  won't  be 
involved  in  day-to-day  manage- 
ment but  will  be  working  with 
new  Shearson  CEO  Howard  L. 
Clark  Jr.  (BW— Feb.  12).  Peter 
A.  Cohen,  who  was  forced  out 
as  CEO  on  Jan.  30,  was  criticized 
for  lack  of  vision  and  for  such 
decisions  as  buying  E.  F.  Hutton 
Group  Inc.  in  1987. 

Hellman  says  he  wants  Shear- 
son  to  get  back  to  its  roots.  A 


rumpled,  no-frills  executive,  he  scoffs  at 
the  firm's  "limousine  mentality."  He 
says  he  got  the  job  when  AmEx  CEO 
James  D.  Robinson  HI  called  him  the 
day  before  Cohen  resigned.  He  likes 
Shearson's  retail  brokerage,  investment 
banking,  and  asset  management  busi- 
nesses, but  favors  cutting  such  risky  in- 
vestments as  the  Balcor  real  estate  unit. 

In  an  unusual  concession,  AmEx 
agreed  to  let  Hellman  continue  to  work 
out  of  San  Francisco.  But  AmEx  has  a 
good  reason  for  keeping  him  happy.  In 
mid-January,  his  firm,  Hellman  &  Fried- 
man, said  it  would  buy  $75  million  of 
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MILESTONES  IN  WARREN 
HELLMAN'S  CAREER 

Only  26,  he  is  named  a  Lehman  Brothers 
partner — the  firm's  youngest  ever 

II^^^^H  Becomes  president  of  Lehman,  which  is  tak- 
en over  by  Shearson  in  1984 

H^^^^l  Co-founds  San  Francisco-based  Hellman  & 
Friedman,  a  small  M&A  advisor}'  firm  with  Tully  M.  Fried- 
man, former  executive  with  Salomon  Brothers 

^^^^^^H  Advises  the  Haas  family  on  the  leveraged 
buyout  of  its  company,  Levi  Strauss 

liNIHiH  Is  elected  chairman  of  Shearson  Leliman 
Hutton,  weeks  after  agi'eeing  to  buy  $75  million  worth  of 
convertible,  voting  preferred  shares  of  Shearson 

DATA:  SHEARSON  LEHMAN  HUHON  INC,  HELLMAN  &  FRIEDMAN 


Shearson's  9V47o  convertible  preferr 
shares,  making  it  Shearson's  third-lai 
est  shareholder.  Hellman  will  be  able 
convert  his  stock  to  6  million  shares 
common  at  between  $12.50  and  $14.25 
share.  Although  some  say  Hellm 
made  a  bad  investment,  he  could  pock 
as  much  as  $45  million  if  Shearsor 
stock  goes  to  20  from  its  current  ll^A 
'REAL  STAR.'  Hellman  says  he  will  spe 
two  or  three  weeks  a  month  in  N( 
York.  And  though  he  says  he  may  ke 
the  chairmanship  for  only  six  inontl 
his  money — and  his  clout — are  in  for  t 
long  haul.  Hellman's  arrival,  on  Mar, 
won't  thrill  everyone  at  Shearson.  Ins 
ers  say  he's  in  effect  isolating  hims( 
3,000  miles  from  headquarters.  Nc 
they  add,  does  he  have  any  experien 
with  such  a  vast  retail  network. 

But  few  dispute  that  Hellman  is  a  b 
asset  on  his  home  turf  of  investme 
banking.  "Warren  is  very  well  known 
both  coasts.  He's  a  real  star,"  says 
vestment  banker  Peter  J.  Solomon,  a  fc 
mer  Shearson  managing  director.  Othe 
on  Wall  Street  see  Hellman's  emergen 
as  a  savvy  move  by  Shearson  to  appea 
its  investment  bankers,  who  are  st 
smarting  from,  Cohen's  mishandling 
the  $25  billion  RJR  Nabisco  Inc.  lev( 
aged  buyout  in  1988. 

Hellman  and  his  partner,  former  Sal 
mon  Brothers  Inc.  executive  Tully  I 
Friedman,  will  sit  on  Shearson's  boar 
They  aren't  deal-happy  like  many  W; 
Street  highfliers.  Instead,  they  provii 
old-fashioned  counseling  on  long-ter 
strategies.  When  the  firm  does  a  deal, 
usually  takes  a  piece  of  the  equity,  as 
did  in  the  $1.65  billion  Levi  Strauss 
Co.  buyout  in  1985.  "They  were  willir 
to  put  their  financial  future  alongsi( 
that  of  the  investors,"  says  Levi  Strau; 
CEO  Robert  Haas. 

Hellman,  descended  from  a  social 
prominent  San  Francisco  family,  is 
graduate  of  the  University  of  Californ 
at  Berkeley  and  Harvard  busine 
school.  He's  married  to  a  former  ballei 
na  and  has  four  children. 

These  days,  he's  training 
the  mountain  sport  of  ride-an 
tie — a  relay  I'ace  that  requin 
its  participants  to  run  and  ri( 
horses  for  up  to  40  miles, 
this  new  job  requires  physic 
stamina,  he's  got  what  it  takes 
says  retired  McKesson  Cor 
Chairman  Neil  Harlan,  a  Ion 
time  friend  and  client.  Sea 
Hellman:  "If  it's  a  question  ( 
susUiining  more  pain  than  an 
one  else,  I  can  do  it."  That 
good.  Shearson  has  been  givin 
its  top  people  plenty  of  it  latel 
By  h'atlilfcu  Kcricin  in  San  Franc, 
CO,  with  Jon  Friedman  in  New  Yoi 


Indexing:  A  Long-Term  Strategy 


WHY 

CONSERVATIVE  INVESTORS 

INDEX 


Conservative  investors,  like  pension  fund 
managers,  prefer  diversified,  relatively 
predictable,  low-cost  investment 
strategies. 

Indexing  is  one  such  strat- 
egy. Surprised?  Indexed  funds, 
such  as  Vanguard  Index  Trust, 
offer  all  three  benefits. 

And  over  the  long  term, 
indexed  funds  have  outperformed 
the  majority  of  actively  managed 
funds.*  In  fact,  as  explained  in  our 
free  booklet,  "The  Facts  About 
Market  Indexing,"  the  longer  the 
investment  horizon,  the  more 
indexing  makes  sense. 

Diversification  Plus 
Long-Term  Performance 

Indexed  equity  investors  benefit 
from  the  generally  superior,  long-term 
performance  of  the  equity  market  by 
owning  a  cross  section  of  the  market. 

The  Vanguard  Index  Trust  portfolios 
offer  investors  a  cross  section  of  the  total  U.S. 
stock  maritet.  As  the  chart  shows: 

The  500 Portfolio,  comprised  of  stocks  selected 
to  duplicate  the  makeup  of  the  S&P  500,**  repre- 
sents 70%  of  the  market. 


S&P  500  (500  Portfolio) 
70% 


Wilshire  4500 
(Extended 
Market  Portfolio)^ 
30% 


The  Extended  Market 
Portfolio,  representing 
the  remaining  30% 
of  the  market,  is 
made  up  of  a  sta- 
tistically selected 
sample  of  the 
Wilshire  4500^- 
small  and 
medium  sized 
firms  not 
included  in  the 
S&P  500. 

This  broad  diver- 
sification protects  against  failure  in  specific  market 
segments.  It  won't,  however,  reduce  the  ordinary 
price  volatility  of  the  market. 

*SEI  Funds  Evaluation  Services. 

**  "Standard  &  Poor's,'""  "Standard  &  Poor's  500,'""  and  "500"'" 
are  trademarks  of  Standard  &  Poor's  Corporation. 
'"Wilshire  4500"  is  a  registered  trademark  of  Wilshire  Associates. 
''Lipper-Directors'  Analytical  Data,  Winter  1989. 


Low-Cost  Investing 

A  low  expense  ratio  is  essential  for 
an  index  fund  that  seeks  to  match  the 
performance  of  an  index  which  has  no 
expenses. 

The  1989  expense  ratio  of  the 
Vanguard  500  Portfolio  was  0.21%- 
the  lowest  of  any  equity  mutual  fund.^ 

What's  more.  Vanguard  has 
no  sales  commissions,  no  "12b-l" 
charges,  and  no  exit  fees.  Purchases 
of  Extended  Market  Portfolio 
shares  are  subject  to  a  1%  Portfolio 
transaction  fee,  paid  directly  to  the 
Portfolio  to  defray  the  transaction 
costs  of  investing  new  cash  influx. 
Minimum  initial  investment: 
$3,000  ($500  for  IRAs). 

Call  f-800-662-7447 
any  hour,  any  day 
for  a  free  Indexing 
Information  Kit 

IN  PHILADELPHIA  visit  our  Investment  Center  at 
1700  Market  Street. 

I  —  1 

Please  send  me  a  free 
Indexing  Information  Kit 

I  understand  it  contains  the  free  booklet,  "The  Facts 
About  Market  Indexing,"  and  an  Index  Trust  prospec- 
tus with  more  complete  information  on  advisory  fees, 
distribution  charges  and  other  expenses.  I  will  read  it 
carefully  before  I  invest  or  send  money. 
Also  send  information  on:      □  IRA  (71)     □  SEP  (70) 

Vanguard  Index  Trust 
RO.  Box  2800 
Valley  Forge,  Pennsylvania  19482 

Name  


US.  STOCK  MARKET  UNIVERSE 


Address - 
City  


.  State - 


-Zip_ 


Phone  

(40)  (Evening) 


(Day) 


TH^^<iuardGROUP 

^i#OF  INVESTMENT  COMPANIES 


BY  GENE  G.  MARGIAL 


IS  THE  WORLD 
READY  FOR 
BOESKY:THE  SCQUEl? 


Jailed  insider  trader  Ivan  Boesky 
wants  to  be  back  in  business  soon- 
er than  most  people  think.  The 
man  whose  stunning  confessions 
launched  the  government's  wide-rang- 
ing inquiry  into  the  biggest  Wall  Street 
scandal  ever  is  quietly  attempting  a 
comeback  doing  what  he  knows  best — 
trading  stocks. 

The  disgraced,  once-legendary  Wall 
Street  arbitrageur  is  serving  the  last 
few  months  of  his  three-year  prison 
sentence  for  securities  fraud  at  the 
Brooklyn  Community  Corrections  Cen- 
ter, a  minimum-security  halfway 
house.  He  was  moved  there  on  Dec.  6 
after  almost  two  years  at  Lompoc  Fed- 
eral Prison  Camp  in  California. 

Boesky  is  scheduled  to  be  released 
on  Apr.  6.  But  he  has  already  been 
busy  trying  to  get  back  into  action  dur- 
ing the  furloughs  the  halfway  house 
allows.  According  to  sources,  Boesky  is 
trying  to  raise  money  to  start  a  new 
investment  group.  The  new  Boesky 
venture,  says  an  investor  whom 
Boesky  approached,  will  be  based  over- 
seas, in  a  country  with  lenient  tax  laws 
for  foreign  investors,  such  as  the  Neth- 
erlands Antilles. 

Another  source  says  Boesky  has  ap- 
proached several  moneyed  individuals 
who  are  either  ex-clients  or  former  in- 
vestors in  the  now-defunct  Ivan  F. 
Boesky  &  Co.  (later  renamed  CX  Part- 
ners Limited  Partnership)  or  the  Lon- 
don-based, Boesky-owned  Cambrian  & 
General  Securities.  At  least  one  who 
was  tapped,  an  investor  who  has  par- 
ticipated in  several  large  takeover 
deals,  turned  Boesky  down.  "[Boesky] 
must  be  crazy,"  he  says,  "if  he  thinks 
he  can  get  even  a  quarter  out  of  me." 
ARB  FANS.  Still,  says  one  Boesky 
watcher,  some  sophisticated  inves- 
tors— including  people  with  huge 
amounts  of  cash  on  hand  both  here  and 
abroad — are  intrigued  by  the  prospect 
of  harnessing  Boesky's  arbitrage 
skills.  And  apart  from  family  money, 
Boesky  is  said  to  have  funds  deposited 
in  foreign  banks  that  he  could  use  to 
launch  his  new  venture.  In  the  past, 
Boesky  has  denied  having  hidden  bank 
deposits. 

As  much  as  Boesky  might  want  to 
manage  other  people's  money  again,  he 
faces  a  tough  battle.  One  big  New 


BOESKY:  CALLING  ON  EX-CLIENTS 


York  investor  notes  that  Boesky  may 
soon  testify  in  the  government's  insid- 
er-trading cases,  including  a  possible 
appearance  in  the  case  against  former 
junk-bond  king  Mike  Milken,  and  that 
will  hurt  him.  The  testimony,  the  inves- 
tor says,  will  show  how  Boesky  has 
betrayed  his  business  associates,  and 
investors  could  be  turned  off. 

Nonetheless,  Boesky  could  even  op- 
erate in  the  U.  S.,  at  least  in  theory. 
Although  his  Nov.  14,  1986,  agreement 
with  the  Securities  &  Exchange  Com- 
mission bars  Boesky  from  the  securi- 
ties business  for  life,  a  1940  statute 
governing  investment  advisers  allows 
anyone  to  invest  for  up  to  14  clients 
without  having  to  register  (BW — ^Jan. 
1.5).  Through  a  close  associate,  Boesky 
declined  comment. 


BETTING  ON  A  BOLD 
MOVE  BY  ICAHN 


Some  smart-money  players  are 
once  again  focusing  on  USX. 
They're  betting  that  its  largest 
shareholder,  Trans  World  Airlines 
Chairman  Carl  Icahn,  is  poised  to  settle 
an  old  score  with  USX  and  its  chairman, 
Charles  Corry.  These  investors  have 
stiirting  buying  USX  shares,  which  in 
recent  days  have  risen  from  $31  apiece 
to  more  than  $34. 

On  Jan.  31,  Corry  threw  a  boldfaced 
dare  to  Icahn,  who  holds  a  13.29'  stake 
in  USX.  Corry  telephoned  Icahn  to  tell 
him  that  the  board  had  amended  the 
company's  bylaws  on  shareholder  pro- 
posals: Any  shareholder  who  plans  to 
propose  a  major  move,  such  as  a  proxy 
fight,  at  an  annual  meeting  must  now 


advise  the  board  in  writing  of  sue 
plans  60  days  in  advance.  This  year 
meeting  will  be  on  May  8,  so  Icahn  h£ 
until  Mar.  8  to  declare  his  intention; 
Icahn  has  been  threatening  to  wage 
proxy  battle  to  oust  the  USX  board. 

Icahn  has  been  pressuring  Corry  t| 
undertake  a  major  restructuring  t  I 
boost  the  price  of  usx's  stock.  Som 
analysts  agree  with  Icahn's  belief  tha 
based  on  the  company's  breakup  value 
the  shares  are  worth  at  least  $6 
apiece.  They  figure  that  USX's  energ 
operations  alone,  which  include  Mar; 
thon  Oil  and  Texas  Oil  &  Gas,  ar 
worth  $50  to  $55  a  share. 

"Carl  no  longer  has  any  alternativ 
but  to  move  aggressively,  the  way  h 
did  at  Texaco,"  says  one  big  investoi 
Texaco  also  had  a  60-day  requiremen 
on  shareholder  proposals  when  Icah: 
launched  his  proxy  fight  in  1988.  Icah 
lost  that  battle,  but  his  efforts  ulti 
mately  forced  management  to  under 
take  a  major  restructuring. 


QUAKER  MAY  BE 
COOKING  UP  A  SALE 


uaker  Oats,  a  major  worldwide  ^ 
I  producer  of  packaged  foods 
has  been  under  pressure  or 
several  fronts,  which  has  caused  iti 
stock  to  sink  from  $66  a  share  in  Au 
gust  to  $49.  But  some  bargain  hunters 
have  been  scooping  up  Quaker  Oats  ir 
recent  days.  Why?  They  expect  Quakei 
to  sell  or  sjjin  off  its  Fisher-Price  toys  1[ 
unit  soon. 

Fisher-Price  has  been  a  drain  or 
Quaker  and  was  the  major  cause  foij[ 
the  earnings  drop  in  the  quarter  ended 
Dec.  31.  Fisher-Price  had  a  $9.5  millior 
operating  loss  during  the  period,  cut- 
ting Quaker's  earnings  for  the  quarter 
to  'Zld;  a  share,  vs.  47(t  a  year  ago 
Cereals  accounted  for  23%  of  Quaker's 
earnings  and  14%  of  revenues. 

One  New  York  money  manager  puts 
Quaker's  breakup  value  at  $70  a  share 
and  thinks  Fisher-Price  could  bring  in 
some  $500  million,  or  about  $8  a  share, 
At  Quaker's  current  stock  price,  he  fig- 
ures that  investors  are  paying  $41  a 
share  for  the  food  company,  or  11 
times  1990  earnings  estimates  and  9.6 
times  1992  estimates — well  below' 
where  other  pure  food  plays  trade.  An- 
other factor  that  may  be  dampening 
interest  in  the  stock  is  a  recent  study 
that  disputes  oat  bran's  role  in  reduc- 
ing cholesterol. 

A  Quaker  spokesman  reiterated  ear- 
lier statements  that  Fisher-Price  is  not 
for  sale. 
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IBMtalkmglD 

themselves. 


IBM®  has  a  great  idea. 

They're  talking  about  getting  their  SAAdata- 
)ases  to  talk  to  each  other. 

But  all  they  have  been  able  to  do  so  far  is 
0  get  one  MVS  machine  running  DB2  to  talk  to 
linother  MVS  machine  running  DB2. 

ORACLE'  Version  6  turns  all  the  talk  into 
iction. 

ORACLE  is  both  open  and  distributed.  So 
)rganizations  can  integrate  different  computers, 
)perating  systems,  networks — even  different  data- 
Dase  management  systems  —  into  a  cooperative 
:omputing  and  information  sharing  environment, 
rhis  preserves  investments  in  existing  hardware 
ind  software,  and  gives  users  the 
freedom  to  introduce  new  techno- 
logy from  any  vendor. 

Because  ORACLE  is  a  distributed 
DBMS,  it  provides  transparent  data 
sharing  between  IBM  computers 
running  MVS,  VM  and  OS/2: 
ORACLE  also  runs  on VAX™VMS, 


UNIX,  MACst  etc.,  so  your  IBM  computers  can 
share  data  with  non-IBM  machines  as  well. 

ORACLE  is  also  an  open  DBMS,  with  gateways 
to  data  stored  in  other  vendors'  database  manage- 
ment and  file  systems,  such  as  IBM's  DB2  and  IMS, 
and  DEC'S  RMS: 

Now  users  can  access  data  stored  in  different 
databases  on  different  computers  with  the  same 
ease  as  if  all  the  data  were  stored  in  a  single  data- 
base on  a  single  computer. 

ORACLE  is  backed  by  the  largest  support 
organization  in  the  software  industry  Nearly  half  of 
our  8,000  employees  are  specialists,  experienced 
in  applying  a  particular  technology  such  as 
networking  or  database  design, 
to  a  specific  industry  such  as 
insurance  or  aerospace. 

If  you  want  to  get  your  IBMs 
talking  to  each  other,  and  everyone 
else,  talk  to  us.  Call  1-800-ORACLEl, 
ext.  8381  for  the  Oracle  Sales 
Office  near  you. 


C1990Oracle  Corporation  ORACLEisareifisteredtrddemarlioIOracleCorporation  SQL  and  SQL'Connecr  are  trademarksot  Oracle  C<irp«rdtJon  IBM  is  a  reijislered  trademark  of  Inlernationai  Business  Machines  Cor[K)raU(in  OS/2  and  DB2  are  trademarks  of  Internationa!  Business  Machines Corporatior 
VWand  RMS  are  trademarks  ol  Diiplal  Equipment  Corporation  Macs  ( Macintosti )  is  a  registered  trademark  ol  Apple  Computer  Inc  UNIX  is  a  trademark  v\  AT&T  B«'II  UNiraliines  Oilier  companies  mentioned  own  numerous  retjislered  trademarL'.  Call  l-800-ORACLE  1  for  hardware  and  soltwari'  requiremen 


Compatibility  •  Portability  •  Connectability 


nformation  Processin 


FERGUSON:  OUT  TO 
BUILD  ESPRIT,  CUT  JOBS 


TELECOMMUNICATIONS  I 


THE  TANGLE  OF  PROBLEMS 
HANGING  UP  NYNEX 


It's  inefficient,  sorely  demoralized — and  under  investigation 


In  his  first  year  as  chief  of  Nynex 
Corp.,  William  C.  Ferguson  has 
learned  that  frustration  comes  in 
many  flavors.  The  59-year-old  Bell  Sys- 
tem veteran  has  been  sidetracked  in  his 
quest  to  make  Nynex  a  "world-class 
competitive  company"  by  the  need  for 
damage  control.  "I  became  CEO,  and 
60,000  people  walked  off  the  job,"  he 
jokes,  referring  to  a  four-month  strike 
that  ended  Dec.  4.  The  damage  to  mo- 
rale is  only  the  start  of  the  troubles  at 
the  $13  billion  company,  which,  after 
several  good  years,  once  again  looks  like 
the  runt  of  the  Babv  Bell  litter. 


Ferguson  inherited  a  company  with 
the  highest  revenue  per  phone  line 
of  the  seven  regional  phone  companies 
that  were  spun  off  from  American 
Telephone  &  Telegraph  Co.  in  1984. 
But  Nynex  also  has  the  highest  costs — 
and  the  lowest  margins.  What's  more, 
the  economy  in  its  home  territory  of 
New  York  and  New  England  is  slowing. 
Its  network  needs  to  be  modernized. 
Competitors  are  grabbing  business,  es- 
pecially in  New  York  City  (page  132). 
And  now,  Nynex  faces  state  and  federal 
investigations  of  its  unregulated  pur- 
chasing subsidiary,   which   may  have 


overcharged  its  two  regulated  loc 
phone  companies  for  a  variety  of  pre 
ucts  and  services. 

Those  allegations  threaten  to  der 
Nynex'  plan  to  win  looser  state  regu 
tion — at  the  worst  time  possible.  Ti 
company's  net  income  plunged  39%  la| 
year,  to  $808  million,  including  one-tiril 
charges  in  the  fourth  quarter  that  pi 
duced  the  first  loss  ever  for  a  Baby  Be; 
In  1990,  analysts  expect  profits 
bounce  back  nearly  to  1988's  $1.3  billio 
on  a  4%  gain  in  revenues.  But  after  a  b 
runup  last  year,  Nynex  stock  has  falW 
127(  in  two  months,  to  81.  "I  don't  thii 
it's  possible  to  overstate  the  severity 
Nynex'  problems,"  says  Jack  B.  Gr 
man,  a  PaineWebber  Inc.  analyst. 
Ferguson  pulls  this  off,  they  ought 
send  him  to  Soviet  Armenia  next." 
BAD  FEELINGS.  That's  an  exaggeratiol 
of  course.  Regulators  will  ensure  th 
Nynex  avoids  serious  financial  troub 
Although  growth  in  its  core  business 
slowing,  that's  probably  temporary-.  Ai 
Ferguson  could  produce  big  profit  gaii 
simply  by  bringing  efficiency  up  to  p; 
with  that  of  other  Baby  Bells. 

But  that's  easier  said  than  done.  t| 
can't  improve  efficiency  unless  emplo 
ees  are  motivated,  and  the  strike  ovi 
company  proposals  to  rein  in  health  cai 
spending  hurt  morale.  One  worker  w; 
struck  and  killed  when  a  Nynex  emplo 
ee  drove  through  a  picket  line,  leaving 
taste  for  revenge.  "If  I  see  a  proble 
coming,  I'm  not  going  to  tell  them  aboi 
it,"  says  one  union  worker.  The  bigge; 
union  at  Nynex,  the  Communicatior 
Workers  of  America,  is  lobbying  again 
New  York  Telephone's  rate-hike  reques 
And  many  managers,  who  worked  Ion 
hours  during  the  strike,  are  angry,  to 
Although  Ferguson  brags  of  winnin 
wage  concessions,  some  executives  a 
gue  that  he  gave  in  too  easily  on  pr 


NYNEX  RINGS 


fTS  HURT  ITS  RETURNS 


ANNUAL  REVENUE 
PER  PHONE  LINE 


ANNUAL  COST 
PER  PHONE  LINE 


FIGURES  JRE19»9  ESTIMATE 
EXCIUDIKG  ONE  TIME  ITTM'. 
DATA:  PAINEWEBBER  INC 
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Why  are  CEOs  afraid  to  bite? 


Although  managed  health  care  offers  real  potential  to  slow 
dangerously  ballooning  costs,  the  very  idea  is  enough  to  make  even 
the  boldest  CEO  a  little  uneasy.  And  for  good  reason. 

Change,  especially  one  of  this  magnitude,  can  be  unsettling.  Imagine, 
if  you  will,  asking  employees  to  switch  to  a  new  doctor.  (Imagine 

asking  your  family.) 

Setting  up  a  managed 
care  system,  however, 
can  be  less  traumatic 
than  you  may  think. 

For  one  thing,  it 
doesn't  have  to  be  an 
all-or-nothing  transition. 

The  CIGNA  companies 
can  design  programs  to 
meet  your  objectives. 

And  implement  them 
at  a  pace  you  and 
your  employees  can  feel 
comfortable  with. 

Moreover,  we've  found 
that  when  employees 
receive  quality  care  that 
meets  their  needs,  they  will  readily  accept  it.  Particularly  when  it  can 
also  reduce  the  growing  costs  they  would  otherwise  have  to  shoulder. 

One  of  our  clients  projects  a  savings  of  $200  million  over  three 
years.  But  just  as  important  has  thousands  of  satisfied  employees. 

We  can  help.  Write  Bob  O'Brien,  President,  CIGNA  Employee 
Benefits  Group,  Dept.  RI,  Hartford,  CT  06152.  Because  it's 
easier  to  bite  the  bullet  when  you  know  it  won't  bite  back. 


We  get  paid  for  results^ 


CIGNA 
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Until  then,  no  minimum  investment  required.  Suitable  for  IRAs. 

The  Primary  tad  Income  Alternatives. 

Krom  the  recognized  experts  in  no-load  mutual  funds  come  three  new  income  funds,  each  with  its 
I ivvn  individual  ad\'antages . . . 

■  THE  NEW  PRIMARY  MONEY  MARKET  FUND 

Seeks  a  high  level  of  current  income.  preser\'ation  of  capital  and  a  stable  net  asset  value,  from  a 
diversified  portfolio  of  higli-quality,  highly  liquid  money  market  instruments.  This  Fund  is  designed 
for  investors  who  desire  income  without  any  fluctuation  in  their  principal.  Telephone  redemption 
ser\'ices  are  available. 

■  THE  NEW  PRIMARY  INCOME  FUND 

Seeks  a  high  le\  el  of  current  income,  with  a  reasonable  upportunity  for  capital  appreciation,  by  actively 
managing  a  portf()lio  of  income-producing  securities.  This  Fund  is  designed  for  long-term  investors 
w  ho  desire  high  current  income  coupled  with  capital  appreciation  potential. 

■  THE  NEW  PRIMARY  U.S.  GOVERNMENT  FUND 

Seeks  a  high  level  uf  cunviit  incume  from  a  dntrsified  portfolio  of  securities  issued  or  guaranteed 
as  to  principal  by  the  L'.S.  Government  and  its  agencies.  This  Fund  is  designed  for  long-term  investors 
desiring  a  combination  of  high  income,  safety  and  quality. 

These  three  new  Funds  are  linked  to  our  original  Primary  Trend  Fund,  creating  The  Primary 
Trend  Family  of  Funds,  a  broad  spectrum  of  investment  opportunities  managed  by  Arnold  Investment 
Counsel.  Inc. . .  ideal  fVjr  IRAs,  401K  plans  and  for  individuals  with  specific  investment  goals.  Share- 
holders in  the  Income  Funds  receive  our  new  quarterly  investment  letter.  "Primary  Income  Drends" 
at  no  charge.  .\ik  for  our  prospectus,  and  please  read  it  carefulK'  before  \du  invest 

CALL  TOLL  FREE  1-800-443-6544 


FUNDS 

-,sii(i-44.i-txi44  •  7(10  N  Water  Street,  .Milwaukee.  Wisconsin  ,'i:52(  i2 


drugs: 
^  a  global  problem 
requiring 

0    A  GLOBAL  RESPONSE 


serving  health  benefits — after  bene 
for  management  had  been  cut.  A 
executives  tied  white  flags  to  their  ci 
antennas  after  the  strike  ended. 

At  the  moment,  morale  problems 
being  overshadowed  by  accusations 
overcharges  by  Nynex  Materiel  En' 
prises  Co.  The  unregulated  unit  was  s 
posed  to  save  money  for  the  phone  c( 
panies  by  buying  in  bulk.  Often  it 
But  it  also  routinely  marked  up  pric 
in  some  cases  by  up  to  1,000%,  accord 
to  former  employees  who  have  testii 
before  the  New  York  State  Public  S 
vice  Commission  iPSC).  Nynex  says  it 
funded  $45  million  at  the  end  of  1988  £ 
is  prepared  to  refund  $13  million  mi 
now.  That's  not  enough  for  New  Y( 
Attorney  General  Robert  Abrams, 
says  the  overcharges  may  have  amou 
ed  to  "hundreds  of  millions  of  dollar! 
HIKE  DELAY.  Unfortunately  for  Ferj 
son,  he  can't  say  it  all  happened 
someone  else's  watch.  He  was  presidf 
of  New  York  Telephone  in  1984,  and 
wrote  a  memo  ordering  employees 
buy  supplies  through  Enterprises  wh 
possible.  That's  not  wrong  in  itself,  t 
former  employees  say  it  discouraged 
phone  companies  from  shoppi 
around — and  made  it  easy  for  Enti 
prises  to  charge  high  prices. 

Nynex  tried  to  end  state  probes 
Enterprises  with  a  deal  to  put  purch 
ing  under  regulators'  control.  But 
Feb.  5,  a  New  York  State  administrati 
law  judge,  Michael  Harrison,  overrul 
that,  saying  too  many  questions  rema 
unanswered.  If  the  PSC  agrees,  Nf 
York  Telephone  may  have  to  undergo 
first  public  hearings  over  a  rate  increa 
since  1985,  dredging  up  new  facts  abo 
Enterprises.  New  York  Tel  had  hoped 
win  a  $440  million  rate  increase  in  191 
and  then  win  a  regulatory  switch  to 
cap  on  its  prices,  instead  of  on  its  pre 
its,  which  would  let  it  boost  earnings 
it  cuts  costs.  But  those  goals  are  now 
jeopardy. 

It's  an  unaccustomed  position  for  Fe 
guson,  a  tough  competitor  who  nos( 
out  William  G.  Burns  last  summer 
succeed  Delbert  C.  "Bud"  Staley.  Ferg 
son  spent  most  of  three  decades  wil 
Michigan  Bell  Telephone  Co.  before  b 
coming  president  of  New  York  Tel 
phone  in  1983.  At  both  companies,  1 
won  a  reputation  as  an  involved,  hand 
on  manager — and  "astute,"  one  form( 
employee  says. 

Ferguson  says  his  strategy  for 
building  Nynex  hinges  on  earning  th 
trust  of  customers,  knowing  the  marke 
providing  top  products  and  services,  ii 
novating,  and  cutting  costs.  The  firs 
step — and  most  difficult — may  be  to  wi 
back  einployee  trust.  Job  specification 
for  many  CWA  members  were  tightene 


^  ^         UNITED  NATIONS 
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Workdholism 
Runs  In  Our  Family. 


□ 

Konica 

ll 

i 

1 

Konica 


1 

1-800-648-7130 


It's  a  trait  shared  by  every  Konica  Copier  and  Fax.  Ttiey're  tough.  They're  reliable. 
They  don't  know  when  to  quit. 

To  become  a  member  of  the  award-winning  Konica  family,  call  the  number  above. 
Konica  Copiers  and  Fax.  They  just  work  all  the  time. 

©  1990  Konica  Business  Machines  U.S.  A.,  Inc.  COPIERS'FAX 


^nica 


The  closer  you  get  to  ISDN,  the  better  we  look. 


That's  because  when  it  comes  to  ISDN,  Fujitsu  Business  Communication  Systems 
has  put  it  all  on  the  line. With  products  like  our  Fujitsu  F9600r  It's  a  family  of 
fully  compatible  voice/data  systems  that  expands  from  100  to  10,000  lines  and  was 
desired  with  ISDN  in  mind.  It'll  meet  your  telecommunication  needs  now,  and 
when  you're  ready  to  take  advantage  of  ISDN,  you'll  have  a  frilly  compatible  system. 
We'll  even  show  you  today  how  to  apply  ISDN  technology  in  your  business.  So 
when  ISDN  is  ready  to  roll,  you'll  have  all  its  benefits  with  a  system  customized  to  your  needs. 
Natui-ally  the  F9600  is  backed  by  nationwide  service,  support,  and 
training,  even  if  it's  part  of  a  multi- vendor  network.  About  what 
you'd  expect  from  a  company  that's  a  part  of  Fujitsu  Ltd.  A  $16  billion  global 
computer  and  telecommunications  leader  who  has  not  only  been  around  for  over 
50  years,  but  is  also  a  pioneer  in  ISDN  technology  So  call  or  write  us  at  3190 
Miraloma  Avenue,  Anaheim,  CA  92806. 1-800-654-0715.  And  let's  take  a  closer 
look  at  the  futui-e. 


Fujfrsu 


FUJITSU  BUSINESS 
COMMUNICATION  SYSTEMS 


1989,  Fujitsu  Business  Communication  Syst*?ms.  F%(H)  Is  a  trademark  <>(  Fujitsu  Business  Communication  Syst**ms. 


Legg  Mason  Special  Investment  Trust 


The  fund  s  total  return  as 

CUMULATIVE 

AVERAGE. -VNNU.^  b 

of  December  3! ,  1989  was- 

TOT.\L  RETURN 

TOTAL  RETURN  | 

ONE  YEAR 

octo&eri,  198810 
Decemi»r3i.t989 


32.08'' 32.08 


LIFE  OF  FUND 

I^C^Def30. 198510 

j[tecemDer3i.i989 


51.99"  11.03 


Legg  Mason  Special  Investment 
Trust  is  a  common  stock  fund  seeking 
capital  appreciation  through  invest- 
ment in  smaller  companies  A  SI, 000 
minimum  investment  is  required- 

The  investment  return  and  princi- 
pal value  of  an  investment  in  the  fund 
will  fluctuate  so  that  an  investor's 
shares,  when  redeemed,  may  be 
worth  more  or  less  than  their 
original  cost. 

The  retums  shown  are  based  on 
historical  results  and  are  not  intended 
to  indicate  future  performance. 

Calculations  include  reinvestment 


ot  capital  gains  and  dividends 

Fora  prospectus  containing  more 
complete  information,  including 
charges  and  expenses,  please  con- 
tact your  Legg  Mason  investment 
brokerorcall  toll-free 

1-800-822-5544 

Read  the  prospectus  carefully  before 
you  invest  or  send  money. 

Special 

InvestmentJnist 

Legf  Mason  Ati  Ir.-.estment  Tradition  Since  16^^ 
The  Legg  Mason  Tower  Baltinnore  MD2I203 

.Available exclusi\el>  through 
Legg  Mason  and  Legg  Mason  Howard  Weil 


This  advertisement  does  not  constitute  an  offer  in  any  state 
in  which  such  an  offer  may  not  be  lawfully  made. 
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after  the  strike,  creating  friction.  Ferj 
son  isn't  reaching  out  directly  to  uni 

'  members,  though.  He's  focusing  on  p 

I  talks  to  upper-middle  management.  '. 

;  talks  about  the  need  for  "healing"  but 
light  on  specifics. 

Ferguson  is  in  the  awkward  positi 
of  trjing  to  promote  team  spirit  even 
he  sniffs  around  for  ways  to  cut  costs 
and  jobs.  But  he  has  little  choice.  ] 
estimates  that  the  New  York  and  N« 
England  phone  companies  would  have 
cut  10';  of  their  80,000  jobs  just  to  get 
line  with  the  Baby  Bell  average  of  re' 
nue  per  employee — which  is  a  mo\'i 
target.  His  plan  is  to  make  the  ci 
through  attrition,  not  layoffs  or  eai 
retirements.  But  that  could  go  out  t 
window  if  New  York  Telephone's  n 
hike  doesn't  com.e  through  intact.  A 
cutting  jobs  obviously  isn't  the  ent 
answer:  If  investigators  are  right,  o 
reason  for  the  phone  companies'  hi: 
costs  is  the  prices  Enterprises  charge 
CELLULAR  GROWTH.  New  York  Te 
phone,  headed  by  Frederic  V.  Salerno, 
Ferguson's  top  priority,  since  it  accour 
for  about  60'f  of  overall  revenue.  I 
notes  that  it  was  the  only  unit  th 
didn't  have  improved  results  in  1989,  ; 
ter  making  allowances  for  the  strii 
The  antiquated  network  of  New  Yo 
Telephone  was  one  reason  Nvnex  w 
considered  the  weak  sister  of  the  Bal 
Bells  at  divestiture.  But  instead  of  i; 
grading  the  network.  N\-nex  led  t 
pack  in  nonphone  acquisitions.  Now,  v 
being  forced  to  modernize — both  1 
state  regulators  and  by  the  small  b\-pa 
companies  that  connect  big  N\Tiex  ci 
tomers  with  private  networks  that  par 
lei  the  public  phone  system. 

NjTiex'  unregulated  businesses  are  c 
ing  respectably,  analysts  say.  At  Nyni 
Mobile  Communications  Co.,  the  base 
cellular  customers  rose  68ff  last  yet 
And  Ferguson  expects  black  ink  by  tl 
end  of  this  year  for  the  chain  of  compi 
er  stores  acquired  from  IB.M  Corp.,  whii 

'analysts  say  has  been  a  big  money-lose 
But  revenues  from  such  businesses  a 
only  about  17'f  of  the  company's  tota 
Ferguson  has  hired  Boston  Consulfir 
Group  Inc.  to  assist  in  the  first  re\ie 
since  N\Tiex'  creation  of  how  the  comp 
ny  is  managed.  He's  continuing  tx)  pre 
for  deregulation,  talking  up  Nynex'  p 
tential  to  contribute  to  the  Informati( 

,  Age  by  uniting  computei's  and  commui 
cations.  His  big  plans  won't  count  fi 
much  unless  he  can  take  care  of  tl 
immediate  problems.  Ferguson  calls  th 
"a  difficult  time  in  my  company's  hist 
rj-."  But  he  isn't  daunted.  "The  gre: 
joys  in  life,"  he  says,  "don't  come  fro 
doing  things  that  happen  easih"." 

By  Peter  Coy  in  Xeic  York,  with  Mai 
Lewyn  in  Washington 

'  . 
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Annual 
Percentage 


'APR 

24  MONTHS 


I  APR 

36  MONTHS 


APR 

48  MONTHS 


AMOUNT 
FINANCED* 

MONTHLY 
PAYMENT 

$10,000 

$448 

$12,000 

$537 

$15,000 

$671 

AMOUNT 
FINANCED* 

MONTHLY 
PAYMENT 

$10,000 

$308 

$12,000 

$370 

$15,000 

$463 

AMOUNT 
FINANCED* 

MONTHLY 
PAYMENT 

$10,000 

$239 

$12,000 

$287 

$15,000 

$359 

Take  advantage  of  one  great  GMAC  rate  — 6.9%  — on  payment  terms  up  to  48 
months.  Available  on  select  new  1990  GM  cars  and  trucks  and  on  a  limited  number 
of  new  1989s.  Pick  the  term  that  fits  your  budget  and  drive  a  great  GM  value. 

Special  news  for  Conversion  Van  buyers  — rates  as  low  as  8.9%  A.P.R.  are 
available  from  your  Chevrolet  and  CMC  Truck  dealers.  See  them  for  details  and 
save. 

Qualified  retail  buyers  must  take  delivery  from  dealer  stock  by  May  2, 1990. 
Dealer  financial  participation  may  affect  consumer  cost.  See  your  participating 
dealer  for  qualification  details. 


GMAC 

FINANCIAL  SERVICES 


CHEVROLET  •  PONTIAC  •  OLDSMOBILE  •  BUICK  •  GMC  TRUCK 


ONE 

GREAT 

RATE  ON 

THESE 

GREAT 

1090 

GM 

CARS 

ANO 

TROCKS 


Beretta 
Corsica 
Lumino 
Covaller 
Geo  Storm 
Camaro 
Caprice 
S-10  Pickup 

2'  &  4'Wheel  Drive 
S-10  Blazer 

2-  &  4-Wheel  Drive 
Full-Size  Blazer 

4-Wheel  Drive 
Full-size  R/V 

2-  &  4-Wheel  Drive 
Full-size  Pickup  and 

Utility 

2-  &  4-Wheel  Drivet 
Suburban 

2-  &  4-Wheel  Drive 
Sportvan/Chevy  Van" 
Astro  Vantt 


Cutlass  Supreme 


Century 
Electro 
Park  Avenue 

(excludes  Ultra) 
LeSabre 
Skylork 
Regal  (Coupe) 


"Assumes  a  20%  down  payment 


51990  GMAC.  All  Rights  Reserved 


Vanduro/Rolly  Wagon" 
S-15  Pickup 

2-  &  4-Wheel  Drive 
$-15  Jimmy 

2-  &  4-Wheel  Drive 
Full-size  Jimmy 

4-Wheel  Drive 
Full-size  R/V 

2-  &  4-Wheel  Drive 
Full-size  Pickup  and 

Utility 

2-  &  4-Wheel  Drive 
Suburban 

2-  &  4-Wheel  Drive 
Safari  Vontt 

tExcludes454SS  Model 
(1990  only). 

"Excludes  Models  03 
ond  32, 
ttExcludes  All-Wheel- 
Drive  ond  Extended 
Models. 


There's  still  a  chance 
to  strike  It  rich  In  the 
oil  business. 


Experts  predict  the  fast  oil  and  lube  industry  will 
double  in  the  next  three  years  with  projected  sales  of 
$4  billion  in  the  I990's. 

A  well  of  opportunity  you  can  tap  by  investing  in 
Avis  Lube  franchises. 

The  only  fast  oil  and  lube  franchise  affiliated 
with  a  company  with  40  years  of  experience 
keeping  rental  cars  running  smoothly. 
A  minimum  net  worth  of 
$250,000  with  $100,000  liquid  capital 
IS  required. 

Avis  Lube  Franchises.  For 
information,  call  toll  free  1-800- 
AVIS-LUBE  or  write,  Avis  Service,  Inc. 
Franchising  Dept.,  900  Old  Country 
Road,  Garden  City  NY  11530 
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VANGUARD 


33  WAYS  TO  INVEST 
FOR  TAX-DEFERRED  EARNINGS 


With  Vanguard,  you're  not  limited 
to  fixed-rate  savings  accounts  or  bank 
CDs*  for  your  IRA.  We  offer  12  income- 
producing  alternatives  that  invest  in 
corporate  bonds  or  government-backed 
Treasury  bonds  and  Ginnie  Maes.  For 
example,  seek  high  current  income 
with  our  GNMA  Portfolio. 

You  can  also  choose  from  20 
equity  and  other  growth-oriented 
investments  in  your  IRA  plan .  If  you 
want  capital  growth  and  income,  for 
instance,  consider  Windsor  11. 

Or  you  can  diversify  your  IRA  among 
8  Vanguard  funds  with  a  single  invest- 
ment in  Vanguard's  unique  STAR  Fund. 

You  may  open  your  Vanguard  IRA 
in  any  of  our  33  Portfolios  for  as  little  as 
$500,  commission-free.  Or  switch  your 
existing  IRAs,  or  roll  over  your  pension 
plan  distributions,  to  Vanguard. 


*Bank  savings  accounts  and  CDs  are  insured  as  to 
principal  and  interest  by  an  agency  of  the  Federal 
Government. 


Call  1-800-662-SHIP 
24  Hours,  7  Days 

ASK  FOR  OUR  FREE  Vanguard  IRA  Infor- 
mation Kit,  or  send  the  coupon. 

Vanguard  IRA 
P.O.  Box  2800 

Valley  Forge,  Pennsylvania  19482 

Please  send  me  your  free  Vanguard  IRA 
Information  Kit.  It  contains  prospect- 
uses for  Vanguard  Fixed  Income  Secu- 
rities Fund  (mduding  the  GNMA 
Portfolio)  Windsor II  znd  STAR  that 
give  complete  information  on  advisory 
fees,  distribution  charges  and  other 
expenses.  I  will  read  them  carefully 
before  I  invest  or  send  money.  Also  send 
information  on  □  Keogh/Pension  (70) 
□  SEP-IRA(08). 

Name  


City- 
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TELECOMMUNICATIONS  I 


A  NEW  PACK  OF 
GIANT 


How  Teleport  and  other  upstart 
are  tapping  into  the  phone  mark 


ew  Y'ork  Telephone  Co.  is  a  sitt 
duck.  Its  most  lucrative  franch 
Manhattan,  may  be  the  m( 
plugged-in  place  on  the  planet.  Run  optil 
fiber  down  Wall  Street,  and  you  can  si 
up  lots  of  customers  for  private  netwo^ 
that  compete  with  New  York  Tel.  Tha 
what  Teleport  Communications  Group  I 
has  done. 

Teleport,  majority-owned  by  Mer: 
Lynch  &  Co.,  is  at  the  vanguard  of 
haps  10  feisty  companies  nationwide  tl 
are  scooping  up  "bypass"  traffic — a 
that  go  over  privately  owned  circuits 
stead  of  the  public  network.  So  far,.tht 
companies  are  small.  Teleport's  reveni 
last  year  were  no  more  than  $50  millii 
But  it's  growing,  it's  profitable,  and  it  l" 
history  on  its  side. 
THE  NEXT  MCI?  Teleport  et  al  are  doing 
local  phone  companies  what  William 
McGowan  did  to  American  Telephone 
Telegraph  Co.  two  decades  ago,  when 
set  up  microwave  towers  and  provid 
long-distance  service  between  Chicago  a 
St.  Louis.  .\t&t's  ham-handed  attempt 
squash  MCI  Communications  Corp.  help 
prompt  the  breakup  of  .A.T&T.  Now 
Baby  Bells,  born  of  that  breakup,  are  t: 
ing  to  fend  off  their  small  rivals  witho 
running  afoul  of  antitrust  law  themselv( 

Teleport  and  others,  such  as  Metropc 
tan  Fiber  Systems  Inc.,  of  Oakbrook  T 
race.  111.,  mainly  connect  the  major  sites 
customers  such  as  banks,  brokera 
firms — and  even  long-distance  carrie 
Now,  they're  asking  permission  to  pi' 
into  the  Baby  Bells'  switches  so  they  c 
handle  calls  to  sites  they  don't  have  wii 
to.  That  is  what  MCi  did  in  its  famous  b 
tie  for  "equal  access."  Last  year,  in  fa 
regulators  ordered  New  York  Tel  to 
cept  Teleport's  lines. 

New  York  Telephone  has  cut  rates 
25'*  on  service  that  competes  with  Te 
port's.  But  Teleport  keeps  growing,  sin 
customers  feel  more  secure  with  two  su 
pliers.  So  the  bypass  operators  could  1: 
come  the  next  .MCls— if  investors  are  su 
that  regulators  will  protect  the  upstar 
from  predatory  pricing  or  being  saddlt 
with  inferior  connections  to  the  phone  n( 
works.  Teleport  President  Robert  Annu 
ziata  is  full  of  optimism,  which  is  reflect* 
in  his  four-part  strategy:  "Grow,  gro' 
grow,  grow." 

By  Peter  Coy  /?;  Staten  Island,  N. 
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ompanies  within  Entergy  Corporation's  Middle  South  Electric  System  include  Arkansas  Power  &  Light  Company.  Louisiana  Power  j 
Light  Company,  Mississippi  Power  &  Light  Company.  New  Orleans  Public  Service  Inc..  System  Energy  Resources,  Inc.,  and  'i 
vtergy  Services.  Inc.  Our  New  York  Stock  Exchange  symbol  is  "ETR; "  our  listing  is  'Entergy. '  Our  tieadquarters  address  is  \ 
ntergyCorporation.PO.  Box  61000.  New  Orleans.  LA  70161.  ■ 


Positions  Available 


CAREER  OPPORTUNITY  IN  SALES 
AND  MARKETING  FOR 
SAUDI  ARABIA 

50,000-80,000  USD.  Net 

MIDEAST  DATA  SYSTEMS/ 
M.M  ALRUMAIHEST 

A  leading  computer  company  with  operations  in  Can- 
ada, France,  and  the  Middle  East  (DATA  GENERAL, 
STRATUS  FAULT  TOLERANT  SYSTEMS,  DASSAULT 
ATMS,  HYUNDAI  pes,  QUME  LASER  PRINTERS, 
LIEBERT  SITE-PREPARATION)  need: 

SALES  AND  MARKETING  MANAGERS  FOR 
THE  DIFFERENT  DIVISIONS. 

Candidates  should  have  minimum  5  years  professional 
selling  in  similar  activities  with  track  records  and  a 
University  Degree. 

 ALSO  REQUIRED  

—SENIOR  UNIX  SYSTEMS  ENGINEER 
—SENIOR  TECHNICIANS  FOR  UPS,  PC  AND 

LASER  PRINTERS 
—SALES  ADMINISTRATOR  AND  BILINGUAL 

SECRETARY 

Send  resume  with  recent  photo  and  salary  history  to: 

The  General  Manager 
MIDEAST  DATA  SYSTEMS,  SA 
(MOHD.  M.  AL  RUMAIH  EST) 
KINGDOM  OF  SAUDI  ARABIA 
FAX  No.  966-1-477-1180 


COMPUTERS  I 


ALL  ARIX  NEEDS  I 
A  SUBCONTRACT 


It  could  thrive  on  a  big  IBM  wir 


MANNO:  "I'M  GOING  TO  GET  HAMMERED' 


Angling  for  steelhead  can 
tricky.  Ask  Eugene  Manno,  ch 
man  and  CEO  of  computer  ma 
ArLx  Corp.  He  often  flies  up  to  the  ^ 
ramento  River  to  cast  for  the  spects 
lar  rainbow  trout.  Landing  one  ta 
more  finesse  than  muscle,  he  says.  F 
the  fish  too  rough  on  lightweight  tac. 
and  the  line  may  snap. 

Back  in  Silicon  Valley,  Manno's  try 
to  reel  in  a  deal  that  could  save 
company.  The  sLx-year-old  Arix  is  i 
smarting  from  the  one  that  got  awa\ 
contract  with  Unisys  Corp.  that  once 
counted  for  907(  of  its  sales.  But  Uni 
last  year  began  buying  from  Arix'  c( 
petitor.  Sequent  Computer  Systems  1 
That  switch  and  write-downs  from 
acquisition  led  to  a  $5.4  million  loss 
the  quarter  ended  Dec.  31.  Sales 
IA%,  to  §19  million.  Manno  imposed 
89c  layoff,  but  John  B.  Jones  Jr.,  a  c( 
puter  analyst  at  Montgomery  Securit 
still  expects  the  company  to  lose  $9  i 
lion,  or  $1.15  a  share  (chart,  page  i; 
for  the  year  ending  June  30. 
'ON  THE  MAP.'  Manno's  problems  co 
vanish  if  IBM  wins  an  upcoming  $1.8 
lion  Treasury  Dept.  bid  for  the  Treasi 
Multiuser  Acquisition  Contract  {TMi 
IBM  would  act  as  prime  contractor^ 
that  could  bring  Arix  some  $500  mill 
over  five  years.  "TM.^C  would  really 
us  on  the  map,"  Manno  says.  So  i 
Arix  has  invested  $5  million  to  readj 
computer  for  a  TMAC  demonstration  t 
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Why  your  fax  machine  should  be  a 

PRIORITY 


This  is  the  fax  small  business  has  been  waiting  for.  Introducing  Epson*  PriorityFax™  One  of  the  first  lines  of 
personal  fax  machines  to  offer  office-quality  features  at  a  truly  affordable  price. 

Features  like  auto  dial  and  redial,  as  fast  as  15-second  transmission  speed,  16-level  gray  scale,  paper  cutter,  up  to 
28-page  memory  and  more.  Plus  the  best  feature  of  all  — Epson's  uncompromising  quality,  performance  and  value. 

What's  more,  if  you  buy  a  PriorityFax  and  sign  up  for  MCI  fax  by  June  30,  you'll  get  $50 


cash  from  Epson  and  up  to  $100  fax  service  credit  from  MCI.  See  your  dealer  for  details. 
In  fact,  you  might  want  to  make  it  a  priority 


tEPSON 

WHEN  YOU'VE  GOT  AN  EPSON. 
YOU'VE  GOTA  LOT  OF  COMPANY.  ' 


®  1990  Epson  America,  Inc.  Epson  is  a  registered  trademark  of  Seiko  Epson  Corporation.  Prionty  Fax  is  a  trademark  ol  Epson  America.  Inc..  2780  Lomita  Blvd. . Torrance,  CA  90505.  (800)  922-8911. 


Want  to  Invest  in  Strong  &  Stable 
Blue  Chips  for  your  IRA? 

Consider  Founders  Blue  Chip  Fund. 

The  Fund's  total  return  for  the  period 
1/1/89-12/31/89  was  +35.56%  * 

For  over  half  a  century.  Founders  Blue  Chip 
Fund  has  attracted  thousands  of  investors 
interested  in  acquiring  some  of  America's 
finest  blue  chip  companies,  such  as  those 
included  in  the  S  &  P  500. 


Average  Annual  Total  Return  as  of  12/31/89* 

1-YEAR  5-YEARS  12/1/83-12/31/89 
+35.56%   +18.68%  +15.51% 


1-800-525-2440 

24-Hour  Information  Line 

*Performance  figures  include  change  in 
share  price,  reinvestment  of  dividends  and 
capital  gams.  Past  performance  is  no 
guarantee  of  future  results.  Actual  total 
return  and  principal  value  will  Huctuaie 
and  shares,  when  redeemed,  may  be  worth 
more  or  less  than  their  cost 


Call  today  for  information  about  our  many 
benefits  and  options,  and  a  free  prospectus 
containing  more  complete  information 
about  management  fees  and  expenses.  Read 
it  carefully  before  you  invest  or  send  money. 


Founders 


810  Cherry  Creek  Nal'l  Bank  BIdg. 
3033  East  First  Avenue 
Denver.  Colorado  80206 


Founders  Asset  Management.  Inc.,  Distributor 


FOUNDERS  BLUE  CHIP  FUND 


To  B  or  not  to  B? 


THE  BEST 
BUSINESS 
SCHOOLS 


This  is  the  answer. 

Business  Weeks  Guide  to  the  Best  Business  Schools. 
It  s  not  just  a  guide,  it  s  an  education. 


$12.95  at  bookstores  or  call  toll-free  1-800-2-MCGRAW  linil 


THE  UPS  A 
DOWNS  OF 


A  OOLURS 

DATA.  MONICOMERV  SECURITIES,  coil 


spring.  Competitors  are  bidding  n 
chines  made  by  Digital  Equipment,  He 
lett-Packard,  and  Pyramid  Technology 

IBM  isn't  commenting  on  the  bid 
evidently  it  reckons  that  Arix'  machir 
fill  the  TMAC  bill  better  than  anything 
produces  itself.  Arix  uses  gangs  of  i 
croprocessors  to  produce  the  power  o: 
small  mainframe — for  as  little  as  a  ter 
of  the  price.  Says  Jones:  "It's  a 
competitive  product." 

Trouble  is,  Arix'  marketing  has  ne\ 
matched  its  engineering.  Enjoying  t 
huge  Unisys  contract,  the  compa 
moved  slowly  to  line 
up  other  customers. 
That  left  it  in  peril 
when  Unisys  defect- 
ed. Manno,  a  former 
Honeywell  Inc.  com- 
puter executive  who 
became  chairman  in 
1987,  has  tried  to  di- 
versify, hiring  a 
sales  force  to  enlist 
phone  companies, 
for  instance.  He  also 
acquired  Edgcore  Technology  Inc., 
computer  maker  that  sells  to  Olive' 
Philips,  and  Hitachi.  Manno  hopes  th' 
will  buy  Arix  gear,  too.  And  he  set 
I  mix  Corp.,  a  subsidiary  to  push  Ar 
computers  for  image  processing.  But 
has  little  time.  "The  question  is 
we  have  the  money  to  hang  in  lor 
enough  to  win,"  Manno  says.  "Until 
can  show  new  prosperity,  I'm  going 
get  hammered." 

LOW  MORALE.  Arix  stock,  which  we 
public  in  late  1988  at  IV2,  now  trades 
around  2V2,  leaving  the  market  value 
$19  million,  far  below  its  $38  millit 
book  value.  Manno  is  also  facing  intern 
pressure.  Dissension  in  the  engineerir 
staff  is  rising  following  January's  la 
offs  and  a  reorganization  that  shift 
work  from  engineering  to  manufactu 
ing.  Sources  close  to  Arix  say  Mark 
Pine,  its  chief  engineer,  may  resign,  ar 
employees  have  reportedly  circulated 
petition  demanding  Manno's  dismiss; 
On  Feb.  2,  they  heatedly  questiom 
Robert  Bartizal,  a  newly  appointed  pre; 
dent,  about  Manno  and  about  Arix'  ( 
rection  and  deteriorating  financial  cone 
tion.  Manno  says  he  has  heard  of  tl 
petition  but  not  seen  it.  He  chalks  it  u 
to  "a  few  disgruntled  propeller-heads.'  * 

For  now,  Manno  keeps  pushing  t 
help  IBM  win  the  TM.\r  deal.  But  the  ode 
aren't  great.  Douglas  W.  Broyles,  a  vei  | 
ture  capitalist  and  Arix  director,  give 
Arix  about  a  307f  chance.  "When  yo 
have  a  '307'-  chance,  you  better  not  cour 
on  it,"  he  says.  That  will  keep  Mann 
reeling  and  dealing  in  Silicon  Valley,  ne 
on  the  Sacramento  River,  for  some  timt 
By  John  W.  Verity  in  New  Yor 
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le  best  and  bnghtest  ideas  come  from  Hitachi.  Irrefritable  evidence:  The  VT-LC50A  VCR/LCD  Monitor.  This  7.5-pound  giant 
Jtures  a  sharp  and  vivid  5 -inch  liquid  crystal  display  monitor  Hi-Fi  VHS  recording  and  playback  capabilines.  A  3 -way  power 
.pply  system.  And  best  of  all,  it  plays  standard  VHS  tapes.  All  this  means  the  VT-LC50A  is  the  equivalent  of  owning  your  very 
'  vn  miniature  movie  theater  Hitachi  is  making  a  big  splash  m  a  number  of  other  fields,  too. 
ur  technological  prowess  is  bnghtening  the  lives  of  people  from  coast  to  coast. 


0  HITACHI 


Hitachi  Sales  Corp.  of  America  Phone:  (213)  537-8383  Hitachi  (HSC)  Canada,  Inc.  Phone  (416)  821-4545  Hitachi  Sales  Corp.  of  Hawaii,  Inc.  Phone  (808)  836-3621 

Simulated  TV  picture 


WE  GREAnOTAX-FREE  FUNDS. 
IHENAGAiriWEHADAlHrOFINSPIR/mON. 

Ever  since  modern  income  taxes  ups  and  downs  ot  economic  policy?  funds  that  will  reduce  your  tax  exposure, 
were  introduced,administration  after  ad-        In  1976  we  went  to  Washington,  So  why  wait  to  see  what  happens 

ministration  has  been  pledging  to  lower  D.C.  and  lobbied  for  a  bill  that  allowed  to  taxes?  Call  for  a  prospectus  and  start 

them.  Or,  at  least,  not  to  raise  them.  Dreyfus  to  offer  the  first  incorporated  cutting  your  taxes  yourself.  Today. 

Some  were  successful.  And  some  tax-exempt  fund.         I^lk^  1-800-645-6561  ext.  2243. 

weren't.  But  why  should  your  savings  Today, we're  happy  Jj^Pj^^'Vj^XS  ^'^'^^^  ^^'^^  carefully 

and  investment  income  be  subject  to  the  to  offer  you  17  different  .     before  investing. 


Drcylus  Service  Corporalion. 


The  right  fund  at  the  right  time. 


ersonal  Business 


ED  BY  TROY  SEGAL  . 

Executive  Suite 


EATHERED  NESTS  FOR 
OUR  FLEPGUNG  BUSINESS 


ited:  Startup  company 
ake  space  at  low  or  be- 
market  rent,  with  flexi- 
lease.  Experienced  man- 
ment  adviser  on  site, 
t  may  include  reception- 
some  clerical  help.  Access 
IX,  copier.  Other  options: 
ounted  rates  from  local 
f^essionals,  assistance  in 
ting  grants,  other  fund- 
sources. 

;  sounds  like  a  small  busi- 
less'  pipe  dream.  But 
'business  incubators"  do 
t,  many  supported  with 
e  and  federal  funds,  and 
numbers   have  mush- 
ned  from  10  before  1980 
ver  350  today.  Their  goal: 
lelp  launch  businesses  by 
viding  support  services 
management  advice,  neat- 
packaged  in  a  low-rent 
ding  populated  with  fellow 
■epreneurs. 

ut  while  any  building  can 
itself  an  incubator,  not  all 
ibators  are  created  equal, 

notes  Dinah  Adkins,  director 
of  the  National  Business  Incu- 
bation Assn.  (NBIA)  in  Athens, 
Ohio.  "What  distinguishes  in- 
cubators from  shared  office 
facilities  is  free  in-house  man- 
agement   consulting  and, 
where  possible,  technical  con- 
sulting." That  can  include  ac- 
cess to  marketing  consul- 
tants, graphics  designers, 
patent  attorneys,  accountants, 
and  engineers,  says  Adkins. 

Most  incubators  are  pri- 
vate, nonprofit  operations 
sponsored  by  regional-devel- 

opment  organizations.  Their 
raison  d'etre:  to  spark  job  cre- 
ation and  economic  growth  in 
the  community.  Light  manu- 
facturing, research  and  devel- 
opment, and  service  firms  are 
typical  tenants.  Some  incuba- 
tors specialize,  accepting  only, 
say,  architectural  or  biotech- 
nology firms.  Others  have  a 
broader  focus,  admitting  man- 
ufacturing companies  or  busi- 
ness-to-business services. 

A  less  altruistic  motive  fu- 
els the  growing  number  of 
private,  for-profit  incubators. 

"These  are  real  estate  deals 
primarily,"    says  Adkins. 
Many  are  fully  furnished  ex- 
ecutive suites   or  converted 
self-storage  facilities  trying  to 
differentiate  themselves  in 
the  market  by  adding  incuba- 
tor-like services.  While  non- 
profits may  offer  rents  15'/  to 
507f  below  market,  for-profits 
usually  don't  offer  lower 
rates.  However,  they  do  allow 
you  to  pay  for  services  only 
as  you  need  them. 
ON  CAMPUS.  High-tech  compa- 
nies may  find  the  most  sup- 
portive environment  in  a  thiird 
type  of  incubator,  one  affiliat- 
ed with  a  university.  Rents 
may  not  be  a  bargain,  but 
they  include  sophisticated  ser- 
vices startups  can't  afford  or 
find  elsewhere.  Tenants  in 
Rensselaer  Polytechnic  Insti- 
tute's Incubator  Center  in 
Troy,  N.  Y.,  for  example,  gain 
access  to  RPl's  mainframe 
computer,  library,  labs,  tech- 
nical equipment,  and  faculty. 
"But  even  more  important  is 

HOW  INCUBATORS  CAN  HEIP 

SUPPORT  SERVICES  A  receptionist,  telephone  answering,  and 
secretarial  help  may  come  with  the  rent.  Pay-as-you-go  for  use 
of  fax  machines,  copiers,  a  conference  room,  computers 

DISCOUNTED  FEES  The  center  may  negotiate  discounted  rates 
with  local  professionals,  such  as  accountants  and  lawyers 

NETWORKING  Joint  ventures  are  frequently  encouraged  be- 
tween tenants  and  with  other  local  businesses 

FINANCING  The  center  alerts  tenants  to  local,  state,  and  federal 
funding  sources.  It  may  offer  its  own  seed-funding  programs 
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the  larger  network  of  RPI  con- 
tacts and  alumni  in  the  gov- 
ernment and  business  commu- 
nities," says  Mark  Rice, 
director  of  the  program  and  a 
former  tenant.  In  return,  the 
university  may  take  an  equity 
stake  in  a  company. 

In  addition  to  moral  and 
physical  support,  some  incu- 
bators offer  financial  aid.  To 
encourage  local  banks  to  lend 
to  its  tenants,  Atlanta's  Ad- 
vanced Technology  Develop- 
ment Center  (.atdo,  affiliated 
with  the  Georgia  Institute  of 
Technology,  emplovs  a  loan- 
guarantee  fund.  The  $100,000 
fund  buys  bank  certificates  of 
deposit  to  use  as  collateral  for 
tenants'  loans. 

But  the  most  valuable  sup- 
port, tenants  say,  comes  from 
the  incubator  manager.  Aside 
from  helping  out  with  cash- 
flow projections  or  discussing 
strategy,  managers  form  net- 
works with  local  businesses, 
organizations,  and  colleges  on 
tenants'  behalf.  One  hotbed  of 
synergy  is  Chicago's  Fulton- 
Carroll  Center  for  Industry, 
which  is  dominated  by  manu- 
facturing companies.  Out  of 
76  tenants  surveyed.  50  do 
business  with  at  least  one  oth- 
er tenant. 

For-profit  incubators  are 
the  easiest  to  get  into — you 
usually  just  have  to  pay  the 
rent.  Getting  accepted  by  non- 
profits may  take  some  work. 
Many  subject  applicants  to  a 
rigorous  review  process,  and 
most  require  a  detailed  busi- 
ness plan — though  if  your 
business  looks  as  if  it  will  en- 
hance the  incubator's  mix,  the 
management  may  work  with 
you  on  the  plan.  The  .^TDC's 
director,  Richard  Meyer, 
notes  that  of  200  prospects  a 
year,  only  10  to  15  companies 
make  the  final  cut. 

One  that  did  was  Sales 
Technologies,  an  Atlanta  com- 
pany that  develops  sales-relat- 
ed software  and  was  recently 
acquired  by  Dun  &  Brad- 
street.  More  important  than 
the  "good-priced  rent"  and 
the  shared  services  "was  the 
access  to  the  professional 
community — the  law  firms, 
banks,  accounting  firms — that 
we'd  need  when  we  got  the 
business  up  and  running," 
savs  Chuck  Johnson,  the  com- 


pany's CEO.  However,  "the 
important  element  to  think 
about  is  when  you  want  to 
get  out." 

Johnson  stayed  for  one 
year  in  1983;  normally,  ten- 
ants leave  the  incubator  nest 
after  three  years.  Any  longer, 
and  the  credibility  the  incuba- 
tor initially  inspired  could 
backfire.  "After  a  while,  peo- 
ple expect  to  see  you  up  on 


your  feet  and  away  from  the 
incubator.  It  got  to  be  a  little 
bit  of  a  stigma,"  says  Richard 
Carpenter,  who  housed  his  en- 
gineering and  surveying  busi- 
ness, Accurate  Technologies, 
in  Ohio's  Canton  Business  In- 
cubator for  a  year  and  a  half. 
Incubators  may  encourage 
tenants  to  leave  by  gradually 
increasing  rent  or  imposing  a 
ceiling  on  space  or  revenues. 


Insurance 


PUTTING  MORE  LIFE 
INTO  DEATH  BENEFITS 


eavily  insured  individ- 
uals often  lament  the 
irony  of  being  "worth 
more  dead  than  alive."  But 
that  complaint  may  soon  lose 
its  force.  A  growing  number 
of  life-insurance  companies 
now  will  make  a  policy's 
death  benefit  available  to  the 
living  policyholder. 

The  unorthodox  idea  stems 
from  the  insurers'  realization 
that  some  customers  suddenly 
need  large  sums  to  cover 
medical  expenses  or  long-term 
nursing-home  care.  More  than 
two  dozen  companies  have  be- 
gun offering  predeath 
payouts  (BW — ^July  31)  to  cus- 
tomers who  add  a  rider  to 
their  policies.  But  the  recent 
entry  of  Prudential  Insurance 


into  the  field  may  well  change 
the  concept  from  an  extra  to 
an  almost  standard  feature. 
TAXABLE  TAKE?  Most  plans 
have  several  options.  Some  let 
policyholders  immediately 
have  20%  or  307^  of  the  death 
benefit  to  pay  for  specific 
medical  needs:  an  organ 
transplant  or  dialysis,  for  ex- 
ample. Or,  you  can  get  a 
monthly  payout — typically, 
I'/r  or  2%  of  the  death  bene- 
fit— to  cover  additional  nurs- 
ing home  costs  after  you've 
lived  in  a  home  for  six 
months.  Prudential  also  lets 
policyholders  collect  their  en- 
tire death  benefit  if  doctors 
say  they  have  less  than  six 
months  to  live. 
For  the  option  to  collect 


The  NBL\  (614  593-4331)  . 
supply  names  of  incubators 
your  area.  Check  mana 
ment's  business  experier 
take  a  tour,  and  get  a  dese 
tion  of  services  in  writi 
Bounce  your  expectations 
tenants  and  contact  gra 
ates.  An  incubator  can  n 
ture  your  infant  company 
the  whole  point  is  to  outgr 
it.  Suzanne  Woo, 


your  own  life  insurance,  m 
insurers  charge  39;  to  5%  a 
the  regular  premium.  I 
Prudential's  plan  involves 
advance  charges.  From 
payout  sum,  the  insurer 
ducts  the  equivalent  of  the 
terest  it  would  earn  by  h( 
ing  the  money  for  six  mont 
time.  For  example,  a  peri- 
whose  policy  has  a  $1  mill 
death  benefit  could  receiv( 
lump  sum  of  about  $950,0 
based  on  current  rates.  1 
option  costs  nothing  unl 
it's  exercised.  Prudential  \ 
apply  the  pian  to  existing  p 
cies  of  at  least  $25,000  a 
new  ones  of  $50,000  or  mo 
Metropolitan  Life,  Conner 
cut  Mutual,  and  others  < 
considering  similar  plans. 

The  new  payout  idea  is 
more  munificent  alternat 
to  the  customary  method 
obtaining  cash  by  borrowi 
from  a  policy.  Typically, 
takes  many  years  of  premii 
payments  before  a  polic; 
cash  value  has  grown  enou 
to  let  you  borrow  a  lar 
sum.  But  the  new  plans  p 
vide  virtually  ah  the  polic 
total  death  benefit  as  soon 
the  money  is  needed.  Natur 
ly,  any  sum  you  get  redu( 
the  amount  that  will  eventu 
ly  go  to  a  beneficiary. 

The  insurers'  plans  must 
0.  K.'d  by  state  boards, 
none  is  yet  available  nati( 
wide.  Also,  no  definitive  t 
rulings  exist  as  to  whetl 
the  "accelerated  benefit 
constitute  taxable  income, 
may  be  a  thorny  issue  for  k 
islators.  Few,  for  instan* 
would  dare  suggest  taxing 
AIDS  patient  with  only  mont 
to  live.  But  what  if  part  ol 
$1  million  payout  goes  ^ 
treatment  that  enables  the  { 
tient  to  enjoy  a  normal  li 
span — and  the  rest  of  t 
money"'  Don  Du 
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Want  to  retire  someday? 
Here's  food  for  thought: 


"That'll  be  $131.20,  please. 


99 


Inflation  can  eat  into  your  savings  fast. 

That's  why  it's  wise  to  prepare  for  retirement  now. . . 
by  investing  in  a  fund  with  proven  ability  to  grow 
faster  than  inflation. 

Today  thousands  and  thousands  of  Americans  are 
saving  for  retirement  by  investing  in  the  Franklin 
Income  Fund.  It's  easy  to  understand  why. 

If  you  had  invested  $10,000  in  the  Franklin  Income 
Fund  on  January  2,  1975,  your  investment  would 
have  been  worth  $84,281  on  December  31,  1989  — 
a  growth  in  value  of  742%  over  15  years. ^  During 


toividends  totalling  $58,5 1 5  were  reinvested  at  the  offering 
price.  Capital  gains  distributions  of  $10,964  were  rein- 
vested at  net  asset  value.  No  adjustment  has  been  made 
for  taxes.  The  total  investment  cost  was  $68,515.  The 
average  annual  total  returns  for  the  1,  5,  and  10  vear 
periods  ended  December  31,  1989,  were  7.49%,  ri.40%, 
and  13.90%,  respectively.  Investment  return  and  principal 
value  will  fluctuate  so  that  your  shares,  when  redeemed, 
may  be  worth  more  or  less  than  their  original  cost.  Past 
performance  cannot  guarantee  future  results. 


the  same  period  the  Consumer  Price  Index 
increased  just  143%. 

Set  the  table  for  your  retirement  today  —  by 
investing  in  the  Franklin  Income  Fund! 


BWK90 


Franklin  Distributors,  Inc. 
777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 

YES!  I  would  like  to  improve  my  ability  to  save  for  my 
retirement.  Please  send  me  a  free  prospectus  containing  more 
complete  information  on  the  Franklin  Income  Fund,  including 
charges  and  expenses.  1  will  read  it  carefully  before  I  invest  or 
send  money. 

□  I  am  currently  a  Franklin  shareholder. 


Name . 


Address  . 


ity/ State/ Zip  . 


1-800-Dial  Ben  Ext.426 

F  R(  A  Nl  K  L  I  N) 

Member  $40  Billion  Franklin  Group  of  Funds 


ersonal  Business 


Electronics 


ELECTRONIC  ORGANIZERS: 
GODSENDS  OR  GIMMICKS? 


Fi 


lor  his  40th  birthday, 
New  York  trial  lawyer 
Edward  Little  got  six 
gifts:  an  alarm  clock,  a  date 
book,  a  calendar,  an  address 
book,  a  memo  pad,  and  a  cal- 
culator. But  there  was  only 
one  package  to  unwrap. 
That's  because  instead  of  a 
drawerful  of  desk  accessories. 
Little  received  a  single  item: 


do  a  number  of  things.  It  can 
store  hundreds  of  names,  ad- 
dresses, and  phone  numbers, 
plus  dozens  of  pages  of  text. 
The  device  can  tell  time  in 
hundreds  of  cities  around  the 
world.  Then,  there's  the  per- 
petual-calendar feature:  Key 
in  a  birthday  or  anniversary, 
and  a  gentle  beep  will  jog 
your  memory  on  the  appropri- 


Most  organizers  now  accept 
plug-in  RAM  (random-access 
memon,-)  cards  for  memory- 
expansion  and  ROM  (read-only 
memor>')  cards  for  a  variety 
of  software  applications.  The 
Wizard  offers  the  best  choice, 
with  cards  that  range  from 
spreadsheets  to  spelling 
checkers,  from  language 
translators  to  expense  ac- 
count sheets.  Most  organizers 
can  also  be  connected  to  IBM 
PC  and  Apple  Macintosh  com- 
puters, permitting  easy  trans- 
fer of  data.  The  Organiser 
and  Portfolio  let  users  write 
their  own  software  programs 
directly  on  the  unit.  Users 


the  Shaqj  Wizard,  an  elec- 
tronic pocket  organizer. 

Over  the  past  three  years, 
a  lot  of  Americans  have  trad- 
ed in  their  Week-at-a-Glance 
calendars  and  Filofaxes  for 
one  of  these  devices,  about 
the  size  of  a  billfold.  Along 
with  the  Wizard,  top-end  mod- 
els include  the  Casio  BOSS 
SF-9000,  the  Psion  Organiser 
LZ,  and  the  Atari  Portfolio  (all 
S260  to  $400).  In  1989,  some 
500,000— or  $92  million 
worth — were  sold,  according 
to  Personal  Technology'  Re- 
search, a  market  research 
firm.  But  although  they 
sound  like  a  godsend  to  a 
busy  executive,  organizers 
can  be  downright  user-hostile. 

Certainly,  the  organizer  can 


ate  date — this  year  and  for 
every  year  throughout  the 
next  century. 

An  organizer  can  also  keep 
track  of  appointments — a  fea- 
ture that  attorney  Little  finds 
especially  useful.  "Once  I  got 
so  involved  in  a  phone  conver- 
sation that  I  forgot  a  court- 
room appearance.  But  the 
Wizard  went  off,  and  I  was 
spared  the  embarrassment." 


Worth  Noting 

■  SWEETHEART  DIAL.  On  Feb. 
14,  AT&T  will  be  slashing  all 
rates,  down  to  its  lowest  holi- 
day prices:  It's  a  one-day 
compensation  for  a  recent, 
nationwide  service  outage. 


can  even  protect  data  by  set- 
ting up  personal  passwords. 

It's  easy  to  be  seduced  by 
such  technological  virtuosity. 
But  buyer  beware:  The  virtu- 
osity comes  at  the  expense  of 
practicality.  These  devices  are 
not  mastered  overnight,  or 
just  by  intuitive  tv^^ing:  Since 
keys  have  a  variety  of  func- 
tions, study  of  the  instruction 
manual  is  essential.  Don't 


Even  if  you're  an  MCI  or 
Sprint  customer,  you  can 
take  advantage  of  the  Valen- 
tine's Day  deal.  To  enter 
.A.T&t's  network,  simplv  dial 
10288,  followed  by  "0,""  and 
the  number  you  want. 
■  FLOWER  POWER.  You  want 
to  send  flowers,  but  roses 


plan  on  giving  the  manual 
quick  read,  either:  Most  a\ 
age  about  250  pages. 

Learning  the  commands 
one  thing.  Typing  them  is 
other.  For  adult  fingers, 
keyboards  are  tiny  and  a' 
ward.  The  Wizard  and  the 
ganiser  use  an  abcd  key 
rangement  instead  of 
familiar  QWERTi'  pattern,  ; 
that  can  be  maddening.  ' 
best  of  the  lot  is  the  bigg^ 
the  Portfolio.  Alas,  its  vie 
cassette  size  makes  it 
cumbersome  for  a  bre 
pocket. 

EYE-SAVER.  Similarly,  the  1 
putian  liquid-crystal  sere 
are  less  than  ideal.  The 
ganiser  has  the  small 
screen  of  the  bunch — ft 
lines.  A  better  choice, 
those  who  wish  to  prese 
their  eyesight:  the  BOSS,  v 
a  liquid-crystal  display  th; 
twice  as  large. 

So,  while  electronic  orjj-;. 
ers  have  the  potential  t« 
handheld  computers,  thei: 
sign  flaws  make  that  im: 
tical  for  all  but  the  mo^l 
voted  gadget  fan.  ''M 
reasonable  people  would 
elude  they're  not  much 
advance  on   a  pocket 
book,"  says  James  Beni.L 
sociologist  at  the  Univi  - 
of  Southern  California  ii 
Angeles.  "Not  many  ji- 
need  a  computer  to  keep  ii 
of  phone  numbers." 

Of  course,  many  high-t 
conveniences  seemed  suj 
fluous  when  they  first  ca 
out.  "In  1960,  people  thou 
TV  remote  control  was 
lazybones,"  notes  Den 
Reer,  a  Casio  marketing 
rector.  But  until  pocket  or 
nizer  prices  drop  and  their 
gonomics  improve,  the  he 
aches  seem  to  outweigh 
potential  benefits.  Sure,  or 
nizers  can  keep  track  of  bij 
days  for  the  next  100  ye; 
But  who's  going  to  live  t 
long?  Darid  Freen 


seem  so  . . .  ordinary".  Cal 
&  Corolla  (800  877-7836),' 
new  mail-order  florist,  sj 
cializes  in  the  exotic:  ( 
chantment  lilies  and  birds 
paradise,  bonsai  trees  and  ( 
namental  pineapples — del 
ered  within  five  days  frc 
greenhouses  in  the  tropics 
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ere  top  executives  retreat. 


Tb  Advance. 

In  the  midst  of  battle,  sometimes  a  retreat  is  the 
smartest  course  of  action.  That's  why  execu- 
tives from  all  over  the  world  come  to  a  quiet 
mountaintop  in  upstate  New  York,  where  the 
Columbia  Business  School  offers  a  full  range 
of  one-  to  four-week,  company-sponsored 
i  Executive  Programs.  It's  an  opportunity  to 
study  with  Columbia's  outstanding  faculty, 
guest  experts,  and  top-notch  participants  from 
a  wide  range  of  industries. 

For  a  full-color  brochure,  please  return  the 
>  coupon  or  call  (212)  854-3395,  ext  53. 


Columbia  Executive  Programs 

A  system  for  lifelong  career  developrrwnt 


1990 

SENIOR-LEVEL  GENERAL 
MANAGEMENT  PROGRAMS 
Executive  Program  in  Business 
Administration  (EPBA):  Managing 
The  Enterprise 
June  3-29 ,  July  29- August  24 
Executive  Program  in  International 
Management 
September  30-October  26 

BUSINESS  STRATEGY  PROGRAMS 
Business  Strategy 
July  15-27 

International  Strategy 
March  25-30 

Leading  and  Managing  People 
September  16-21 

Managing  Strategic  Innovation  and  Change 
Apnl  1-6,  June  4-8  (Lake  Como,  Italy) 
Management  of  Financial  Services: 
Strategy  and  Implementation 
March  4-9 

FUNCTIONAL  PROGRAMS 

Marketing  Management 

April 22-27,  May  21-25  (Lake  Como,  Italy), 

July  8-13.  September  23-28. 

November  4-9  (Santa  Barbara, CA), December  2-7 


Sales  Management 

May  13-18,  June  11-15 

(Lake  Como,  Italy),  November  25-30 

Market  Analysts  for  Competitive  Advantage 

October  28-November  2 

Operations  and  Production  Management 

Apnl  29-May  4 

Accounting  and  Financial  Managemeyit  for 
the  Non-Financial  Executive 
March  11-16,  November  11-16 
Financial  Management 
September  16-21 

Human  Resource  Management 
March  18-23 

Organizational  Renewal:  Strategies  for 

1992  and  Beyond 

November  5-9  (Lake  Como,  Italy) 

OTHER  PROGRAMS 

Master 's  Degree  Program  for  Executives 

An  Executive  MB.'\  Program  for  experienced 

managers 

Summer  MBA 

A  three-summer  MBA  program  for  less 
experienced  high-potential  managers 
Special  Programs 

State-of-the-art  Management  programs  tailored 
to  specific  corporate  needs 


Columbia  Executive  Programs,  324  Uris  Hall,  Columbia  University, 
Dept.  A53,  New  York,  NY  10027     Fax:  (212)  316-1473 


Please  send  a  1990  catalogue. 
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Company  
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City   State 
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Area  of  interest  


Zip 
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PRESERVATION 

PLAN  ON  IT 


Planning  on  restoring  a  house,  saving  a  landmark, 
reviving  your  neighborhood? 

No  matter  what  your  plans,  gain  a  wealth  of 
experience  and  help  preserve  our  historic  and 
architectural  heritage.  Join  the  National  Trust  for 
Historic  Preservation  and  support  preservation 
efforts  in  your  community. 

Make  preservation  a  blueprint  for  the  future. 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


IN  THE 

DEVELOPING 
WORLD 

WATER  IS  A 


DIRTY  WORD 


J" 


i'nicef 

Thousands  of  children  are  dying  from  drinking  lyj^^n 
unsanitary  water  every  day  and  we  need  your  help.  £  1,,' 

Please  call  1-800-252-KIDS  to  frnd  out  how  you, 
your  friends  and  your  community  can  get  involved.  ^^^^^ 

You'll  be  helping  to  save  a  child's  life.  Please  call. 

A  future  for  every  child.  1-800-252-KIDS 

„  „c  Dept. 211 

Unilea  States  Committee  for  ^ 

unicef  # 


United  Nations  Children's  Fund 

Agency:  MacNamara.  Clapp  &  Klein,  Inc. 
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EVEN  WITH  MS, 
DR.  RICHARD  RADTKE 
CONQUERS  THE  DEEP 

Internationally  renowned,  Dr. 
Radtke  has  conducted  underwater 
explorations  from  Samoa  to  the 
Arctic  Circle.  In  1981  he  learned  he 
had  multiple  sclerosis,  but  he 
refused  to  give  up  his  life's  work. 

Multiple  sclerosis  short  circuits 
the  central  nervous  system  and 
impairs  balance  and  coordination. 
Dr.  Radtke  decided  to  compensate 
for  his  disabilities  by  applying  his 
abilities  to  devise  new  ways  of 
continuing  his  work  beneath  the 
sea.  This  included  creating  special 
equipment  to  take  him  over  rough 
terrain  both  under  sea  and  over 
land.  He  truly  believes  that  one  day 
a  cure  for  MS  will  be  found. 

The  National  Multiple  Sclerosis 
Society  is  bringing  that  day  closer 
for  over  250,000  Americans  who 
suffer  from  MS.  Through  its 
funding,  major  hospitals  and 
universities  can  continue  vital 
research  in  virology,  genetics  and 
immunology,  to  stop  this  great 
crippler  of  young  adults. 

Call  1-800-624-8236  today  and 
find  out  more  about  multiple 
sclerosis  and  how  you  can  help. 

Help  Us 
Short  Circuit 
Multiple  Sclerosis 
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Federated  Stores  40 

Fidelity  Investments  70 
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First  American 
Bankshares  116 

First  Pocific  Holdings  113 

Flick  Group  66 

Founders  Frontier  70 

Fuji  Heavy  Industries  46 
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Genentech  36,  38,  62 

General  Dynamics  34 

General  Mills  108 

Genetics  Institute  38 

Germany  Fund  76 

Gibson  Capital 
Management  70 

Gloxc  38,  62 

Goldmon,  Sachs  118 

Grace  (W.R.)  66 
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Isuzu  46 


K2  48 
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Byers  36 


Korea  Fund  76 
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Lemmon  108 
Leslie  Fay  40 
Liggett  Group  52 
Lindner  Dividend  Fund  70 
Lindner  Fund  70 
Lorillord  52 
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Mazda  46 

McGraw-Hill  56 

MCI  132,  144 

Merck  108 

Merrill  Lynch  56,  132 

Merrill  Lynch  Pacific 
Fund  70 

Merrill  Lynch  Phoenix  70 

Metropolitan  Fiber 
Systems  132 

Metropolitan  Life  140 

Mitsubishi  46,  118 

Mitsui  Bonk  1 18 

Moody's  Investors 
Service  52 

Mutual  Shares  66 

Mylan  Laboratories  108 
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Notional  Total  Income  70 
Neiman-Marcus  40 
New  Germany  Fund  76 
New  York  Telephone  132 
Nikko  Securities  118 
Nippon  Life  Insurance  118 
Nissan  46 

Nomura  Securities  118 
Nynex  124 

o 


Olivetti  134 
P 


i 


Pacific  Enterprises  42 
Philip  Morris  52 
Philips  134 

Procter  &  Gamble  108 
Protein  Design  Lobs  38 
Prudential  Insurance  140 
Pyramid  Technology  134 


Quaker  Oats  122 
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Rand  34 

Rich's  40 

RJR  Nabisco  52 

Roche  Holding  38,  62 

Rockefeller  Group  118 

Rossignol  48 
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Sales  Technologies  139 

Salomon  48 

Sandoz  38 

Sequent  Computer 
Systems  134 

Shearson  Lehman 
Hutton  118,  120 

SmithKline  Beecham  62 

SoGen  International  70 

Sony  118 

Spain  Fund  76 

Strategic  Investments  70 

Strong  Total  Return 
Fund  70 

Subaru  of  America  46 

Sumitomo  Bank  1 18 

Sun  Microsystems  42 

Suzuki  46 

Synergen  38 

T 


T.  Rowe  Price 
Associates  70 

Teleport  Communications 
Group  132 

Texas  Instruments  5 

Thailand  Fund  76 

Toyota  46 

Trans  World  Airlines  42, 
122 


Unisys  134 

United  Services  Gold 
Shares  70 

USAA  Investment  Trust 
Cornerstone  70 

U.S.  Sprint  144 

USX  122 


Vanguard  High-Yield  70 
W 


Wasserstein,  Perello  118 
Wellcome  38 
Windsor  70 


Are  you 
planning 
to  build? 


If  you  have  made  the  decision 
to  expand,  establish  or  relocate 
your  business,  you  know  there  are 
thousands  of  details  to  consider 
VP  Buildings  can  help.  We'll 
send  you  the  planning  guide, 
"  Building  Methods  Compared," 
including  a  special  planning  work- 
sheet, and  it's  all  free.  Call  or  write 
for  yours  today'  1-800-238-3246. 


VARCO-PRUDEN 
BUILDINGS 

AMCA 

INTERNATIONAL 


Built  On  Superior  Service 


pnCCI  "Building  Methods 

Compared"  including 
'  the  planning  worksheet 

Mail  to:  Varco-Pruden  Response  Center 
P  0  Box  3900 
Peoria.  IL  61614 
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What  we  do  with  our  386-based  computers  is  [ 
interesting.  What  you  do  with  them, even  more  sof; 


PoirrrMdti'. mi/2.5 


At  NEC,  we  make  machines 
that  run  on  the  purest  and  most  pre- 
cious of  fuels.  The  human  mind. 

With  these  machines  you 
come  face-to-face  with  your 
dreams.  Whether  they  involve 
building  an  ocean-going  vessel  for 
that  once-in- a- Lifetime  trip  around  the  world,  or  some- 
thing more  practical,  but  just  as  challenging,  like  com- 
plex financial  and  scientific  m  <leling. 

The  PowerMate®  386/:  • 
is  a  high-end  desktop  com- 
puter. Running  at  25  MHz, 
0  wait  states,  and  with  a  vari- 
ety of  NEC  high-speed  disk 


It's  also  the  perfect  network  file  server 

The  PowerMate  SX  Plus  has  a  386SX^"  CPU  thatP 
runs  at  16  MHz.  It  ideally  positions  you  to  run  all  offiiy 
today's  386  software  as  well  as  tomorrow's.  And  it  has 
one  of  the  most  popular  features  in 
the  computer  industry:  386  power 
without  the  386  price.  Ditto  for  the 
PowerMate  Portable  SX.  And  being  a 
portable,  you  can  take  this  machine 
anywhere  your  dreams  may  lead  you 

As  you  can  .see,  NEC  has  certainly  done  afc 

n 

lot  with  these  machines  (you  might  expect  thatb 


1; 


PfjuferMate 
Portable  SX 


drives,  dreams  come  true  in 
a  hurry  with  this  machine. 


rMnli'SX  PI  ii.s 


from  a  $24  billion  world  leader  in  computers  an 
communications).  But  it 
doesn't  compare  to  what 
you'll  do  with  them. 
WE'RE  MAKING  THINGS  BETTER  FOR  YOU 


NEC 


d| 


NEC  Technologies,  Inc.,  1414  Mas.sachusetts  Ave.,  Boxborough,  MA  01719.  1-800-NEC-INFO.  in  Canada,  1-800  .343  4418 

®  Copyright  1989  NEC  Itchnologies.  Inc.  PowerMate  is  a  registered  trademari<  of  NEC  Corp.  :186SX  is  a  trademark  of  Intel  C«rp.  Pereonal  Designer  software  compliments  of  Prime  Computer 
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y  began  promisingly 
In  the  financial  markets, 
w  Jones  industrial  average 
54  points,  but  still  is  way 
1  its  January  high.  Much  of 
^nt  gain  occurred  on  Feb. 
Dow  recorded  a  34-point 
:  s  positive  results  from  a 
r  Treasury  note  auction 
■ears  that  interest  rotes 
*  rising.  In  recent  weeks,  in- 
worries  have  depressed  fi- 
markets  and  boosted  gold 
stocks.  Oil  and  gas  com- 
are  also  on  the  rise. 
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BONDS 

Feb-  Aug. 


Feb      Feb.  1-7 


THE  DOLLAR 

Feb.  Aug. 


Feb.     Feb.  1-7 


Shearson  Lehman 
Treasury  Index 


1289  63 
1280 


J.  P.  Morgan 
Index 


52-week  change 
)  11.8% 

1-week  change 
f  1.4% 

52-week  change              1 -week  change 

+  2.1%  -1.0% 

52-week  cF 

-0.3% 

ange              1-week  change 

-0.3% 

IRKET  ANAIYSIS 

} "  ' 

•TOCKS 

latest 

%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

ONES  INDUSTRIALS 
IMPANIES  (Russell  1000) 
COMPANIES  (Russell  2000) 
IMPANIES  (Russell  3000) 

2640.1 
174.1 
158.3 
185.6 

1.9 
1.6 
3.2 
1.7 

12.7 
10.3 
0.8 
9.5 

90-DAY  TREASURY  BILL  YIELD 
30- YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

8.1% 
8.6% 
3.1  % 
14.4 

8.0% 
8.5% 
3.3% 
14.1 

8.8% 
8.8% 
3.3% 
12.1 

% 

change  (local  currency) 

TECHNICAL  INDICATORS 

Utest 

Week  ago 

Reading 

SN  STOCKS 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  averoge 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

344.5 
26.3% 
0.37 
0.88 

345.1 
20.4% 
0.43 
0.88 

Negative 
Neutral 
Neutral 
Positive 

N  (FINANCIAL  TIMES  100) 
(NIKKEI  INDEX) 
1  TO  (TSE  COMPOSITE) 

2307.4 
37,301.9 
3779.2 

-1.3 
0.3 
2.0 

10.1 
16.3 
2.2 

lUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

■WEEK  LEADERS 

%  change 
4-week  52-week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

.TH  CARE  SERVICES 

17.8 

26.4 

GENENTECH 

30.4 

50.7 

27% 

)  MINING 

9.8 

43.2 

HOMESTAKE  MINING 

14.3 

73.6 

23 

iNEERING  AND  CONSTRUCTION 

7.8 

61.6 

FOSTER  WHEELER 

13.0 

36.4 

23% 

AND  GAS  DRILLING 

5.2 

71.4 

HELMERICH  &  PAYNE 

8.3 

59.1 

36 

i  lRANCE  BROKERS 

0.3 

29.7 

MARSH  &  McLENNAN 

4.5 

36.0 

77% 

■WEEK  LAGGARDS 

% 

4-week 

change 

52 -week 

Weakest  stock  in  group 

% 

4- week 

change 

52-week 

Price 

ELS  AND  MOTELS 

-20.2 

1.2 

PRIME  MOTOR  INNS 

-35.2 

-54.1 

14% 

KIEV  CENTER  BANKS 

-16.7 

-9.0 

J.  P.  MORGAN 

-20.6 

-3.1 

34% 

MINUM 

-13.9 

-8.9 

ALCOA 

-19.0 

-3.0 

61% 

ES 

-13.6 

20.4 

INTERCO 

-33.3 

-82.6 

V2 

tING 

-13.5 

20.3 

CAESARS  WORLD 

-18.0 

-20-3 

24V2 

TUAL  FUNDS 


MORNINGSTAR  INC. 


;rs 

eek  total  return 

% 

LAGGARDS 

Four-week  total  return 

% 

ATE6IC  INVESTMENTS 
ATEGIC  GOLD/MINERALS 
TED  SERVICES  GOLD  SHARES 

19.0 
15.2 
13.9 

PRUDENT  SPECULATOR  LEVERAGED 
FOUNDERS  FRONTIER 
FOUNDERS  SPECIAL 

-18.8 
-13.2 
-12.4 

ek  total  return 

% 

52-week  total  return 

% 

ATEGIC  INVESTMENTS 

TED  SERVICES  GOLD  SHARES 

ERNATIONAL  INVESTORS 

109.4 
94.7 
67.0 

PRUDENT  SPECULATOR  LEVERAGED 
UNITED  SERVICES  LOCAP 
SECURITY  OMNI 

-25.6 
-16.1 
-15.7 

1  S&P  500 
total  feturn 


J  Average  fund 
52-week  total  return 


[I 


TIVE  PORTFOIIOS 


DATA  RESOURCES  INC 


'<  amounts 

t  .enf  the  present 

c  of  $10,000 

1  ed  one  year 

c  1  each  portfolio 

V    tages  indicate 
ly  total  returns 


U.  b.  stocks 
$11,283 

-+2.07% 


0 

Foreign  stocks 
$11,269 

+  0.99% 


nil 


Treasury  bonds 
$11,137 

-0.15% 


Gold 
$10,796 

+  0.69% 


Money  market  fund 
$10,738 

+  0.15%, 


...n  Ihis  page  Qie  OS  of  market  close  Wednesdoy,  Feb  7,  1990,  unless  otherwise  indicoled. 
l:oups  include  S&P  500  corTipcnies  only,  performance  and  share  prices  ore  as  of  morket  close 


Feb-  6.  Mutual  fund  returns  ore  OS  of  Feb.  2.  Relative  portfolios  ore  volue 
explanation  of  this  page  is  available  on  request. 
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WHAT  GORBACHEV 
MUST  DO  NOW 


HELPING  TO  SHAPE 
A  UNITED  GERiWANY 

Driven  by  powerful  nationalist  feelings  and  the  near- 
collapse  of  East  Germany's  economy,  the  two  Ger- 
manies  will  merge  sooner  than  anyone  thought  possi- 
ble a  few  months  ago.  The  Bush  Administration  has  rightly 
aligned  the  U.  S.  firmly  with  German  aspirations  for  unity, 
reversing  Washington's  former  diffidence  on  the  issue.  By 
doing  so,  the  U.  S.  retains  the  ability  to  exert  influence  in 
Bonn  on  this  issue. 

Most  important,  the  Administration's  turnabout  helps  to 
ensure  that  Germany  will  remain  a  linchpin  of  NATO  and  a 
guarantor  of  European  stability  rather  than  become  a  threat 
to  it.  NATO  seems  likely  to  become  less  important  as  the 
Soviet  threat  recedes,  yet  it  is  vital  as  a  stabilizer  and 
insurance  policy  in  the  current  transition.  But  NATO  could  be 
weakened  by  the  policies  of  the  British  and  French,  who  are 


trying  to  brake  German  unification.  If  the  Germans  feei 
allies  are  forcing  them  to  choose  between  reunification  ; 
the  alliance,  they  will  certainly  choose  the  former.  Mosc 
could  offer  to  support  a  neutral,  reunified  Germany — in: 
ducing  an  explosively  divisive  issue  into  German  politics 

Until  recently,  the  Administration,  too,  seemed  on 
verge  of  making  the  mistake  of  opposing  reunification.  T 
was  the  significance,  in  German  eyes,  of  the  Decern 
meeting  of  U.  S.,  Soviet,  British,  and  French  representati 
in  Berlin,  seemingly  to  remind  Germans  of  the  conti 
wielded  there  by  the  four  powers  since  World  War  II.  1 
on  Feb.  2,  Secretary  of  State  James  Baker  met  with  W 
German  Foreign  Minister  Hans-Dietrich  Genscher  to  coo 
nate  an  approach  to  reunification.  They  agreed  that  a  uni 
Germany  would  continue  to  belong  to  NATO,  but  that  Ni 
forces  would  not  be  stationed  in  what  is  now  East  Germa 

Baker  stopped  short  of  endorsing  Genscher's  proposal 
allow  the  Soviets  to  continue  a  reduced  military  presence 
East  Germany  during  a  transition  period.  But  the  Admi 
tration  is  now  showing  that  it  is  willing  to  work  with 
Germans  to  find  a  practical  formula  for  reunification.  T 
effort  is  essential,  while  the  Soviet  Union  and  Eastern  ] 
rope  are  in  political  flux,  to  make  sure  that  the  event 
outcome  will  be  a  more  secure,  peaceful  Europe. 


THE  EPA  DOESN'T  BELONG 
IN  THE  CABINET  

President  Bush  has  been  the  target  of  sniping  fr 
environmentalists  since  he  took  office,  most  recen 
for  his  lackluster  speech  on  the  U.  S.  response  to  1 
greenhouse  effect.  But  one  act  has  won  hosannas  from 
erstwhile  critics:  the  promise  to  promote  the  Environmen 
Protection  Agency  to  Cabinet  status. 

We're  sorry  to  be  party  poopers,  but  enhancing  the  ag 
cy's  status  just  to  please  a  politically  important  special  int 
est  group  isn't  much  of  an  argument  for  doing  it.  A  bit 
bureaucratic  box-shuffling  is  often  the  White  House's 
vored  response  to  a  political  problem  with  an  interest  groi 
Unlike  toughened  clean  air  rules,  a  new  Cabinet  departnK 
neither  dumps  costs  onto  the  private  sector  nor  demands 
immediate  increase  in  federal  outlays. 

Promoting  an  agency  to  Cabinet  rank  develops  automa 
momentum  toward  bureaucratic  aggrandizement.  Admir 
trators  become  Cabinet  secretaries,  associate  administrat( 
become  deputy  secretaries — with  all  the  associated  pei 
and  privileges — and  so  on  down  the  line.  An  enhanced  1 
reaucracy  means  greater  clout  at  budget  time — and  a  bigj 
chance  that  programs  that  should  be  killed  will  survive. 

This  is  an  Administration  that  says  government  is  too  b 
It  would  be  better  if  Chief  of  Staff  John  Sununu  took  a  ha 
look  at  the  executive  branch  and  decided  what  departmei 
were  really  needed.  In  an  ideal  world,  the  two  latest  c: 
ations — the  departments  of  Education  and  Veterans  i 
fairs — would  be  prime  candidates  for  demotion.  And  if  t 
nuclear  weapons  production  functions  of  the  Energy  De; 
were  turned  over  to  the  Pentagon,  an  amalgamated  Ener 
&  Environment  Dept.  would  make  perfectly  good  sense. 


The  plenary  session  of  the  Communist  Party's  Central 
Committee  on  Feb.  5-7  has  brought  the  Soviet  Union 
closer  than  it  has  ever  been  to  a  democracy.  In  the 
future,  new  parties  will  be  allowed  to  compete  in  elections, 
Communist  meddling  in  all  aspects  of  Soviet  society  will  be 
curtailed,  and  power  will  shift  from  the  Politburo  to  a  new. 
Cabinet-style  presidential  council.  Although  the  Soviet  presi- 
dent will  continue  to  be  elected  through  a  parliamentary 
system,  he  may  eventually  also  be  directly  elected,  like  a 
U.  S  President. 

This  giant  stride  toward  democracy  is  good.  But  it  will 
also  give  President  Mikhail  Gorbachev  enormous  personal 
powder,  in  effect  making  him  an  elected  czar.  This  will  be 
especially  true  if  he  controls  the  Army  and  KGB  through  his 
council,  as  seems  likely,  rather  than  through  the  party. 

Gorbachev's  most  pressing  need  is  to  use  these  broad 
powers  to  begin  a  real  reform  of  the  Soviet  economy.  This 
means  removing  communist  ideology  from  decisions  about 
owning  private  property,  earning  profits,  and  starting  new 
businesses.  If  these  restrictions  can  be  removed,  other  cru- 
cial reforms,  such  as  cutting  subsidies  and  giving  managers 
free  rein  to  run  their  factories,  can  also  be  accelerated. 

Until  now,  perestroika  has  failed  because  it  has  been 
diluted  with  thousands  of  compromises  to  satisfy  party 
hacks  as  well  as  reformers.  Now,  as  economic  czar,  it  will  be 
up  to  Gorbachev  to  determine  how  quickly  to  free  prices, 
convert  the  ruble  fully,  and  give  managers  control  over  their 
enterprises.  Under  a  system  where  the  party  elite  dictated 
change,  Soviet  citizens  have  had  no  real  voice  in  their  pros- 
pects, and — despite  Gorbachev's  promises — little  belief  in  a 
better  future.  To  succeed,  Gorbachev  must  change  that  atti- 
tude. The  events  at  the  Communist  Party  plenum  now  give 
him  a  chance  to  do  so. 
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800  reasons 
to  leave  ATSaC 

Choose  MCI  800  Service'"  for  reasons  like 
Direct  Termination  Overflow'"  (DTO),  one 
of  our  advanced  routing  features.  If  your 
dedicated  MCI  800  lines  are  jammed  with 
customers,  the  extra  calls  will  be  automatically 
switched  onto  your  regular  business  lines. 
Something  AT&T  doesn't  do  for  you. 

Another  good  reason  to  choose  MCI  800 
Service  is  itemized  Call  Detail.  Unlike  AT&T, 
we  offer  it  to  all  our  customers.  And  MCI's 
Call  Detail  provides  the  complete  phone 
number  of  virtually  every  call.  Imagine  what 
you  could  do  with  that  information. 

And  only  MCI*  can  offer  your  business 
real-time  calling  number  identification  today* 
using  the  standard  signaling  technology  you 
already  have.  So  you  can  help  your  customers 
faster  than  ever  before. 

But  some  of  the  best  reasons  to  choose 
MCI  800  Service  are  unsurpassed  call  quality 
and  MCI  specialists  who  will  customize  our 
800  service  to  your  needs  and  be  there  to  an- 
swer questions,  24  hours  a  day  7  days  a  week. 

If  you  sign  up  now,  we'll  give  you  a  spe- 
cial credit^  just  for  switching,  plus  a  satisfac- 
tion guarantee.  If  you're  not  completely  satis- 
fied,we'll  pay  to  re-install  you  to  your  old 
carrier. 

For  even  more  reasons  to  switch,  contact 
your  MCI  Account  Representative  or  call 
1-800-888-0800. 


MCI 

Let  us  show  you: 

•Effective  2'\  '^0.  subica  to  FCC  acceptance  Credit  equal  to  25%  of  fourth  months  bill  for  all  one-year 
customers  spendmg  S2,S00+/  month  per  800  number  "  MCI  Communications  Corporation,  1990 
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So  this  is  the  way  an  era  ends.  Drexel 
Bumham  Lambert  epitomized  the  1980s 
on  Wall  Street.  By  popularizing  the  junk 
bond,  it  launched  a  decade  of  deal  mania, 
revolutionized  corporate  finance,  and 
funded  many  entrepreneurs.  Debt,  politely 
called  leverage,  became  the  rage.  More  than  $200  billion 
worth  of  junk  bonds  have  been  issued,  stocking  the  port- 
folios of  S&Ls,  insurance  companies,  and  pension  funds. 
Now,  Drexel  is  on  the  ropes,  junk-bond 
king  Michael  Milken  is  under  indictment, 
and  the  junk  market  is  in  turmoil.  The 
i*i-nrkQ/-f  ^xnll     fplf  for  vp;^rs  to  come 
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The  words  ;irc  those  of  Jonathan 
Seybokl,  perhaps  the  most  res[K'cte(.i 
\oice  in  desktop  piihhshinj^.  1  lis  new  s- 
letter. The  Seybokl  Report,  reaches 
some  2()0,()()()  publishers-of  v\  hom  we 
estimate  199.990  ha\  e  ne\  er  e\  en  trietl 
a  NeXT™  Computer. 

Certainly,  then,  Mr.  Seybolds  words 
weren't  calculated  to  ^ain  faxor  anions 
his  readers. W'e  suspect  a  far  simpler 
moti\  e:  honesty. 

The  NeXTmachine  has  caused 
many  to  beliexe  that  it  w  as  designed 


graphics-along  w  ith  expansive  hbraries 
of  k)nts  and  art. 

The  NcX  T  ( Computer  streamlines 
the  entire  publishini:;  process.  I-Vame- 
Maker  software  combines  w  riting, 
graphics  and  laVout  tools  in  one  publish- 
ing package.  Which  brings  an  end  to  the 
tradition  of  forever  bouncing  betw  een 
programs,  "importing""and  "exporting" 
as  you  go. 

And,  thanks  to  true  multitasking, you 
can  instantly  access  other  applications. 

The  NeXT  Digital  Library,^"  for 


THE  BESTCOMPUTER  FOR 
PUBLISHING  EVER  MADE 


exclusively  for  publishing.  Not  a  bad 
theory,  considering  the  e\  idence. 

To  begin  w  ith,  the  NeXT  Computer 
is  the  first  pure  PostScript "  machine. 
\ou  can  work  on-screen  w  ith  the  hun- 
dreds of  fonts  in  Adobes  type  library 
You  can  output  to  any  PostScript  de\  ice, 
be  it  laser  printer,  slide  maker  or  the 
highest  quality  professional  typesetter. 
And  what  you  see  on  the  displav  is  pre- 
cisely what  w  ill  print. 

As  the  rest  of  the  industry  explores 
ways  to  accomplish  this  feat,  in  a  year 
at  best,  only  the  NeXT  Clomputer  can 
do  it  today. 

In  addition,  the  (juality  of  the  iniage 
itself  is  raised  dramatically. 

The  NeXT  MegaPixel  Display  pro- 
vides a  huge  workspace,  with  sharp- 
ness and  detail  you  haven't  seen  on  a 
computer  before.The  NeXT  Laser 
Printer,  at  400  dots  per  inch,  offers 
over 75% greater  resolution  than  the 
current  300  dpi  standard. 

Ours  is  also  the  only  system  to  olfer 
optical  storage  as  a  standard  feature. 
A  single  optical  disk  (256  megabytes) 
lets  you  store  and  transport  multiple 
versions  of  long  documents,  rich  in 


example,  is  always  at  hand.  It  includes 
entire  books,  such  asW'ebsters  Ninth 
New  Collegiate  Dictionary"  and  Colle- 
giate" Thesaurus.  Or  archix  es  of  your 
past  work,  in  w  hich  you  can  pinpoint 
text  or  graphics  in  seconds,  to  copy  into 
new  documents. 

NeXl^  Mail  makes  publishing  a  truly 
collaboratixe  process.  Unlike  ordinary 
e-mail,  it  lets  you  send  and  receive 
messages  that  include  text,  graphics, 
\oice,  e\'en  entire  documents.  Ne\er 
has  there  been  a  more  eflecti\e  wa\  to 
locate  information,  receixe  comments 
and  get  appro\  als. 

And,  as  Publish!  magazine  recentK 
reported,  the  NeXT  Computer  "offers  a 
staggering  price  ad\  antage"w  hen  com- 
pared to  personal  computers  configured 
for  desktop  [xiblishing. 

lb  recei\e  our  publishing  brochure, 
call  <S00-84S-NeXT  While  you're  on  the 
line,  ask  for  the  location  of  vour  nearest 
Businessland  Center.  There, you  can  get 
some  hands-on  experience  w  ith 
the  world's  most  sophisticated 
desktop  publishing  system. 

And  get  a  (juote  on  a  sys- 
tem all  your  ov\  n. 


©WIONcXT,  Im  NeXT  the  NeXT  logo  and  Digital  Library  arc  trademarks  of  NeXT,  Im  PostSiript  is  a  registticd  trademark  lif  Adoht  Systems.  Im  l-rjnicMaker  is  a  registc 
trjdeniaik  of  hrjnie  let  liiiiilogv  Coip  Wehsters  Ninth  New  (;iillegiate  Dictionary  and  (Collegiate  are  registered  trademarks  of  Met f  lanv-Webster,  Inc 


Kodak  copier  representatives  will  do  whatever  it  takes 
to  guarantee  your  total  satisfaction  with  Kodak  copiers, 
people  and  service.  Whatever  it  takes. 

Nobody's  ever  offered  a  copier  guarantee  like  this. 
But  then  nobody  else  has  copiers  like  the  award-winners 
from  Kodak.  Nobody  has  Kodak's  heritage  of  quality 
products  and  caring  people— plus  the  best  service  in  the 
business!  So  we  can  confidently  offer  to  do  whatever 
^  it  takes  to  make  you  a  totally  satisfied  Kodak  copier 
customer  Because,  chances  are,  we're  already  doing  it. 


u  ^y^cy  one  of  us  is  an  expert  at 


satisfying  customers.  For  details, 
call  I  800  255-3434,  Ext.  154. 


all  as  limber  as  the  guy  above,  but 


Put  us  to  the  test.  We're  not 


Kodak  copiers.  Ask  any  customer. 
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PRODUCTION 

Change  from  last  week:  0.3% 
Change  from  last  year:  0.2% 


LEADING 

Change  from  last  week:  —0.6% 
Change  from  last  year:  4.0% 
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The  production  index  edged  up  for  the  week  ended  Feb.  3.  On  o  seasonally 
adjusted  basis,  output  of  electric  power,  crude-oil  refining,  cool,  and  lumber  in- 
creased. Truck,  auto,  steel,  rail-freight  traffic,  and  paperboord  production  fell.  Paper 
output  was  unchanged  from  the  week  before.  Prior  to  calculation  of  the  four-week 
moving  average,  the  index  declined  to  176.7  from  177.6.  In  January,  the  index  rose 
to  175.7  from  December's  level  of  175.1. 

BW  production  index  copyright  1990  by  McGrow-Hill  Inc. 
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The  leading  index  declined  for  the  week  ended  F^b.  3.  Lower  stock  prices, 
higher  bond  yields,  a  continued  plunge  in  moteriols  prices,  and  slower  growth  in  real 
estote  loans  more  than  offset  a  slight  pickup  in  M2  growth.  The  number  of  business 
failures  was  unchanged  from  the  previous  week.  Before  calculation  of  the  four-week 
moving  overage,  the  index  dropped  to  213.1  from  214.2.  For  the  month  of  January, 
the  index  fell  sharply  to  215.5  from  219.7  in  December. 

Leoding  index  copyright  1990  by  Center  for  Internotional  Business  Cycle  Research 


PRODUCTION  INDICATORS 

latest 
week 

Week  " 
ago 

0  change 
year  ago 

STEEl  (2/10)  thous.  of  net  tons 

1,814 

1,798# 

-8.8 

AUTOS  (2/10)  units 

1 10,910 

107,397r# 

-27.1 

TRUCKS  (2/10)  units 

69,040 

70,137r# 

-26.7 

ELEQRIC  POWER  (2/10)  millions  of  kilowatt-hours 

53,802 

54,451 

-10.9 

CRUDE-OIL  REFINING  (2/10)  thous.  of  bbl./day 

13,624 

13,783r# 

3.6 

COAL  (2/3)  thous.  of  net  tons 

20,307  ?f 

20,633 

17.7 

PAPERBOARD  (2/3)  thous.  of  tons 

759.2  # 

753.8r 

-0.3 

PAPER  (2/3)  thous.  of  tons 

761. 0# 

763. Or 

0.1 

LUMBER  (2/3)  millions  of  ft. 

539.4 

541.5 

31.4 

RAIL  FREIGHT  (2/3)  billions  of  ton-miles 

19.6# 

20.1 

5.9 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
con  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA',  Association  ol 
American  Railroads. 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (2/14) 

144 

145 

126 

GERMAN  MARK  (2/14) 

1.67 

1.65 

1.84 

BRITISH  POUND  (2/14) 

1.69 

1.70 

1.77 

FRENCH  FRANC  (2/14) 

5.69 

5.63 

6.26 

CANADIAN  DOLLAR  (2/14) 

1.21 

1.19 

1.19 

SWISS  FRANC  (2/ 14) 

1.49 

1.48 

1.56 

MEXICAN  PESO  (2/ 1 4)^ 

2,733 

2,723 

2,347 

Sources:  Major  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  U 

S.  dollar,  except  for 

PRICES 

latest 
week 

Week  ° 
ago 

%  Change 
year  ago 

GOLD  (2/14)  $/troyoz. 

414.600 

423.750 

8.8 

STEEL  SCRAP  (2/1 3)  it  l  heavy,  $/ton 

103.50 

103.50 

-15.9 

FOODSTUFFS  (2/ 1 2)  index,  1 967  =  1 00 

212.6 

21 1.9 

-8.1 

COPPER  (2/10)  s/ib. 

104.4 

103.3 

-25.2 

ALUMINUM  (2/10)  ff/lb. 

65.0 

65.0 

-35.5 

WHEAT  (2/10)  #2  hard,  $/bu. 

4.10 

4.11 

-6.0 

COTTON  (2/10)  strict  low  middling  1-1/16  in.,  ?/lb. 

63.13 

62.41 

14.0 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS  1 

latest 
week 

Week 
ago 

%  Chant 
year  at 

STOCK  PRICES  (2/9)  s&P  500 

332.37 

323.39 

12 

CORPORATE  BOND  YIELD,  Aaa  (2/9) 

9.22% 

9.15% 

-3. 

INDUSTRIAL  MATERIALS  PRICES  (2/9) 

101.8 

102.2 

-0. 

BUSINESS  FAILURES  (2/2) 

NA 

276 

N 

REAL  ESTATE  LOANS  ( i  /3 1 )  billions 

$358.9 

$358.7r 

13. 

MONEY  SUPPLY,  M2  (1/29)  billions 

$3,237.4 

$3,230.7r 

5. 

INITIAL  CLAIMS,  UNEMPLOYMENT  (1/27)  thous.  368 

364r 

23 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun 
Brodstreet  (failures  of  large  companies}.  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seosor 
ally  adjusts  data  on  business  failures  and  real  estate  loons 

MONTHLY  ECONOMIC  INDICATORS  i 

latest 
month 

Month 
ago 

%  Chang 
year  ag 

BUSINESS  WEEK  PRODUQION  INDEX  (Jon  ) 

175.7 

175.1r 

-1.: 

BUSINESS  WEEK  LEADING  INDEX  (Jon.) 

215.5 

219.7r 

4.1 

RETAIL  SALES  (Jan.)  billions 

$146.4 

$144.1r 

4.( 

PRODUCER  PRICE  INDEX  (Jon.)  finished  good; 

117.6 

115.5 

5.! 

Sources:  BW,  CIBCR,  Census  Bureou,  BLS 

ii' M '  h  n  v  J 1 '  M  r^w.i  :»iHH^HaH 

latest 
week 

Week 
ago 

%  Changi 
year  ogr 

MONEY  SUPPLY,  Ml  (1/29) 

$796.9 

$794.2r 

1  : 

BANKS'  BUSINESS  LOANS  ( i  /3 1 ) 

320.6 

319.2r 

3  ^ 

FREE  RESERVES  (2/7) 

385 

618r 

-48  7 

NONFINANCIAL  COMMERCIAL  PAPER  (1/31) 

132.9 

134.2 

24, <; 

Sources:  Federal  Reserve  Board  (in  billions,  exce 
a  two  week  period  in  millions). 

3t  for  free  reserves 

which  are  ex 

pressed  fo 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Yeor 
ogi 

FEDERAL  FUNDS  (2/13) 

8.21  % 

8.19%, 

9.27 

PRIME  (2/14) 

10.00 

10.00 

10.93 

COMMERCIAL  PAPER  3-MONTH  (2/13) 

8.12 

8.16 

9.31 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/i4) 

8.19 

8.24 

9.53 

EURODOLLAR  3-MONTH  (2/7) 

8.25 

8.25 

9.34 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicotors  are  seasonally  odjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =  Western  Wood  Products  Assn.         2  —  Southern  Forest  Products  Assn.         3  =  Free  market  volue         NA  —  Not  available         r  =  revised         NM  —  Not  meaningful 
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Low  Expenses- 

Hus  High  US. 
Go^emment 

That's  Spartan  Government  Fund! 

Since  its  introduction.  Spartan  Money  Market  Fund  has  brought  low  expenses  with  high  current 
yields  to  thousands  of  sav  ings-minded  investors.  Now,  Fidelity  proudly  announces  the  Spartan 
approach  in  a  high  quality  government  bond  fund. 


High  Current  Yields 
for  Today's  Investor 

spartan  Government  Fund 
invests  in  U.S.  Government  bonds  and 
agency  securities  currently  paying 
the  liighest  government  rates.  Plus, 
the  Fund  is  designed  to  have  signifi- 
cantly lower  operating  expenses  than 
the  average  government  bond  hind. ' 
All  other  things  being  equal,  lower 
expenses  can  mean  extra  yields  for 
you!  And  with  Spartan  Government 
Fund  you  pay  only  tor  the  transac- 
tions you  make."  $10,000  mini- 
mum initial  investment. 


Spartan 
Government  Fund 


15.45 

Avg.  .\nnual  Total 
Return*  12/20/88-12/31/89 


15.23 

1  \ear Total  Return* 
12/31/88-12/31/89 


9.08 

30-Day  Yield*  1/23/90 


% 


...Plus  a  Special  Yield 
Opportunity  Now! 

Right  now,  by  investing  in 
Spartan  Government  Fund,  you  can 
take  advantage  of  a  special  yield 
opportunity*  For  a  limited  time. 
Fidelity  is  paying  for  a  portion  of  the 
Fund's  operating  expenses,  which 
boosts  your  yield.  For  more  complete 
information  on  either  Spartan  fund, 
including  management  fees  and 
transaction  expenses,  call  for  a  free 
prospectus.  Read  it  carehilly  before 
vou  invest  or  send  monev. 


Visit  our  Nationwide  Investor  Centers  or  call  24  hours 

1-800-544-6666 


Fidelity 


Investments 


® 


CODE;  BW/SPG/022690 
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YES 


IS  THE  U.S.  REALISTIC 

—OR  A  HIGH-TECH  PATSY?  

With  reference  to  "The  future  of 
Sihcon  Valley"  (Cover  Story,  Feb. 
5)  and  your  related  editorial  ("How 
to  avoid  a  high-tech  Armageddon"), 
most  everyone  would  agree  with  your 
recommendations  to  improve  U.  S.  com- 
petitiveness: increased  funding  of  high- 
tech research  and  development  and  mak- 
ing low-cost  capital 
available. 

But  this,  even  with 
balancing  the  national 
budget,  is  not  going  to 
prevent  the  Japanese 
from  taking  over  our 
markets.  They  have  so 
much  money  now  they 
don't  know  what  to  do 
with  it,  and  by  the  time 
the  above  recommenda- 
tions take  effect,  Japan 
will  be  able  to  undercut 
any  U.  S.  industry  or 
business  it  wants. 

The  U.  S.  has  to  stop 
the  Jajjanese  from  systematically  dump- 
ing low-cost  products  on  us,  and  we  have 
to  insist  that  they  open  their  markets  to 
us.  If  they  don't,  we  should  start  closing 
our  markets  to  them.  The  U.  S.,  vis-a-vis 
trade  with  Japan,  has  become  the  big- 
gest patsy  the  world  has  ever  seen. 

The  ideologists  of  the  Reagan  and 
Bush  Administrations  are  spouting  19th 
century  dogma  rather  than  solving  real, 
and  maybe  fatal,  20th-21st  century  prob- 
lems. They  claim  that  restricting  Japa- 
nese imports  will  lead  to  higher  prices 
for  us.  Maybe.  But  there  should  be 
enough  competitiveness  within  U.  S.  in- 
dustry and  from  Europe  to  keep  prices 
within  reason  without  resorting  to  con- 
sortiums and  relaxed  antitrust  regula- 
tions. American  and  European  industries 
can  conceive,  design,  and  build  products 
as  good  as  or  better  than  the  Japanese. 

Elmo  J.  Miller 
Somerset,  N.  J. 

It  is  reassuring  to  know  that  deep 
thinkers  such  as  John  Sununu  are  pro- 
tecting us  from  the  likes  of  Intel  Presi- 
dent Andy  Grove  who  would  have  the 


government  waste  tax  dollars  to  suppo 
nonessential  industries  such  as  semico 
ductors  and  computers. 

Let  the  Intels,  Motorolas,  and  IB^ 
fight  Japan  Inc.  so  that  Uncle  Sam  ct 
focus  on  really  strategic  stuff — like  su 
sidies  for  tobacco  growers  and  an 
twisting  foreign  governments  to  accei 
our  drug-  and  hormone-laced  meats. 

Robert  R.  Leavi 
Ridgefield,  Com 


THE  FUTURE  OF 

SIIICON 
VALLEY 

l),,Wf  Wed  A  lli.«h-rcdi  liirliKinal  l^oli. 


The  company  I  wor 
for  makes  largt 
earth-moving  equipmen 
among  other  things.  TK 
Japanese  have  be^• 
kicking  our  ass  aroun 
for  years  in  this  marke 
But  we're  doing  somi 
thing  about  it  with  tli 
resources  at  hand.  It 
not  easy,  but  we  dori 
whine  to  Washingto 
about  the  lack  of  cusli 
policies  that  attempt  t 
keep  reality  at  bay.  Thi 
is  1990.  the  Japanes 
have  quality  goods  an 
regularly  beat  American  companies  t 
market. 

Steve  M.  Grul. 

Peon, 

You  fail  to  look  at  the  Europea 
Community's  best-kept  secret.  T 
day,  and  certainly  after  1992,  its  mos 
threatening  weapon  will  take  on  our  e 
terprises  of  scientific  and  technologic 
innovation. 

The  EC,  which  is  releasing  billions  o 
dollars  for  its  megaresearch  program 
has  formed  numerous  high-tech  R&D  co 
sortiums  to  compete  directly  with  Silico 
Valley. 

Not  since  Napoleon's  quest  to  uni 
Europe  has  anything  so  ambitious  bee 
attempted. 

Jerry  M.  Rosenberg 
Professo 
Rutgers  Universit; 
Newark,  N.  J 

American  business  leaders  who  en\  ; 
Japanese  industrial  unity  should  ri 
member  that  Japan  has  one  culture,  om 
historv,  and  one  race.  That  makes  i  i 
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Motor  Trend's  Import  Car  of  the  Year 
has  die  extraordinary  performance  and 

stjtoig  it  takes  to  satisfy  even 
the  most  demanding  driving  enthusiast. 


In  other  words,  it's  just  another  Nissan. 

Winning  Motor  Trends  Import  Car  of  theYear  award  sets  the  Turbo  Z™ 
art  from  other  cars.  But  not  from  other  Nissans!  In  other  words,  the  same  dedication 
to  superior  performance  and  styling  goes  into  every  car  we  build. 


NISSAN 


Built  for  the  Human  Race* 


Suite  Deal  Manila 
A  taste  of  the  best 


Suite  living  could  not  be  any 
sweeter  than  our  Suite  Deal  Manila 
package.  You  stav  in  a  suite  at 
Manila's  most  elegant  and  historic 
hotel  at  the  attractive  rate  of 
USS190+  +  . 

And  there  is  no  holding  back 
on  amenities  and  excellent 
service:  One-bedroom  suite, 
accommodations,  complimentary 
Continental  breakfast  for  2 
persons,  airport  transfers 
(provided  flight  details 
are  advised),  late  #t 
check-out  on  departure 
date  till  6  p.m.  at  no 
extra  charge, 
welcome  drink  and 


fruit  basket,  daily  international  and 
local  newspapers. 

When  planning  a  visit,  ask  for  our 
Suite  Deal  Manila.  It's  definitely 
good  value  you  should  not  miss. 

Valid  until  31  Dec.  90.  Bookings 
must  be  identified  and  some  restrictio77s 
apply.  Advance  reservations  required. 
*+  +  Subiect  tc  10%  service  charge  and 
13.7%  government  tax. 
*Maxiniuni  2  adults  and 
2  children  12  years  old 
and  heloio  sliaring 
room. 


There  are  perhaps  a  dozen 
incredible  places  vou  must  see 


Rizal  Park  (P.O.  Box  307),  ManiLi,  Philippines   Telex:  40537  MHOTEL  PM, 
Telephone:  (632  )  47-0011.    Fax:  (632)  47-1124  or  48-2430, 
Or  contact:  R.F,  Warner  Inc.  Omaha,  NE;  John  Tetley  Co.  Los  Angeles,  Utell  International-Sahara, 
KLM/Golden  Tulip  Intl  B  V.,  Philippine  Airlines  Sales  &  Reservations  Worldwide. 


Since  Dreyfus 
Worldwide  began,  it 
has  offered,  cumulatively, 
the  highest  yield  of  any 
money  market  fundT 

The  Special  Offer  and  monthly 
compounding  provide  you  with  this 
especially  high  yield. 

And  that's  good  news  if  you  want  to  earn  more 
on  your  money  today— without  locking  it  up. 


Special  Offer:  No-Cost  Guarantee 
Now  Entering  Its  Second  Year! 

Foi:  a  period  of  time,  the  usual  management  fee  is  being  waived  and  other 
operating  expenses  are  being  absorbed  to  boost  your  effective  high, 
money  market  return.  Call  for  details  and  the  current  yield! 


For  more  complete  information,  including  management  fee,  charges  and  expenses, 
obtain  a  Prospectus  by  i ailing  loll-free.  Read  it  carefully  before  you  invest  or  send  money. 


I-800-USA-LION 

Ask  for  Extension  2287 

'reyfuS  Worldwide  Dollar 

P.O.  Box  3498,  Camden,  Nj  08101  MoHcy  Market  Fund,  Inc. 

'Source:  IBC/Donoghue's  Money  f-und  Report  for  the  period  2/23/89  through  12/31/89.  Yield 
fluctuates,  i'ast  performance  is  no  guarantee  of  future  results 
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CORRECTIONS  &  CLARIFICATIONS 

In  "How  do  you  say  'tim-ber'  in  Japa 
nese?"  (International  Business,  Dec.  4 
the  amount  of  aid  offered  by  Canada' 
Alberta  province  to  attract  foreign  in  - 
vestors  should  have  been  $156  millioi 
in  direct  aid  and  $885  million  in  loan 
and  guarantees. 

"Pittston  could  go  from  settlement  tt 
spinoff"  (Top  of  the  News,  Jan.  in 
should  have  stated  New  York  City  a: 
Chairman  Paul  Douglas'  residence 
Also,  Pittston,  which  declined  to  com 
ment  for  "The  Pittston  pact:  Both  side: 
took  their  lumps,"  now  says  that  ib 
lost  operating  profits  are  "substantial 
ly  lower"  than  the  $60  million  estimat( 
BW  used,  based  on  industry  sources. 


easy  for  their  industries  to  work  togetl 
er  with  a  single  purpose. 

By  contrast,  America  is  a  composit 
country  with  every  group  and  viewpoii 
in  the  world.  For  our  high-tech  sector  t 
attempt  to  copy  Japan's  unified  busines 
strategy  can  only  result  in  disaster. 

Curiously,  while  we  wring  our  hand 
over  Japan's  ability  to  coordinate  its  ii 
dustries,  the  Japanese  tremble  at  ou 
endless  capacity  to  create  state-of-th( 
art  products  and  to  build  them  quickl 
without  bureaucratic  interference. 

The  only  high-tech  industrial  polic 
we  should  copy  from  the  Japanese  i 
having  the  good  sense  to  emphasiz 
what  we  do  best. 

James  B.  Powe' 
Eugene,  On 

WHAT  IT  WOULD  HAVE  TAKEN  TO 
SALVAGE  REPUBLIC  STEEL  j 

In  your  story  about  LTV's  1984  acquis;  la 
tion  of  Republic  Steel,  you  imply  tha  ^1 
LTV's  slowness  in  modernization  was  thi  1 
cause  of  the  merged  entity's  bankruptcy 
("'If  we  knew  everything,  we  knov  ; 
now  Cover  Story,  Jan.  15).  ; 

Before  its  acquisition  by  LTV,  Republii 
Steel  (a  Booz,  Allen  client  prior  to  th( 
acquisition)  had  high  costs  and  excess 
capacity,  owing  to  both  uncompetitiv* 
steelmaking  facilities  and  backward-inte 
grated  raw  materials.  Only  significan 
plant  and  mine  closures,  a  broad-basec 
program  of  best  practices  (changes 
made  in  crew  size,  mill  speeds,  materia 
yields,  etc.),  and  modernization  in  on( 
flat-rolled  plant  could  have  returned  Re 
public  to  profitability.  Unfortunately 
the  combined  high  shutdown  costs 
would  have  exceeded  Republic's  nel 
worth. 

The  merged  entity  might  have  under 
taken  quick  shutdowns  while  the  com- 
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JVevegot  to  stop  treating  our  garbage 

like  garbage. 


The  bottle  may  be  empty,  yet  it  s 
anything  but  trash.  In  fact,  this  empty 
bottle  is  actually  full  of  potential. 
Thanks  to  recycling. 

Over  20%  of  all  plastic  soft  drink 
containers  are  already  being  recycled 
into  additional  consumer  and  indus- 


trial products  and  the  demand  tor 
recycled  plastic  is  growing. 

At  DuPont,  we're  making  sure 
this  growth  continues.  Together  with 
Waste  Management  Inc.,  were  pio- 
neering the  country's  largest  and 
most  comprehensive  plastic  recy- 
cling program . 


With  recycling,  we  believe  that 
plastic  w  ill  be  increasingly  appreci- 
ated for  filling  valuable  human  needs 
instead  of  valuable  land. 

At  Du  Pont,  we  make  the  things  that 
make  a  difference. 


Better  things  forl)etter  living. 


UNUM  Life  Insurance  Company,  Portland.  ME  04122  (Pension  products  available  only  through  this  company. )  UNUM  Life  Insurance  Company  of  America,  Ponl, 


We're  the  nation's  leader  in  group  Long  Term  Disability  insurance*  and  a  top  provider  of  Individual 
Disability  protection. 

But  we  never  forget  we're  from  Maine. 

You  see,  the  need  to  be  focused  has  always  been  important  to  the  way  of  life  here.  As  a  result,  we  concentrate 
on  only  one  thing -developing  income  protection  plans  which  are  truly  innovative  and  responsive. 

And  by  doing  this,  we  enable  you  to  offer  your  employees  disability,  group  life,  retirement  and  flexible  bene- 
fit programs  that  are  specifically  designed  to  meet  their  needs  better. 

We're  UNUM.  Ask  your  insurance  professional  about  our  special  capabilities.  Or  call  us  at  1-800-634-8026 
(in  Maine  1-800-356-8111).  And  then  you'll  see  why  our  name  means  number  one 
in  income  protection. 

Our  name  means  number  one . 


It  UNUM. 


states  except  NY, )  First  UNUM  Life  Insurance  Company,  Tarrytown,  NY  10591  (New  York  State  only.)      *Employee  Benefit  Plan  Review,  April  1988 


INVEST  TAX-FREE  WITH  FIDELITY 


Looking  to  Maximize 
Your  Tax-Free  Yields? 

Fidelity  Aggressive  Tax-Free  Portfolio  seeks 
the  highest  current  federally  tax-free  yields. 

Tap  thf  hit;h-\it'kl  potential  of  tiLx-tnr  municipal  bonds  tliroii^h  Fiddity 
AggR'Ssiw  Tax-IVee  Portfolio,  it  seeks  the  bit^lmt  cim  rent  tax-free''  \  ields  by 
investing  in  more  volatile,  lo\\er-c|ualit\,  long-term  municipal  bonds.  And,  the  Port- 
folio seeks  to  minimize  risk  through  independent  credit  analyses  and  investment 
diversification.  Share  price,  yield  and  return  w  ill  lluctuate  w  itii  market  conditions. 

Call  today  for  current  yield  information  and  a  FREE  Fact  Kit. 


'  A  poriKin  (if  iIk'  Pdrtlolms  incimK'  nun  he  Mib|ecl  in  llu-  alk'i  iialiM'  iiimiimiiii 


1^800-544-6666  24 hours 


Fidelity  Aggressive  Tax-Free  Portfolio  h 

iiickidiii,n  maiiLiKenieni  tees,  Ihf  Horttdlids  1"..  deferri'd  sales  charge  (applicable  (iiiK  (in 
shares  held  less  than  (i  nninlhs)  and  expenses,  call  (ir  w  rile  hir  a  free  pnispecuis.  Please 
read  il  carefulK  befdre  \()U  in\esl  (ir  send  nK)ne\,  Fidelll\  Dislrlbiildrs  Cdrpdralnm  ((leneral 
DIslrihulKin  AKenI)  KO,  R(A  (idOdOS,  Dallas  TX  "S2(i6-06ll,-; 


Fidelity 


Investments  ■ 

CODE:  BW/FAT/022690 


With  new  technology  and  applications  generating  new  possibihties  and  problems  and  raising 
new  questions,  more  information  executives  are  turning  to  The  BusinessWeek 
Newsletter  tor  Inlormation  Executives. 

Here's  why.  In  every  issue,  McGraw-Hill  business  journalists  and  specialists  report  on 
everything  that's  happening  in  information  systems  innovation  and  development,  from 
personal  career  enhancement  and  effective  deployment  of  personnel  to  cost  control  and  the 
risks  and  rewards  of  leasing.  Exclusive  extra:  "Spending  Spreadsheets"  chart  spending 
patterns  by  industry-a  service  found  nowhere  else' 

Crisis  management:  coping  with  worms,  viruses,  terrorists,  budget  cuts,  and  other  disasters  •  Mess 
or  mesh:  Knitting  together  diverse  PC's,  mainframes  communications  systems,  and  software  •  Board- 
room Negotiations:  Clearing  corporate  roadblocks  •  Telecommunications  Director:  Rival  or  ally? 
•  Executive  Information  Systems:  Are  these  workstations  for  CEOs  a  threat  to  Information  fi/lanagers? 

McGraw-Hill  Guarantees  Your  Satisfaction 

A  one-year  subscription  includes  25  issues  for  $495.  You'll  also  receive  a  handy  binder  to 
hold  your  issues  Guarantee:  Your  money  refunded  on  all  undelivered  issues 
if  not  completely  satisfied.  To  start  your  subscription,  call  1-800-445-9786  toll-free 
or  212-512-2184  and  have  your  credit  card  ready 

The  BusinessWeek  Newsletter  tor  Information  Executives 

1221  Ave  of  the  Americas,  36th  ft.,  New  York,  NY  10020,  Att:  Circulation  Department 


bined  new  net  worth  could  take  the  beat 
ing — then  modernization  would  hav 
been  a  practical  alternative.  But  only  fo 
the  one  remaining  operation  with  work 
class  potential.  Interestingly,  that  on 
plant — the  Cleveland  works — will  sui 
vive  the  bankruptcy.  It  will  emerge  : 
much  lower-cost-per-ton  mill  because  it 
utilization  has  increased,  an  aggressi\' 
program  of  best  practices  has  been  ui 
dertaken,  and  some  of  its  key  equipmen 
has  been  modernized. 

John  E.  McGratI 
Senior  Vice-Preside  n 
Booz,  Allen  &  Hamilton  Ine 
Clevelani 

ALL  LOREMZO  HAS  LEFT  IS 
A  'HOLLOW  CORPORATION' 


So  you  think  that  Frank  Lorenzo  hai 
won  the  battle  at  Eastern  Air  Linei 
("Lorenzo  may  land  a  little  short  of  thi 
runway,"  The  Corporation,  Feb.  5). 

G.  Kenneth  Heebner's  dump  of  5.1 
million  shares  of  Texas  Air  was  only  th( 
last  in  a  series  of  recent  loyalist  defec 
tions.  Since  December,  over  14  millior 
shares  have  bailed  out  of  the  Lorenzc 
empire.  The  stock  is  worth  less  than  hal 
what  it  was  last  fall. 

You  think  the  unions  are  broken' 
They're  Eastern's  major  creditors 
They're  not  going  away.  The  pilots  anc 
flight  attendants  are  not  back  at  East 
ern — they're  suing  Lorenzo's  socks  oft 
because  they're  entitled  to  replace  tht 
strikebreakers,  but  Lorenzo  won't  honoi 
the  contract.  As  Lorenzo  sells  Eastern's 
only  money-making  assets — routes  anc 
planes — the  union  personnel,  not  scabs 
will  more  than  likely  follow  the  equip 
ment  to  other  lines.  Talk  about  youi 
"hollow  corporation." 

Frank  has  now  offered  his  latest  busi 
ness  plan:  Creditors  will  get  10$  on  th( 
dollar  and  stock  in  an  airline  whose  onlj 
asset  is  the  debt  Lorenzo  owes  them 
Cute.  If  institutional  creditors  accept 
that  one,  after  a  year  of  empty  prom 
ises,  nonperformance,  and  nonpayment 
can  stockholder  suits  against  the  credi 
tors  be  far  behind? 

When  the  runner  has  cannibalized  his 
own  left  leg,  it  beats  me  how  you  think 
he  can  still  win  the  race. 

Elizabeth  C.  Sholes 
Partner 

Industrial  Research  Associates 
Buffalo 

WHAT'S  DICK  CHENEY  DOING 
AT  THAT  CARD  CATALOG? 


Regarding  your  article  "Cheney  goes 
to  battle"  (Top  of  the  News,  Feb, 
12),  is  there  an  inherent  contrast  in  the 
following  sentence:  "He  looks  like  a  li- 


EVENT 


OF  IHE  YEAR 


81 


BUSINESS 
MANAGERS 


Products,  systems,  services:  Industry 
leaders  will  be  at  INTERFACE  "90 
PLUS.  You'll  find  all  the  products 
and  services  to  make 
your  company  more 
productive  and  efficient 
—today  and  tomorrow. 

Business  Week 
Conference  Sessions: 
Learn  the  strategies  to 
implement  solid  commu 
nications  solutions.  Hear 
about  emerging  technolo- 
gies that  will  help  you  plan 
smarter.  Meaty  tutorials 
specifically  for  business  managers 
will  help  you  assess  the  cost- 
benefits  new  technologies  will  have 
for  your  company. 

Conference  tracks  include: 

Wide  Area  Networks  •  Voice  Tech- 
nology •  Local  Area  Networks  • 
Personal  Computers  and  Workstations 

•  ISDN  •  Wiring  Problems  and 
Solutions  •  Information  in  the  '90s 

•  Network  Planning  and  Design 

•  Strategies  for  Systems  Integration 

•  Tutorials:  Back  to  Basics 


Revolutionary  is  the  only  way  to 
describe  the  communications  industry. 
How  to  keep  abreast?  Where  to  com- 
pare products  and  systems?  Why,  at 
INTERFACE  '90  PLUS,  March  6-8 
in  Dallas,  of  course! 

Start  with  the  keynote  address 
from  MCI  founder  and  Chairman 

Bill  McGowan.  Share 
his  vision  of  the 
information  age.  Its 
promise,  perils,  and 
opportunities. 

Add  perspective 
gleaned  from  more 
than  50  conference 
sessions  directed  by 
^1   Business  Week,  the 
Wk    world's  leading 
business  weekly. 
See  new  products  and  systems- 
hundreds  of  them.  Talk  with  innova- 
tors, technical  wizards,  strategists  and 
the  marketing  and  sales  pros.  Only 
at  INTERFACE  '90  PLUS -where 
communications  for  the  '90s  begin, 
and  the  21st  century  unfolds. 

For  information  and  reservations: 
CALL  (617)  449-8938 
FAX:  (617)  449-2674 


CE'90 


EXPOSITION  AND  CONFERENCE 


TECHNOLOGY 
MANAGERS 

Products,  systems,  services:  Get 
in-depth  answers  from  the  experts. 
Compare  the  pros  and  cons  of  multi- 
ple vendor  solutions.  Test-drive  new 
products:  personal  computers  and 
software;  voice  and  image  systems; 
LANs  and  WANs.  The  entire  spec- 
trum will  be  at  INTERFACE  '90 
PLUS. 

Business  Week  Technical  Confer- 
ence: More  than  75  hours  of  sophisti- 
cated technical  sessions  just  for  you— 
to  freshen  your  technical  acumen  and 
help  you  become  a  more  insightful 
strategic  planner,  an  asset  within  your 
company. 

User  Group  and  Association  Meet- 
ings: Rub  shoulders,  exchange  ideas, 
seek  advice  from  the  industry's 
technical  movers  and  shakers,  MIS 
executives  from  large  companies  and 
from  innovative  LAN  Managers. 

Dallas  Convention  Center 
March  6-8,  1990 


Produced  by 

HTHE  INTERFACE  GROUP  Inc. 

World  s  Leading  Independent  Producer  ol 
Conferences  and  Expositions 


6-8.  DALLAS 


T.  Rowe  Price  International  Bond  Fund  seeks  high  income  overseas  hy 
investing  m  high  quahty  foreign  honds.  h  offers  investors  the  opportunity 
to  diversify  v^orldwide,  providing  halance  to  portfohos  impacted  by  increas- 
ingly volatile  domestic  markets.  ^  

And,  because  the  Fund  is  1007o 
no-load,  you  w^on't  pay  the  high 
sales  fees  charged  hy  many  other 
mutual  funds  and  brokers.  Daily 
liquidity.  Low  $2,,S00  minimum. 
($1,000  for  IRAs.) 


T.  Rowe  Price,  1 00  E.  Pratt  St.,  Baltimore,  MD  2 1202 
Send  a  prospectus  with  more  complete  mformation, 
mcludmg  management  fees  andother  charges  and 
expenses.  I  will  read  it  careUdly  before  1  invest  or 
send  money. 


Name 


Address 


Call  24  hours  for 
current  yield  and 
a  free  information  kit 

1-800-638-5660 


City/State/Zip 


Invest  With  CoiifidciiCL 

T.RowePrice 


Return  may  be  subject  to  currency  fluctuations  T  Rowe  Price  Investment  Services.  Inc ,  Distiibutor 


Help 


For  Problems  Facing 

The  Famlly-Owned  Business 


Introducing:  The  BusinessWeek  Newsletter  for 
Family-Owned  Business 


The  BusinessWeek  Newsletter  for 
Family-Owned  Business  is  designed 
to  be  a  lolally  objective  and  expert 
family  retainer  devoted  wholly  to  your 
interests  It  is  tilled  with  case  histories, 
tacts,  figures,  and  specific  answers. 

In  each  biweel<ly  issue,  you'll  have 
access  to  new  developments  in 
accounting  controls,  equity  dilution 
prevention,  takeovers,  acquisitions  and 
mergers,  strategic  planning,  and 
financial  planning  that  can  directly 
affect  your  business  And  sensitive 
advice  on  how  to  adapt  this  news  to 
your  family's  individual  personality 
and  needs- 


Few  executives  in  a  family  business 
realize  how  vulnerable  they  are  to 
certain,  extremely  specialized 
problems.  So  our  regular  columnists 
on  taxes,  financing,  law,  family 
relations,  and  compensation  provide 
many  otherwise  unavailable 
compasses  and  charts  necessary  to 
navigate  these  dangerous  waters, 

A  unique  stock  index  developed  by 
Ttie  BusinessWeek  Newsletter  for 
Family-Owned  Business  will  track 
publicly  traded  companies  still  in 
family  hands. 

This  information  is  available 
nowhere  else 


Call  this  national 
toll-free  number 
and  charge  your 
subscription  to  any 
major  credit  card! 


Sign  up  for  a  one-year  cfiarter  subscription  to  Ttie  BusinessWeek 
Newsletter  for  Family-Owned  Business  at  the  introductory  rate  of 
$299.  If  at  any  time  you're  not  satisfied,  cancel  tfie  subscription  and  get  a 
refund  covering  ffie  balance  of  the  issues  remaining  in  your  subscription. 


1-800-445-9786 


The  BusinessWeek  Newsletter  lor  Family-Owned  Business 

I\/lcGraw-Hill  Publishing  Company 

1221  Avenue  of  the  Americas.  36  Fl,  New  York,  NY  10020 

212-512-3113 


brarian.  But  friends  know  him  as  a 
voted  outdoorsman  with  an  infectious 
laugh"? 

Not  only  is  there  no  contradiction  bej 
tween  librarians  and  those  who  laugh 
and  enjoy  the  outdoors,  but  also  it  id 
impossible  to  categorize  a  middle-aged 
balding  man  as  a  typical  librarian.  De 
mographics  suggest  he  looks  more  lik« 
an  editor. 

Peggy  O'Kane  Merbach 
Manager,  Research 
Wells  Fargo  Bank  Library 
San  Franciscc 

THE  STRAIGHT  POOP 

OH  HEXT,  MAC,  AND  MACH  

Your  comparison  between  the  Next 
computer  and  the  Macintosh  is  mis- 
leading ("So  far,  so-so,  for  Steve  Jobs's 
new  machine,"  Information  Processing, 
Jan.  29). 

The  Macintosh  computer  sold  over 
100,000  units  during  its  first  year,  de- 
spite its  lack  of  application  software  and 
its  hardware  shortcomings.  In  compari- 
son, the  few  thousand  Next  machines 
sold  last  year  hardly  constitute  a  new 
wave  of  computing. 

More  important,  however,  the  funda- 
mental change  in  the  computer  industry 
in  the  past  five  years  has  been  the  trans- 
lation from  proprietary  to  open  systems 
and  the  emergence  of  clear  standards.  It 
is  this  open-systems  wave  that  is  fueling 
the  rapid  growth  of  the  workstation  in- 
dustry, to  sales  of  more  than  $6  billion  in 
1989." 

Next  is  attempting  to  repeat  the  suc- 
cessful Macintosh  strategy  of  establish- 
ing a  new,  proprietary  computer  stan- 
dard. This,  however,  is  a  complete 
nonconnect  in  the  workstation  market- 
place, which  is  at  the  forefront  of  the 
open-systems  movement. 

Andreas  Bechtolsheim 
Vice-President  and  Founder 

Sun  Microsystems  Inc. 

Mountain  View,  Calif. 

lach  is  not  a  version  of  the  Unix 
loperating  system — they  are  two 
distinct  operating  systems.  Mach,  which 
has  been  developed  much  more  recently 
than  Unix,  provides  an  increased  flexibil 
ity  in  memory  management  and  is  a  mul- 
tiprocessor operating  system.  In  addi 
tion,  Mach  provides  complete  Unix 
4.3bsd  compatibility. 

Thomas  Jagodits 
Santa  Barbara,  Calif. 


Letters  to  the  Editor  stiould  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N  Y.  10020,  Fax:  (212)  512-4464, 
Telex;  12-7960,  Inti  4998204,  All  letters  must  In- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  tfie  rigrit  to  edit  letters 
for  clarity  and  space. 
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You  dorit 
have  to  fly  a  lot 
to  fly  free. 


With  TWA's  Frequent  Flight  Bonus 
Program,  free  travel  award 
levels  are  among  the  lowest  in 
the  industry. 

You  can  earn  a  free  roundtrip  ticket 

within  the  continental  U.S.  after  just 
20,000  miles,  or  to  Europe  starting 
at  just  35,000. 

We'll  even  give  you  a  3,000-mile 
bonus— as  well  as  a  free  one-class 
upgrade— just  for  joining  the  pro- 
gram, provided  you  fly  vAlh  us  with- 
in three  months  of  your  enrollment. 

And  unlike  most  programs,  with 
TWA  your  mileage  credits  never 
expire. 

Business  Class  for  the  price 

of  Coach. 

Of  course,  with  TWA,  free  travel 


isn't  your  only  benefit.  After  flying 
just  5,000  miles  in  a  12-month 
period,  you  can  also  earn  unlimited 
free  upgrades  to  Business  Class  on 
domestic  flights  with  the  purchase  of 
qualifying  tickets.  You  don't  even 
cash  in  any  of  your  mileage  credits 
to  receive  them. 

Low  award  levels.  No  mileage  expi- 
ration. Free  upgrades.  If  these  are  the 
things  you  want  in  a  frequent  flyer 
program,  call  TWA  at  1-800-221-2000 
and  join  the  one  program  that  has 
them  all. 


Today's  TWA. 
Find  out  how  good  we  really  are. 


Imagine  a  world  without  language 
barriers.  That's  what  we  envisioned 
when  we  created  our  new 
voice  translation  system. 


Imagine  yourself  sitting  in  a  meeting. 
The  person  across  the  table  speaks  only 
Japanese.  You  speak  only  English.  But 
it  doesn't  matter.  A  computer  system 
from  Matsushita  Electric  interprets 
for  you  almost  instantly.  Today,  the 
technology  exists  to  translate  spoken 
Japanese  into  English.  One  day,  the 
system  may  be  able  to  interpret  other 
languages.  Which  could  mean  the  end 
of  the  language  barrier. 


Envision  a  world  where  no  language  is  foreign. 
Anyone  can  speak  to  anyone  else,  just  by  speak- 
ing into  a  machine  that  automatically  trans- 
lates for  you.  That  technology  exists  and  it's 
from  Matsushita. 

VOICE  TRANSLATION 

Matsushita,  in  conjunction  with  Carnegie 
Mellon  University  in  Pittsburgh,  has  developed  a 
revolutionary  voice  translation  system.  Speak 
Japanese  into  a  microphone,  and  5  seconds  later 
you'll  hear  a  computer-generated  voice  trans- 
lating what  was  just  said  into  English.  When 
this  system  is  ready  for  market,  it  may  even 
translate  other  languages  and  be  small  enough 
to  fit  in  your  pocket  so  you  can  take  it  to  busi- 
ness meetings. 


BUSINESS  TECHNOLOGY 

The  language  barrier  isn't  the  first  hurdle 
Matsushita  has  tried  to  overcome.  Today, 
Matsushita  Office  Automation  (OA)  Systems 
are  helping  to  remove  obstacles  from  the  work 
place.  Matsushita,  under  the  Panasonic  brand 
name,  markets  OA  products  that  can  help  people 
work  together,  efficiently.  Computers  that  solve 
complex  problems.  Color  printers,  laser  printers 
and  color  copiers  that  can  help  make  graphic  pre- 
sentations. And  high-speed  facsimiles,  digital 
PBX  systems  and  cellular  phones  that  make  it 
easy  to  stay  in  touch  with  a  project. 

Matsushita  even  has  a  more  hands-on 
approach  to  learn  about  our  OA  products .  You 
can  touch  and  try  them  at  the  Panasonic  show- 
room in  New  York  City. 

HUMAN  ELECTRONICS 

A  revolutionary  voice  translation  system  and 
advanced  Office  Automation  Systems  ai'e  just 
a  few  examples  of  how  Matsushita  Electric  is 
devoted  to  the  concept  of  Human  Electronics. 
Which  means  researching,  developing  and  mar- 
keting products  that  make  life  richer,  safer  and 
more  comfortable.  These  products  are  sold 
worldwide  under  the  brand  names  Panasonic, 
Technics,  Quasar  and  National.  In  1988. 
Matsushita's  consolidated  sales  volume  sur- 
passed $41.7  billion.  All  a  direct  result  of  a 
single-minded  philosophy:  Don't  create  technol- 
ogy for  technology's  sake,  but  for  man's  sake. 


MATSUSHITA  ELECTRIC 

PANASONIC  TECHNICS  QUASAR  NATIONAL 


COMMON 


STOCK. 


Out  of  all  the  financial 
investments  around,  here's 
one  approach  that  offers  un- 
common value.  And  that's 
the  Value  Approach  offered 
by  Legg  Mason's  Value  Trust; 

Simply  stated,  the  Value 
Approach  seeks  to  buy  under- 
valued common  stocks  and 
then  sell  them 


AVERAGE 
ANNUAL  RETURNS 
AS  OF  12/31/89 


3'.[ 
VfSR 

20.19% 

FIVE 
VEAflS 

15.11% 

LIFE  Of 
F. 

21.82% 

when  they 
appear  to  be 
fairly  priced 
or  overvalued. 
If  this  approach 
accelerates  your  interest,  call 
1-800-822-5544  today 
for  a  free  prospectus  contain- 
ing more  complete  informa- 
tion, including  charges  and 
expenses.  Read  it  carefully 
before  investing  or  sending 
money. 


The  Legg  Mason  Tower,  Baltimore,  MD  2120.3 

This  advertisement  does  not  constitute  an  offer 
in  liny  slate  in  which  such  an  offer  may  not  he 
lawfully  made.  Total  return  represents  past 
perfnrmunce  and  is  not  intended  to  indicate 
future  performance.  Return  and  share  price 
will  vary  and  shares  maybe  worth  moreorless 
than  their  original  cost.  L'-alculations  include 
reinvestment  of  capital  gains  and  dividends. 

'Fund  was  established  4/16/82. 


WONDER  BOY:  BARRY  MINKOW,  THE  KID 
WHO  SWINDLED  WALL  STREET 

By  Daniel  Akst 

Charles  Scribner's  Sons  •  280pp  •  $19.95 


FAKING  IT  IN  AMERICA:  BARRY  MINKOW 
AND  THE  GREAT  ZZZZ  BEST  SCAM 

By  Joe  Domanick 

Contemporary  Books  •  288p  •  $19.95 


RICH,  YOUNG,  AND  SLEAZY: 
AN  '80s  MORALITY  TALE 


MINKOW  CHARMED  EVERYONE  FROM  WIDOWS  TO  REPUTED  MOBSTERS  INTO  BACKING  ZZZZ  BEST 


y  the  age  of  18,  Barry  J.  Minkow, 
^the  son  of  an  unskilled  handy- 
man, was  a  millionaire.  He  drove 
a  red  Ferrari,  owned  a  big  house  in  the 
San  Fernando  Valley,  wrote  a  book  enti- 
tled Making  It  iti  America,  and  was 
lauded  on  The  Oprah  Winfrey  Show  as 
an  exemplary  entrepreneur.  Minkow  of- 
ten boasted  that  his  zzzz  Best  Co.  would 
become  "the  General  Motors  of  the  car- 
pet-cleaning business." 

Today,  it  seems  as  though  the  model 
Minkow  really  had  in  mind  was  legend- 
ary con  man  Charles  Ponzi.  Although 
ZZZZ  Best  reported  revenues  of  $50  mil- 
lion in  1987,  its  final  year  in  business, 
the  true  figure  was  $9  million.  What 
Minkow  did  was  borrow  money  to  fi- 
nance phony  carpet-cleaning  jobs,  bor- 
row more  to  pay  his  debts,  and  syphon 
off  cash  to  bankroll  a  rich  lifestyle.  By 
the  time  he  was  jailed  in  1987,  Minkow 
had  bilked  investors  of  $100  million. 

In  Wonder  Boy:  Barry  Minkow,  The 
Kid  Who  Swindled  Wall  Street,  former 
Wall  Street  Journal  reporter  Daniel 
Akst  elegantly  reconstructs  the  scam. 
As  depicted  by  Akst,  Minkow  is  the 
Eighties  man  fully  realized.  He  flaunts 
his  wealth,  praises  greed,  and  exploits  a 
marketplace  willing  to  finance  anything 
that  shows  a  profit.  Minkow  charmed 
everyone  from  rich  widows  to  reputed 
mobsters  into  investing.  When  he  paid 


them  100'/<  returns,  they  invested  more 
When  he  took  zzzz  Best  public,  he  won 
the  confidence  of  investment  bankers. 

Akst  ably  describes  the  combination 
of  bravado  and  fraudulent  balance 
sheets  with  which  Minkow  maintained 
zzzz  Best's  image  as  a  thriving  company. 
After  opening  a  string  of  ZZZZ  Best  of 
fices  around  Southern  California,  he 
launched  a  nonexistent  expansion,  tell- 
ing investors  he  had  moved  into  the  lu- 
crative business  of  insurance  restora- 
tion— repairing  carpets  damaged  by 
water  or  fire.  Nobody,  says  Akst — not 
even  Minkow's  bankers — checked  the 
market  for  restoration  work.  In  going 
public,  ZZZZ  Best  reported  one  job  worth 
more  than  .$7  million.  Yet  no  carpet-res- 
toration job  in  U.  S.  history  had  ever 
exceeded  $2.-5  million. 

Akst  is  also  good  on  Minkow's  begin 
nings.  As  a  child,  Minkow  often  accom- 
panied his  mother  to  her  job  making 
phone  sales  for  a  San  Fernando  Valley 
carpet-cleaning  company.  By  the  time  he 
was  12,  he  was  making  cold  calls,  and 
two  years  later  he  started  cleaning  car- 
pets. At  16,  in  the  best  California  entre- 
preneurial tradition,  he  opened  ZZZZ  Best 
in  his  parents'  garage.  Soon  his  mother 
was  making  cold  calls  for  him.  Later,  he' 
hired  his  father  to  sell,  too — then  period- 
ically threatened  to  fire  him. 

At  first,  Minkow  played  it  straight; 
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There's  only  one  product  proven 
to  grow  even  one  of  these. 


This  one. 


From  the  time  you  first  started  losing  your 
hair,  you've  wished  for  something  that  could 
somehow  reverse  the  balding  process.  Now,  The 
Upjohn  Company  has  developed  Rogaine,  the 
first  and  only  product  that's  proven  to  grow  hair 

Rogaine  is  not  a  cosmetic  or  conditioner 
It's  a  prescription  treatment  for  male  pattern  bald- 
ness of  the  crown  of  the  head  that's  available 
only  with  a  prescription  written  by  your  doctor 

Two  million  men  just  like  you 
have  used  Rogaine. 

Today,  two  million  men  worldwide  have  seen 
their  doctor  and  begun  treatment  with  Rogaine. 
And  for  good  reason.  Rogaine  works  for  many 
men.  That's  not  a  claim,  it's  a  proven  fact.  Proven 
in  clinical  tests  conducted  by  dermatologists  at 
medical  centers  across  the  country.  Proven  by 
results  that  are  simply  unprecedented. 

In  a  year-long  test  involving  almost  1,500 
men,  only  16%  reported  no  new  growth.  Vir- 
tually half  (48%)  saw  at  least  moderate  growth 
with  Rogaine.  36%  noted  minimal  growth. 
Generally,  it  took  four  months  before  hair  began 
growing  again.  The  side  effects  were  minimal. 
The  most  common,  itchy  scalp,  occurred  in 
only  5%  of  the  men. 


Your  doctor  has  the  proof. 
And  the  prescription. 

Your  dermatologist  or  family  physician  will 
tell  you  what  Rogaine  can  do  for  you.  So  see 
your  doctor  now.  The  sooner  you  get  your 
prescription  for  Rogaine,  the  sooner  you  could 
be  growing  hair  again. 

For  more  information  and  a  certificate  worth 
$10  as  an  incentive  to  visit  your  doctor  (sorry,  this 
offer  is  available  for  men  only ),  call  the  toll-free 
number  below  or  send  in  this  coupon. 


r 


Please  send  me  a  $10  certificate  as  an  incentive  to  see 
mv  doctor.  Send  coupon  to:  The  Upjohn  Company, 
P.O.  Box  9040,  Opa  Locka,  FL  33054-9944 
(Please  Print) 

Last  Name  First  


Street. 


City- 


-Slate_ 


_Zip_ 


Telephone  No 


(  ) 


Rogaine 

,  SOLUTION  ^-^minoxidil  2%  , 
I  

See  your  dermatologist  or  family  doctor  or  call  1-800-253-7300  ext.  933 


Upjohn 


Upjohn    For  a  summary  of  product  information,  see  adjoining  page.    (0 1989  The  Upjohn  Company  J2557-M 


Ro^aine 


The  only  product  ever 
proven  to  grow  hair. 

What  Is  ROGAINE^ 

ROGAINE  Topical  Solution  discovered  and  made  by  The  Upiofin  Company,  is  a  siandardi^ecJ  topical  (tor  use  only  on  the  skm) 
ptescfiption  medication  proved  ellectwe  lor  the  long  term  treatment  ot  male  pattern  baldness  of  ihe  crown 

ROGAINE  IS  the  only  topical  solution  ol  minoxidil  Minoxidil  m  tablet  lorm  fias  been  used  smce  1980  to  lower  blood  pressute 
The  use  ot  minoxidil  tablets  is  limited  to  itealmeni  ol  patients  wilh  severe  high  blood  pressure  When  a  high  enough  dosage  in 
tablet  lorm  is  used  to  lower  blood  pressure  certain  ettects  that  merit  your  attention  may  occur  These  ellects  appear  lo  be  dose 
related 

Persons  who  use  ROGAINE  Topical  Solution  have  a  low  level  of  absorption  ot  minoxidil,  much  lower  than  lhat  of  persons 
being  treated  wdh  minoxidil  tablets  lor  high  blood  pressure  Therefore  the  iihetihood  thai  a  person  using  ROGAINE  Topical 
Solution  will  develop  the  eflecis  associated  with  minoxidil  tablets  is  very  small  In  lad  none  of  these  elfects  has  been  direclly 
atifibuted  lo  ROGAINE  m  citmcai  siudies 
How  soon  can  I  eipect  results  from  using  ROGAINE? 

Siudies  Have  ihown  thai  the  response  lo  treatment  with  ROGAINE  may  t/ary  widely 

Some  men  rpceivmg  ROGAINE  may  see  faster  results  than  oihers  others  may  respond  wilh  a  slower  rale  ol  hair  growth  You 
should  nol  e«;jecl  visible  growth  m  less  lhan  lour  months 
II  ( respond  to  ROGAINE.  what  will  the  hair  look  like? 

It  you  have  very  little  hair  and  respond  to  freatmeni  your  first  hair  growth  may  be  soil,  downy  colorless  hair  lhat  is  barely 
visible  Afler  further  ireatmeni  the  new  hair  should  be  the  same  color  and  thickness  as  Ihe  other  hair  on  your  scalp  II  you  start 
with  substaniiai  hair  Ihe  new  hair  should  be  of  the  same  color  and  thickness  as  the  rest  ol  your  hair 
How  long  do  I  nesd  to  use  ROfiAINE? 

ROGAINE  IS  a  Ireatmeni,  not  a  cure  II  you  respond  lo  treatment,  you  will  need  lo  continue  using  ROGAINE  to  mamlam  or 
increase  hair  growth  It  you  do  not  begin  to  show  a  response  to  treatment  wiih  ROGAINE  after  a  reasonable  period  of  lime  (al 
least  tour  monlhs  or  more)  your  doctor  may  advise  you  to  discontinue  using  ROGAINE 
What  happens  if  I  stop  using  ROGAINE?  Will  I  keep  the  new  hair? 

It  you  slop  using  ROGAINE  you  wHi  probably  Shed  the  new  hair  within  a  few  months  after  stopping  treatment 
What  is  the  dosage  of  ROGAINE? 

Vou  should  apply  a  1  ml  dose  of  ROGAINE  two  times  a  day  once  m  the  mornmg  and  once  at  night,  betore  bedtime  Each 
bottle  should  last  about  30  days  (one  month)  The  applicators  in  each  package  of  ROGAINE  are  designed  to  apply  the  correct 
amouni  ol  ROGAiNE  wiih  each  application  Please  refer  to  the  Instructions  tor  Use 
What  it  I  miss  a  dose  or  forget  to  use  ROGAINE? 

if  you  miss  one  or  two  daily  applications  ol  ROGAINE  you  should  restart  your  twice-daily  application  and  return  to  your 
usual  schedule  You  should  nol  aitempi  to  make  up  lor  missed  applications 
Can  I  use  ROGAINE  more  than  twice  a  day?  Will  It  work  faster? 

No  Studies  by  The  Upiohn  Company  have  been  careiuily  conducted  to  determine  the  correct  amouni  of  ROGAINE  to  use  lo 
obtain  the  most  satisfactory  results  More  frequent  applications  or  use  of  larger  doses  (more  than  one  mL  Iwicea  day)  have  not 
been  shown  lo  speed  up  Ihe  process  ol  hair  growth  and  may  increase  Ihe  possibility  ol  side  eflects 
What  are  Ihe  most  common  side  effects  reported  in  clinical  studies  with  ROGAINE? 

Studies  of  patients  using  ROGAINE  have  shown  that  ihe  most  common  adverse  effects  directly  attributable  lo  ROGAINE 
Topical  Solution  were  ilchmg  and  olhet  skin  irritations  of  the  treated  area  of  the  scalp  About  5%  of  patients  had  these 
complaints 

Other  side  elfects  including  light  headedness  dizzmess  and  headaches  were  reported  by  patients  using  ROGAINE  or 
pidCPbo  (a  similar  solution  wilhout  ihe  aciive  medicaiioni 
What  are  some  of  the  side  effects  people  have  reported? 

The  irequency  of  side  elfects  iisied  below  was  similar  except  tor  dermatologic  reactions  m  the  ROGAINE  and  placebo 
groups  flespfaro/-y  (bronchitis  upper  respiratory  miection  smusdis)  Oe/'ma/o/og(C  (irritant  or  allergic  contact  dermatitis 
ec;ema  hyperlnchosis,  local  eryihema  pruritus,  dry  skin/scalp  llakinq,  exacerbation  of  hair  loss  alopecia).  Gastrointestinal 
idiarrhea  nausea  vomiiingi  Weuro/ogy  (headache  dizzmess  lamtness  light  headedness)  Mwsct/'osfce/efa/ jfractures  back 
pain  tendinitis)  Cardiovascular  {eiiemi  chesi  pam  blood  pressure  increases/decreases  palpitation  pulse  rale  increases/ 
decreases).  Allergy  (nonspecific  allergic  reactions,  hives  allergic  rhinitis,  facial  swelling  and  sensitivity).  Special  Senses 
(coniunclivitis  ear  infections  vertigo  visual  disturbances  including  decreased  visual  acuity),  We/3£io'/c-/i/(j/f(//ona' (edema 
weight  gam)  Unnary  Iract  lurmary  tract  mlections  renal  calculi  urethritis)  Genital  Iract  (prostatitis  epididymitis,  sexual 
dysfunction)  Psychiatric  (anxieiy  depression,  fatigue)  Hematology  (lymphadenopalhy,  thrombocytopenia),  Endocrine 
Individuals  who  are  hypersensitive  lo  minoxidil,  propylene  glycol,  or  ethanol  musi  not  use  ROGAINE 
ROGAINE  Topical  Solution  contains  alcohol  which  could  cause  burning  or  irritation  of  Ihe  eyes  mucous  membranes,  or 
'.ensitive  skin  ^reas  If  ROGAINE  accidentally  gels  mio  these  areas  bathe  the  area  wiih  large  amounts  ol  cool  lap  water  Contact 
your  doctor  if  irritation  persists 

What  are  the  possible  side  ettects  that  could  affect  the  heart  and  circulation  when  using  ROGAINE? 

Although  serious  side  effects  have  nol  been  attributed  to  ROGAINE  m  clinical  studies  there  is  a  possibility  lhat  they  could 
occur  because  the  active  ingredient  m  ROGAINE  Topical  Solution  is  the  same  as  m  minoxidil  tablets 

Minoxidil  tablets  are  used  to  treat  high  blood  pressure  Minoxidil  tablets  lower  blood  pressure  by  relaxing  the  arienes,  an 
effect  called  vasodilation  Vasodilation  leads  to  retention  of  fluid  and  increased  heart  rale  The  following  ettects  have  occurred 
in  some  patients  taking  minoxidil  tablets  lor  high  blood  pressure 

Increased  heart  rale  -some  paiienis  have  reported  that  their  resting  heart  rate  increased  by  more  than  20  beats  per  mmute 
Rapid  weight  gam  of  more  than  5  pounds  or  swelling  (edema)  ol  Ihe  face  hands  ankles,  or  stomach  area,  Oilticulty  m 
breathing  especially  when  lying  down  a  result  of  an  increase  m  body  fluids  or  fluid  around  the  heart.  Worsening  of,  or  new 
onset  ot  angma  pectoris 

When  ROGAINE  Topical  Solution  is  used  on  normal  skin,  very  little  minoxidil  is  absorbed  and  the  possible  ettects  attributed 
to  minoxidil  tablets  are  not  expected  with  Ihe  use  of  ROGAINE  If,  however,  you  experience  any  of  the  possible  side  effects 
listed  distontinue  use  of  ROGAINE  and  consult  your  doctor  Presumably,  such  effects  would  be  most  likely  it  greater 
absorption  occurred  e  g  because  ROGAINE  was  used  on  damaged  or  inflamed  skm  or  in  greater  than  recommended 
amounts 

In  animal  studies  minoxidil  in  doses  higher  than  would  be  obtained  from  topical  use  in  people  has  caused  important  heart 
structure  damage  This  kind  ot  damage  has  not  been  seen  in  humans  given  minoxidil  tablets  for  high  blood  pressure  at  ellective 

doses 

What  factors  may  Increase  Ihe  risk  of  serious  side  effects  with  ROGAINE? 

Individuals  with  known  or  suspected  underlying  coronary  artery  disease  or  the  presence  Ol  or  predisposition  lo  heart  failure 
would  be  at  particular  nsk  if  systemic  effects  (that  is  increased  hearl  rale  or  fluid  releniion)  ot  minoxidil  were  to  occur 
Physicians  and  patients  with  ihese  kinds  ol  underlying  diseases,  should  be  conscious  of  the  potential  nsk  ol  treatment  if  they 
choose  10  use  ROGAINE 

ROGAINE  should  be  applied  only  to  the  scalp  and  should  nol  be  used  on  other  parts  o)  the  body,  because  absorption  of 
mmoiidii  may  be  increased  and  the  risk  ot  side  effects  may  become  greater  You  should  not  use  ROGAINE  if  your  scalp  becomes 
irritated  or  is  sunburned  and  you  should  nol  use  it  along  with  other  topical  Irealment  medication  on  your  scalp 
Can  men  with  high  blood  pressure  use  ROGAINE? 

Individuals  with  hypertension  including  those  under  treatment  with  antihypertensive  agents,  can  use  ROGAINE  but  should 
be  mominreil  closely  by  iheir  docior  Patients  taking  guanethidme  lor  high  blood  pressure  should  not  use  ROGAINE 
Should  any  precautions  be  followed? 

Individuals  usmg  ROGAINE  should  be  moniiored  by  their  physician  one  month  atler  starting  ROGAINE  and  at  leasl  every  six 
months  atterw.ird  Discontinue  ROGAINE  if  systemic  ettects  occur 

Do  nol  use  it  m  coniunction  with  other  topical  agents  such  as  corticosteroids  retinoids  and  petrolatum  or  agents  thai 
enhance  percutaneous  absorption  ROGAINE  is  lor  topical  use  only  Each  mL  contains  20  mg  minoxidil  and  accidental  ingestion 
could  cause  adverse  syslemic  effects 

No  carcmogemciiy  was  found  with  topical  application  ROGAINE  should  not  be  used  by  pregnant  women  or  by  nursmg 
mothers  The  effects  on  labor  and  delivery  are  not  known  Pediatric  use  Satety  and  effectiveness  has  not  been  eslabhshed 
under  age  18 

Caution  Federal  law  protiibiis  dispensing  without  a  prescription  You  musi  see  a  doctor  to  receive  a  prescription 
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but  he  grew  frustrated,  according 
Akst,  because  bankers  wouldn't  len 
money  to  a  young,  unproven  prospec 
His  dreams  of  wealth  and  fame  stymiei 
Minkow  turned  to  loan  sharks.  He  the 
.  started  billing  credit-card  customers  fc 
jobs  that  were  never  done  to  repay  th| 
loans  and  buy  fast  cars. 

Akst's  account  of  the  machination 
Minkow  used  to  keep  the  fraud  froi 
falling  apart  is  the  best  part  of  the  bool 
Accountants  who  wanted  to  see  proof  c 
ZZZZ  Best's  work  were  shown  phony  jo 
sites — buildings  Minkow  rented  for 
month — where  ZZZZ  Best  materials  wer 
strewn  about  as  props.  Minkow  talke 
his  way  out  of  more  than  one  questioi 
able  incident.  He  stole  and  cashed  ban 
drafts,  for  example,  then  persuaded  hi 
banker  not  to  press  charges. 

The  way  Minkow  threw  money  aroun 
may  have  reassured  many.  When  th 
Softball  team  he  coached  needed  a  ne\ 
playing  field,  he  paid  $20,000  for  a  fiel 
complete  with  "Dodger  dirt" — the  sam 
stuff  used  in  Dodger  Stadium.  He  pai 
employees  as  much  as  $200  a  game  t 
root  for  the  team.  Twice,  Akst  writes 
Minkow  resolved  quarrels  with  his  livt 
in  girlfriend  by  buying  her  a  luxury  cai 

Beneath  the  slick  exterior,  as  Aks 
tells  it,  lurked  a  crass  man — Minkov 
was  given  to  fondling  himself  durin 
business  meetings — and  a  thug.  Whe! 
some  of  his  few  real  customers  corr 
plained  about  zzzz  Best's  work,  Minkov 
cronies,  including  a  neo-Nazi,  beat  ther 
up.  Still,  though  Minkow's  relationshi; 
with  a  reputed  racketeer  was  wel 
known,  law  enforcement  agencies  inves 
tigated  only  after  Akst  wrote  an  articl 
in  May,  1987,  revealing  the  credit-can 
overcharges.  By  then,  zzzz  Best  was  pre 
paring  to  buy  Sears,  Roebuck  &  Co.' 
home-cleaning  licensee — using  junl 
bonds  raised  by  Drexel  Burnham  Lara 
bert  Inc. 

Wonder  Boy  is  wonderful  reading — ; 
fast-paced  account  of  an  outrageous  sto 
ry.  It's  far  superior  to  the  tale  spun  b; 
freelance  writer  Joe  Domanick  in  Fak 
ing  It  In  America:  Barry  Minkow  am 
the  Great  ZZZZ  Best  Scam.  Where  Aks 
is  obsessed  with  laying  Minkow  bare 
Domanick  seems  content  to  recount  th< 
facts.  Since  the  conclusion  is  foregone 
Domanick's  dry  retelling  doesn't  hok 
much  interest. 

And  what  of  Minkow,  now  serving  ; 
25-year  term  for  securities  fraud?  Thes 
days  he's  a  born-again  preacher,  as  au 
dacious  as  ever.  For  Christmas,  1988,  he 
penned  a  card  to  the  lawyers  who  prose 
cuted  him.  The  message:  "Remembering 
you  is  one  of  the  season's  special  joys.' 

BY  KEVIN  KELn 
ZZZZ  Best  was  the  first  story  Kelly  coverec 
for  BUSIXESS  WEEK. 
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OKI'-^^^'^  '^OO  is  for  everyone  who  ever  wanted 
their  own  personal  laser  but  didn't  love  the  prices. 
This  small  wonder  stands  less  than  six  inches  tall, 
stores  up  to  200  sheets,  is  HP  compatible,  has  17 
fonts,  prints  memos  to  spreadsheets  at  four  pages 
per  minute  and  carries  on  the  tradition  of  Okidata 
tank-tough™  reliability.  But  what  makes  this  little 
beauty  really  attractive  is  its  price . . .  under  $1400. 

Call  im^-OKIDATA  for  the  dealer  nearest  you. 


17  fonB  with  4  rypetaces. 

512K  memory  expandable  to  2.5MB. 

4  ppm.  HP  11  emulation. 


OKIiATCW  400 
—  S-lk. 
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Application  for  Employment 


Prospective  employees  will  rec 
because  of  race,  creed,  color. 


CORNERSTONE 

Corp. 


Last  Name 

Street  Address 

p 

Citv,  State,  Zip 

E 

R 

Have  you  ever  ap| 

S 

Position  Desired? 

0 

N 

Apart  from  absenc 

A 

□  Yes     □  No 

L 

Are  you  legally  elic 

Other  special  traini 

How  did  you  learn 

Stafford  Kissell  &Paulsworth 


Dear  Jonathan, 

"How  are  you  gonna  keep  'em  down  on  the  farm  after 
they've  seen  Paree?" 

Enclosed  is  an  application  lor  employment  with  a  solid, 
little  company  called  Cornerstone.  They've  heen  looking  tor 
a  "heavy"  with  mtemational  accounting  experience  to  run  the 
show.  The  pay  and  the  perks  are  great.  .\nA,  oh  yeah,  their 
office  is  in  Paris  .  you  kno«,  France. 

This  could  be  the  opportunity  you're  looking  for  It's  a 
young,  aggressive  group.  And,  if  all  works  out,  I'll  have  a 
friend  in  Paris.  N'esi  pas? 

Any  interest? 


OKIIWA 

an  OKI  AMERICA  company 


We  put  business  on  pap 


OKIDATA  IS  .)  ret;istered  trademark  of  Olci  Amenca,  Inc  .  Maique  deposee  de 
Oki  Amencj.  Inc  OlCILASER™is  a  rrjdemark  ut  Oki  Elecmc  Industr>'  Ca  Ltd 
HP  IS  A  registered  trademark  ot  Hewlett-f^katd  Company. 
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conomic  Viewpoinf 


BUSH'S  SOCIAL 
SECURITY  'FIX': 
NEW  MATH  MEETS 
NEWSPEAK 


BY  ALAN  S.  BLINDER 


The  President's  proposed 
Social  Security  Integrity 
&  Debt  Reduction  Fund 
would  create  a  new 
accounting  fiction 
that's  even  worse  than 
the  one  we  have  now 


ALAN  S  BLINDER  IS  THE  GORDON  S  RENTSCHLER 
MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON  AND 
THE  AUTHOR  OF  HARD  HEADS.  SOFT  HEARTS 


Why  do  Republican  Administra- 
tions try  to  defy  the  laws  of 
arithmetic?  The  early  Reagan 
Administration  wanted  to  reduce  the 
budget  deficit  by  lowering  taxes.  We  all 
know  what  happened.  Now,  the  Bush 
economic  team  is  offering  an  equally  re- 
markable mathematical  innovation. 

The  President's  economic  advisers  tell 
us  that  the  Social  Security  Integrity  & 
Debt  Reduction  Fund  (SSIDRF)  will  "both 
balance  the  budget  and  reduce  the  na- 
tional debt."  Come  again?  Reduce  the 
national  debt  by  running  a  balanced  bud- 
get? Surely,  that  is  as  nifty  a  combina- 
tion of  the  new  math  and  newspeak  as 
you  are  likely  to  find. 

Reading  these  words  sent  me  scurry- 
ing to  the  introductory  economics  text- 
book I  co-authored  in  1979,  now  in  its 
fourth  edition.  There,  just  as  I  feared, 
was  the  offending  sentence:  "Budget 
deficits  raise  the  national  debt  while 
budget  surpluses  lower  it."  Students  are 
invited  to  draw  the  inference  that  a  bal- 
anced budget  leaves  the  national  debt 
unchanged.  Have  I  led  them  astray  all 
these  years?  Has  my  book  been  ren- 
dered obsolete  by  some  startling  new 
discovery? 

PLAYING  WITH  NUMBERS.  To  Start  on  an 
answer,  we  must  go  back  to  the  Social 
Security  Trust  Fund,  whose  integrity  is 
at  issue.  Many  people  think  of  it  as  a 
kind  of  bank  account  into  which  they 
make  "deposits"  while  they  work  so  as 
to  be  able  to  make  "withdrawals"  when 
they  retire.  Nothing  could  be  further 
from  the  truth.  In  fact,  the  fund  is  an 
accounting  fiction.  Most  payroll  taxes 
are  used  immediately  to  pay  benefits  to 
retirees.  The  rest — the  vaunted  Social 
Security  surplus — is  invested  by  law  in 
U.  S.  government  securities.  And  that's 
where  the  accounting  fiction  comes  in. 

Suppose,  as  is  roughly  true  at  present, 
the  government  runs  a  $150  billion  over- 
all deficit  comprised  of  a  $50  billion  sur- 
plus in  Social  Security  and  a  $200  billion 
deficit  in  the  rest  of  the  budget.  The 
Treasury  Dept.  issues  $200  billion  in  new 
bonds.  But  the  Social  Security  trust  fund 
buys  $50  billion  of  them,  which  amounts 
to  one  branch  of  the  government  lending 
to  another.  Only  $150  billion  must  be 
sold  to  private  investors.  This  is  the 
truth  behind  the  claim  that  Social  Securi- 
ty is  now  being  used  to  fund  part  of  the 
non-Social  Security  chunk  of  the  budget. 

Both  Budget  Director  Richard  Dar- 
man  and  Senator  Daniel  P.  Moynihan  (D- 
N.  Y.)  object  to  this  practice.  But  there  is 
a  good  reason  for  it.  If  we  insist  on 
matching  taxes  to  benefits  year  by  year, 
as  Senator  Moynihan  wants,  the  graying 
of  the  American  population  will  require 
much  higher  payroll-tax  rates  in  the 
next  century.  Rather  than  let  that  hap- 


pen. Congress  decided  in  1983  to  run 
surpluses  in  Social  Security  during, 
roughly,  the  years  1985-2010  and  then  to 
"spend"  the  accumulation  by  running 
Social  Security  deficits  in  subsequent 
years.  Legally,  that  meant  that  the  So- 
cial Security  trust  fund  would  first  rise 
enormously  and  then  fall  even  more. 
Economically,  it  meant  that  Social  Secu- 
rity would  swallow  up  much  or  all  of  the 
national  debt. 

And  what  would  the  proposed  integri- 
ty fund  do?  Until  fiscal  year  1993,  noth- 
ing. Then,  the  Administration  wants  to 
begin  newspeaking  by  calling  some  So- 
cial Security  tax  receipts  "outlays." 

Outlays?  Yes:  A  portion  of  the  Social 
Security  surplus  will  be  "paid"  into  the 
SSIDRF,  a  new  accounting  fiction,  which 
would  use  the  funds  to  buy  government 
securities.  Sound  familiar?  It  should, 
since  it's  precisely  what  the  Social  Secu- 
rity trust  fund  does.  So  let's  be  clear: 
The  SSIDRF  will  give  Social  Security  no 
more  integrity  than  it  has  right  now. 

If  it  does  neither  harm  nor  good,  why 
do  I  oppose  it?  First,  it  looks  and  smells 
like  a  deliberate  attempt  to  gull  the  pub- 
lic. I  find  that  offensive. 

Second,  it  sets  a  dangerous  precedent. 
Will  we  change  our  budget  concepts — 
even  to  the  point  of  calling  a  receipt  an 
outlay — whenever  it  is  politically  expedi- 
ent to  do  so?  Big  Brother  declared  that 
good  is  bad;  Mr.  Darman  wants  to  de- 
clare a  surplus  budget  balanced.  If  we 
can  do  that,  then  surely  we  can  declare  a 
deficit  budget  to  be  balanced  as  well. 
Indeed,  the  curious  logic  of  the  SSIDRF 
dictates  that  we  do  just  that  when  Social 
Security  surpluses  give  way  to  deficits 
in  the  next  century. 

STARVE  THE  STARVING?  Third,  the  plan 
includes  new  Gramm-Rudman  legislation 
that  would  mandate  annual  budget  sur- 
pluses (called  balanced  budgets  in  new- 
speak) starting  in  1993.  Specifically,  the 
surplus  for  each  year  would  have  to  be 
equal  to  a  portion  (rising  to  100%  by 
1996)  of  the  Social  Security  sui-plus  we 
now  project. 

There  is  nothing  inherently  wrong 
with  budget  surpluses.  But  why  should 
the  non-Social  Security  part  of  the  bud- 
get be  balanced?  That  wasn't  the  histor- 
ic norm  before  Reagan.  In  fact,  a  deficit 
of  l%-2%  of  the  gross  national  product 
was  typical.  (It's  now  3%-3y2%  of  GNP.) 
And  why  should  we  starve  our  emaciat- 
ed public  sector  to  pay  off  the  national 
debt?  To  promise  this  is  both  unwise  and 
not  credible  in  a  representative  democra- 
cy. And  why  perpetuate  the  manifold 
defects  of  Gramm-Rudman  I  and  11? 

We  elected  George  Bush,  not  George 
Orwell.  Let's  follow  Gramm-Rudman  to 
1993  and  be  done  with  it — and  leave 
SSIDRF  on  the  cutting-room  floor.  11 
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can  reach  more  of 
the  world  by  UPS  than 
you  can  by  telephone. 


All  the  telephone  cable  on 
earth  can't  connect  you  with  as 
many  people  as  UPS  can. 

Fact  is,UPS  International 
Air  service  now  reaches  nearly 
four  billion  persons  worldwide. 

That's  more  than  double  the 
number  that  can  be  reached  by 
phone.  And  a  rather  powerful 
demonstration  of  UPS's  inter- 
national capabilities. 

Today,  175  different  coun- 


f  f 


■■/-  i 

tries  and  territories  are  served 
by  UPS.  With  Electronic  Cus- 
toms Pre-Alert  to  speed  your 
delivery  over  international  bor- 
ders. Computerized  tracking  for 
quicker  inquiry  response.  And 
never  a  surcharge  for  those  out- 
of-the-way  places. 

(After  all,  Ponape  or  Mau- 
ritius may  be  out  or  the  way  for 
some,  but  not  for  UPS.) 

Perhaps  most  impressive  of 


all,  our  efficiency  enables  us  to 
provide  this  unusually  high  level 
of  service  for  prices  which  are 
usually  lower  than  what  other 
companies  charge. 

So  if  you've  got  to  reach 
someone  somewhere 
else,  by  all  means,  pick 
up  the  phone. 
And  call  UPS. 
run  the  tightest  ship  in 
the  shipping  business. 


AIG  Issues  Forum 


Whyreformingourlia 
America  is  to  succeel 


Excessive  liabilih  awards  make  it  tough 
for  u.s.  companies  to  compete. 

We  are  a  compassionate  society.  We  want  to 
compensate  those  who  have  suffered. 

But  when  our  courts  expand  traditional  con- 
cepts of  liability,  causing  detendants  to  pay 
excessive  compensation,  we're  adding  to  the  costs 
we  all  pay  for  goods  and  services.  We  re  encourag- 
ing companies  to  stop  research  and  development 
on  new  products.  And  we  re  even  making  it  harder 
for  U.S.  companies  to  compete  overseas. 

Paying  A  HIDDEN  TAX. 

In  reality  the  American  system  of  liability  has 
become  the  source  of  a  hidden  tax  on  our 
economy-a  tax  that  can  account  for  as  much  as 
50%  of  the  price  paid  for  a  product. 

What's  worse,  it  has  been  estimated  that  this 
hidden  tax  amounts  to  $80  billion  a  year-a  sum 
equal  to  the  combined  profits  of  the  nation's  200 
largest  corporations. 

Our  economic  competitors  legal  systems  do  not 
encourage  litigation  to  the  extent  we  do.  Consider, 
for  example,  that  there  are  30  times  more  lawsuits 
per  capita  in  the  U.S.  than  in  Japan. 

Is  It  any  wonder  that  America  is  having  a  tough 
time  competing  in  oxerseas  markets-' 

UnCERTAINH  STIFLES  ENTERPRISE. 

The  unpredictability  of  our  liability  system  is 
also  enorm.ously  costly  to  American  competitiveness. 
For  example,  in  a  recent  survey  of  CEO's,  the  Con- 
ference Board  found  that  worry  about  potential 
liability  lawsuits  caused  47%  of  hrms  surveyed  to 
discontinue  one  or  more  product  lines.  In  addi- 
tion, 25%  stopped  certain  product  research  and 
development,  and  39%  decided  against  introduc- 


ing a  new  product.  Meanwhile,  our  overseas 
competitors  continue  to  research  and  develop  new 
products  at  an  ever- increasing  pace. 

Are  we  controlling  risks 
OR  increasing  them? 

when  we  give  a  drunk  dru'er  the  right  to  sue  an 
automaker  or  highway  engineer  for  a  million  dollars 
after  a  crash,  are  we  controlling  risk? 

Or  just  encouraging  risky  and  careless  behavior? 

If  you  are  a  manufacturer,  you  can  be  sued  even 
if  your  product  has  state-of-the-art  safety 
features.  Even  if  your  customer  misused  it  against 
your  instructions.  Even  if  the  risks  of  misuse 
were  obvious. 

When  fear  of  lawsuits  causes  physicians  to  limit 
servaces  to  patients-or  worse,  abandon  their  prac- 


system  is  essential  if 
1  overseas  markets. 


tice  akogefher-lack  of  adequate  medical  treatment 
means  greater  risks  for  everyone. 

Is  this  controlUng  risk  or  increasmg  it? 

Its  an  unhealthy  and  dangerous  situation  that 
needs  correcting. 

We  must  reform  our  "deep  pockets" 

APPROACH  TO  LIABILin. 

Specifically  we  need  to  change  our  approach 
and  base  liability  suits  on  fault. 

Our  current  system  often  encourages  the  frivolous 
suing  of  those  with  the  ability  to  pay-m  other 
words,  those  with  "deep  pockets."  But  does  it  make 
sense  to  hold  such  parties  entirely  liable,  even  if 
they  were  only  minimally  at  fault? 

A  more  RATIONAL  APPROACH. 

Those  who  suffer  economic  losses  because 
of  another  party's  negligence  should  be  fairly  reim- 
bursed. No  one  could  argue  with  this  principle. 
There  should  also  be  just  compensation  for  pain 
and  suffering  resulting  from  real  and  severe 
injuries. 

But  can  we  afford  to  continue  a  system  that 
encourages  litigation  and  financial  judgements 
bearing  little  direct  relationship  to  fault  or  to  the 
actual  cost  of  injuries  suffered? 

Clearly  a  better  approach  is  needed. 

Congress  HAS  A  ROLE. 

Legislation  providing  a  uniform  product  liability 
standard  would  allow  American  companies  to 
compete  without  the  burdens  of  excessive  liability 
risks.  And  this  would  unclog  the  courts  and  put 
American  business  in  a  stronger  position  as 
barriers  to  international  trade  and  investment  fall. 

There  is  proposed  legislation  before  Congress 


dealing  with  these  issues.  A  solution  to  the  liability 
crisis  IS  vital  to  American  competitiveness,  and 
Congress  can  play  a  role  in  restoring  the  right 
balance. 

So  DO  THE  COURTS. 

When  all  is  said  and  done,  our  courts  are  the 
interpreters  of  our  laws  and  our  values.  Its 
our  values  as  a  society  that  count,  especially  as 
reflected  in  the  courts  and  individual  jury 
decisions. 

Together  our  legislative  and  judicial  branches 
must  recognize  the  damage  being  done  to 
American  competitiveness  from  the  current  lia- 
bility system.  And  help  America  restore  the 
proper  balance. 

Why  is  AIG  running  ads  like  this? 

AIG  (Aiiier-Kan  Inta'natwnal  Graip)  is  tlie  largest 
ufideywrita-  of  cmmieraal  Mid  uidustrxal  insurm-ice  in 
Anwiica,  and  t]\c  leading  U.S. -based  inta-natmal 
insurance  organizatioii. 

Since  we  deal  mry  day  with  issues  affecting  tlie 
future  of  die  wtrld  eccnmny,  its  understandable  that  we 
champion  rejoi  m  designed  to  straigtlien  Ama  ican 
businesss  competitive  stance  in  gbbal  marlrts. 

Pa'haps  yadl  want  to  kq)  tly:  hall  rolling  by  con- 
tacting your  elected  officials-judges  and  kgislators- 
with  your  own  views. 

Or  if  ym  piefer,  write  M.R.  Greaiba'g,  Chairman, 
AIG,  70  Pine  Street,  New  Yoi-k,  NY  10270. 


MG 


World  leaders  in  insurance 
and  financial  services. 
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conomic  Trends 


BY  GENE  KORETZ 


REBUILDING  THE 
E^ST  BlOC  MAY  COST 
THE  U.S.  DEARLY 


The  potential  implications  of  Eastern 
European  economic  developments 
for  U.  S.  and  global  financial  markets 
"are  mind-boggling,"  declares  economist 
David  D.  Hale  of  Kemper  Financial  Ser- 
vices Inc.  In  the  1970s,  Hale  notes,  the 
world's  major  banks  lent  more  than  $400 
billion  to  Latin  America  and  $100  billion 
to  Eastern  Europe.  And  in  the  1980s,  the 
U.  S.  was  able  to  borrow  more  than  $1 
trillion  externally,  in  large  part  because 
lending  to  developing  countries  col- 
lapsed, and  other  industrial  nations  pur- 
sued restrictive  economic  policies. 

In  the  1990s,  however,  as  Germany's 
reunification  goes  forward,  it  will  be 
Eastern  Europe's  turn  for  big  borrowing 
and  direct  investment — at  a  time  when 
Western  Europe  and  Japan  are  likely  to 
pursue  more  expansionary  policies.  Hale 
thinks  that  East  Germany  alone  could 
absorb  as  much  as  $600  billion  in  bor- 
rowing and  government  transfers  by  the 
mid  1990s  and  that  Hungary,  Poland, 
and  Czechoslovakia  could  also  absorb 
several  hundred  billion  dollars. 

Thus,  if  a  large  share  of  the  surplus 
savings  of  Western  Europe  and  Japan  is 
invested  in  Eastern  Europe,  the  U.  S. 
will  have  to  accept  higher  interest  rates 
to  attract  foreign  capital.  "The  economic 
costs  of  rebuilding  Eastern  Europe," 
concludes  Hale,  "suggest  that  U.  S.  bond 
yields  are  unlikely  to  drop  below  7.5% 
during  the  next  few  years,  unless  the 
world  economy  is  much  weaker  than 
now  seems  likely." 


JOB  GROWTH 
ISN'T  HITTING  ON 
ALL  CYLINDERS 


Iotwithstanding  January's  respect- 
able 275,000  rise  in  payroll  jobs  (a 
number  inflated  by  seasonal  factors), 
employment  growth  may  be  headed  for 
a  sharp  slowdown.  That's  the  view  of 
Columbia  University's  Center  for  Inter- 
national Business  Cycle  Research,  which 
reports  that  its  leading  employment  in- 
dex in  January  indicated  that  the  unem- 
ployment rate  is  likely  to  average  half  a 
percentage  point  higher  than  its  current 
level  during  the  next  six  months.  Such  a 
rise,  adds  the  center,  is  "sufficient  to 
signal  the  start  of  a  recesssion." 

A  mild  recession  is  already  afflicting 
New  England.  Regional  employment  ac- 


tually fell  by  2,300  during  1989.  And  job- 
less rates  at  last  count  were  above  year- 
ago  levels  not  only  in  the  Northeast  but 
also  in  states  as  diverse  as  Florida, 
Georgia,  Minnesota,  Montana,  Ohio, 
South  Carolina,  and  Wisconsin. 

One  leading  indicator  of  waning  job 
gains,  observes  economist  Edward  S. 
Hyman  Jr.  of  C.  J.  Lawrence,  Morgan 
Grenfell  Inc.,  is  weakening  productivity 
(chart).  "When  output  falls  during  a 
slowdown,"  he  explains,  "productivity 
suffers  and  labor  costs  rise,  causing  em- 
ployers to  lay  off  workers  and  limit  new 
hiring."  Based  on  last  year's  disappoint- 
ing 0.67f  increase  in  productivity,  Hyman 
sees  only  lackluster  job  growth  ahead. 

Meanwhile,  Dan  Lacey  of  Cleveland's 


SLOWING  PRODUCTIVITY 
SPELLS  WEAK  JOB  GAINS 
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Lacey  &  Co.,  which  tracks  employment 
trends,  reports  that  permanent  staff  re- 
ductions are  accelerating.  Cuts  an- 
nounced by  major  corporations  rose 
from  19,950  in  the  first  half  of  1989  to 
91,355  in  the  second  half.  And  in  Janu- 
ary of  this  year,  they  hit  62,362 — more 
than  in  the  first  three  quarters  of  1989. 
"White-collar  workers  are  taking  the 
brunt  of  the  carnage,"  says  Lacey. 


LAYOFFS  THAT  COST 
WORKERS  ONLY 
PART  OF  THEIR  JOBS 


Is  there  a  way  of  avoiding  temporary 
layoffs  during  market  slowdowns? 
The  question  is  important  because  lay- 
offs usually  entail  long-run  costs 
through  worker  attrition,  lower  em- 
ployee morale  and  productivity,  and  the 
need  to  retrain  old  workers  and  hire  new 
ones  when  business  turns  up.  Moreover, 
as  the  most  recent  hires,  minorities  and 
women  often  suffer  disproportionately 
when  payrolls  are  cut. 
One  idea  that  seems  to  be  catching  on 


is  the  use  of  unemployment  insurance  i 
supplement  voluntary  work  sharing.  Un 
der  the  scheme,  a  company  that  needs  t< 
lay  off  20%  of  its  work  force  because  o 
a  drop  in  demand  can  opt  to  reduce  ev 
eryone's  hours  by  20%-  instead,  with  job 
less  insurance  offsetting  much  of  th( 
lost  pay.  In  essence,  workers  put  in  . 
four-day  week  and  receive  unemplo\ 
ment  checks  for  the  fifth  day.  In  sonn 
cases,  the  downtime  can  be  used  for  w 
training  and  acquiring  new  skills. 

Short-time  compensation,  as  th< 
scheme  is  known,  is  not  new.  It  has  bet-i 
used  in  West  Germany  and  other  Euro 
pean  countries  for  decades.  But  it  is  nou 
catching  fire  on  this  side  of  the  Atlantic 
Canada  adopted  the  idea  in  1980,  am 
similar  laws  have  been  passed  in  a  dozt  i 
states  over  the  past  decade  or  so— iti 
eluding  California,  Oregon,  Arizon;i 
Texas,  Maryland,  and  New  York. 

One  employer  favoring  the  policy  is 
Motorola  Inc.  The  company  implemented 
work  sharing  and  short-term  compensa- 
tion in  several  of  its  plants  in  Arizona  in 
1982  and  1983.  Not  only  did  its  workers 
react  positively,  but  a  study  by  research- 
ers at  Arizona  State  University  conclud- 
ed that  the  company  itself  had  saved  at 
least  $975,000  while  preventing  522  em 
ployees  from  being  laid  off. 

With  Celeste  Whittnker  in  New  York 


THE  DOLLAR'S  SLIDE 
PROBABLY  WON'T 
SEND  PRICES  SKYWARD 


Fears  of  an  inflationary  flare-up  re 
suiting  from  the  dollar's  depreciation 
since  mid-1989  are  exaggerated,  argues 
economist  Richard  B.  Berner  of  Salomon 
Brothers  Inc.  For  one  thing,  Berner 
notes  that  slowing  domestic  demand  and 
lower  operating  rates  in  U.  S.  factories 
have  intensified  the  scramble  for  U.  S. 
market  share  among  domestic  and  for- 
eign producers.  And  since  foreign  pro- 
ducers will  often  accept  lower  profit 
margins  in  order  to  maintain  their  mar 
ket  shares,  their  reluctance  to  lift  prices 
will  temper  the  price-raising  inclinations 
of  their  U.  S.  competitors. 

Moreover,  although  the  dollar  has  de- 
clined against  European  currencies,  it 
has  been  rising  steadily  against  Asian 
ones,  particularly  the  Japanese  yen, 
since  late  1988.  As  a  result,  Asian  ex- 
ports to  the  U.  S.  are  now  50%  higher 
than  exports  from  nations  in  the  Europe- 
an Monetary  System,  and  Asian  goods 
are  the  price  leaders  in  many  U.  S.  mar- 
kets. "Only  if  Asian  currencies  were  to 
appreciate  dramatically  against  the  dol- 
lar," concludes  Berner,  "would  import 
prices  be  likely  to  rise  significantly."  B 
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ECONOMIC  TREND' 


Want  to  retire  someday? 
Here's  food  for  thought: 


That'll  be  $131.20,  please. 


9^ 


Inflation  can  eat  into  your  savings  fast. 

That's  why  it's  wise  to  prepare  for  retirement  now. . . 
by  investing  in  a  fund  with  proven  ability  to  grow 
faster  than  inflation. 

Today  thousands  and  thousands  of  Americans  are 
saving  for  retirement  by  investing  in  the  Franklin 
Income  Fund.  It's  easy  to  understand  why. 

If  you  had  invested  $10,000  in  the  Franklin  Income 
Fund  on  January  2,  1975,  your  investment  would 
have  been  worth  $84,281  on  December  31,  1989  — 
a  growth  in  value  of  742%  over  15  years. t  During 


tDividends  totalling  $58,5 1 5  were  reinvested  at  the  offering 
price.  Capital  gains  distributions  of  $10,964  were  rein- 
vested at  net  asset  value.  No  adjustment  has  been  made 
for  taxes.  The  total  investment  cost  was  $68,515.  The 
average  annual  total  returns  for  the  I,  5,  and  10  year 
periods  ended  December  31,  1989,  were  7.49%,  11.40%, 
and  13.90%,  respectively.  Investment  return  and  principal 
value  will  fluctuate  so  that  your  shares,  when  redeemed, 
may  be  worth  more  or  less  than  their  original  cost.  Past 
performance  cannot  guarantee  future  results. 


Address . 


City/ State/ Zip  . 


the  same  period  the  Consumer  Price  Index 
increased  just  143%. 

Set  the  table  for  your  retirement  today  —  by 
investing  in  the  Franklin  Income  Fund! 


Franklin  Distributors,  Inc.  bwk90 
777  Mariners  Island  Blvd. 
San  Mateo,  CA  94404-1585 

YES!  1  would  like  to  improve  my  ability  to  save  for  my 
retirement.  Please  send  me  a  free  prospectus  containing  more 
complete  information  on  the  Franklin  Income  Fund,  including 
charges  and  expenses.  1  will  read  it  carefully  before  1  invest  or 
send  money. 

□  1  am  currently  a  Franklin  shareholder. 


Name  . 


1-800-Dial  Ben  Ext.426 
F  R  A  Nl  %  i  I  N) 

Member  $40  Billion  Franklin  Group  of  Funds 
^  1 
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THE  FOREIGN  POLICY  ASSOCIATION 


Present 


THE  FUTURE  OF  WORLD  TELECOMMUNICATIONS 
AND  INFORMATION  TECHNOLOGY 

National  Sovereigntij  and  the  Role  of  the  Corporation 
in  the  Global  Information  Age 


MAY  2-3,  1990 
McGRAW-HILL 
WORLD  HEADQUARTERS 
NEW  YORK  CITY 

Since  its  inception,  tele- 
connmunications  has  lived 
under  the  close  scrutiny 
of  government  Today,  in 
country  after  country,  the 
government/telecommuni- 
cations linkage  is  weak- 
ening Rapidly  changing 
technology  and  the  compet- 
itive imperatives  of  global 
enterprise  are  forcing  corpo- 
rations to  make  maximum 
use  of  the  potential  of 
telecommunications  and 
information  technology 
leading  governments  toward 
adoption  of  more  liberal 
telecommunications  and 
data  flow  regulations 


More  than  any  other 
business  symposium  of 
1990,  THE  FUTURE  OF 
WORLD  TELECOMMUNICA- 
TIONS will  be  a  meeting  at 
the  leading  edge  of  change- 
a  "must"  meeting  for  any 
senior  executive  concerned 
with  the  use  of  international 
computer  networks  and  the 
flow  of  data,  capital,  or 
information  of  any  kind 

This  unusual  symposium 
will  explore  how  the  gover- 
nance of  international 
telecommunications  will 
impact  the  global  competi- 
tiveness of  corporations 


I 


Leading  figures  of  the  international  telecommunications  world  will  be  present,  including 


The  Hon.  Brian  Carsberg 

Director  General,  Office  of  Telecommunications,  United  Kingdom 

William  Colby 

former  Director,  US  Central  Intelligence  Agency  (ClAj 

john  Eger 

3rmer  Telecommunications  Advisor  to  Presidents  Nixon  and  Ford 

Dr.  Craig  Fields 

Director  Advanced  Research  Proiects  Agency 
U  S  Department  of  Defense 

Romulo  Y.  Furtado 

Director-General,  Ministry  of  Communication,  Brazil 


Dr.  john  Gibbons 

Director  Office  of  Technology  Assessment,  United  States  Congress 

Leonard  Marks 

Former  Director  United  States  Information  Agency  (USIA) 

lanice  Obuchowski 

U  S  Assistant  Secretary  of  Commerce  and  Director  National 
Telecommunications  and  information  Administration  (NTIA) 

Christian  Schwartz-Shilling 

Minister  PTT,  West  Germany 

Albert  Sikes 

Chairman,  US  Federal  Communications  Commission  (FCC) 


Pekka  Tarjanne 

Secretary-General,  International  Telecommunications  Union 


ITU) 


issues  for  discussion  will  include 

■  Global  Telecommunications  and  Information  Strategies  for  Multinational  Corporations 

■  New  Forces  Affecting  International  Telecommunications  Law  and  Policy 

■  The  American  Agenda  in  International  Telecommunications  and  Information  Technology 

For  Details,  Call  (800)  448-3495  or  (212)  512-4930  or  write:  Marissa  Le\7,  Registrar,  Business  Week 
Executive  Programs,  1221  Avenue  of  the  Americas,  36th  Floor,  New  York,  NY  10020 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


f  HE  RING  OF  CASH  REGISTERS 

IS  SCARING  RECESSION  AWAY— FOR  NOW 


1 


WHERE  RETAIL 
SALES  LOOK  SOLID 


EXCLUDING  AUTOS 


J  L_]  I  I  I  I  1  I  I  1_ 


JAN. '89 
A  BILLIONS  OF  DOLLARS 


JAN. '90 


DATA:  COMMERCE  DEPT. 


f  you're  worried  that  the  economic  slowdown  is  turn- 
ing into  a  recession,  you  can  breathe  a  little  easier. 
The  economy  still  faces  tough  going  in  early  1990, 
lut  the  outlook  has  improved  in  some  key  areas. 

Consumers  showed  in  January  that  they  are  still  a 
•ositive  force  in  the  expansion.  Retail  sales  posted  a 
olid  gain,  even  excluding  the  rebound  in  auto  sales.  And 
he  pickup  in  car  buying  has  helped  Detroit  dig  itself  out 
if  its  inventory  problem.  That's  important  because  man- 
ifacturing  accounts  for  most  of  the  economy's  sluggish- 
less,  and  the  weakness  in  the  factory  sector  is  concen- 
rated  in  autos  and  related  industries. 

For  an  added  boost,  the  re- 
cent runup  in  long-term  interest 
rates  was  stemmed — and  partly 
reversed — by  the  successful 
February  auction  of  $30  billion 
in  U.  S.  Treasury  securities, 
which  the  credit  markets 
snapped  up  with  surprising  ea- 
gerness. The  decline  in  long- 
term  rates  eases  concerns  about 
further  deterioration  in  housing, 
autos,  and  other  durable  goods. 
The  improving  tone  of  the  bond  market  also  gives  the 
'ederal  Reserve  Board  more  room  to  ease  monetary 
'Olicy,  if  conditions  warrant  such  a  move.  Pushing  down 
hort-term  interest  rates  while  the  bond  market  was 
inking  would  have  fueled  inflation  fears  and  sent  long- 
arm  rates  even  higher.  Now,  the  Fed  has  more  flexibili- 
y  to  accommodate  economic  growth.  That's  crucial  for 
onsumers  to  maintain  their  vital  role  in  the  expansion. 

A  WARM  Clearly,  the  decade  of  the  consumer  is 
JANUARY  over.  Job  and  income  growth  have 
HEATS  UP  slowed,  and  so  has  spending.  Households 
HOUSING  .^YQ  ^igQ  saving  more.  But  this  doesn't 
aean  that  the  expansion  is  dying.  Consumers  are  still 
pending  at  a  pace  that  will  support  the  economy. 

Retail  sales  jumped  I.&/0  in  January,  to  $146.4  billion, 
(trong  car  sales  boosted  the  gain,  as  buyers  jumped  at 
)etroit's  latest  incentives.  Domestically  made  cars  sold 
,t  an  annual  rate  of  7.5  million  in  January,  up  from  6.5 
fiillion  in  December.  But  even  without  autos,  sales  rose 
,  solid  0.6%,  continuing  a  healthy  uptrend  (chart). 

Sales  of  nonauto  durable  goods,  such  as  building  ma- 
erials  and  furniture,  were  especially  strong  in  January, 
tut  that  reflected  a  weather-related  rebound  in  sales  of 
lome  goods.  December's  cold  snap  depressed  housing, 
lUt  an  unusually  warm  January  gave  it  a  big  lift. 


Sales  rose  only  0.3%  in  the  nondurables  sector,  but 
they  were  held  back  by  a  0.7%-  drop  at  apparel  stores 
following  a  1.3%-  decrease  in  December.  However,  the 
weakness  in  apparel  sales  was  probably  caused  by  heavy 
price  discounting.  Those  declines  seem  inconsistent  with 
the  solid  performance  of  sales  at  department  stores, 
which  jumped  2%o  in  January  after  a  1%-  advance  in 
December.  Department  store  sales  at  the  beginning  of 
1990  stood  6.5%  ahead  of  January,  1989. 

Consumers  seemed  increas- 
ingly willing  to  use  their  charge 
cards  during  the  Christmas  sea- 
son. In  December,  they  bor- 
rowed $4.9  billion  more  than 
they  paid  off,  up  from  $4.6  bil- 
lion in  November.  During  the 
fourth  quarter,  gains  in  credit 
averaged  $4.2  billion  per  month, 
up  sharply  from  $1.2  billion  per 
month  in  the  third  quarter. 
A  $4.1  billion  jump  in  revolv- 


CREDIT  CARDS  FUEL 
CONSUMER  DEBT 


monthly  growth  in 
installment  credit 

□  other 

□  revolving 


SEPT,  00.  NOV  DEC 
▲  BILLIONS  OF  DOLLARS 

DATA:  FEDERAL  RESERVE  BOARD 


ing  credit,  mostly  credit  cards,  accounted  for  nearly  all 
of  the  December  increase  (chart).  The  government's 
numbers  do  not  say  whether  the  increase  resulted  from 
new  borrowing  or  a  slowdown  in  repayments,  but  given 
the  broad  strength  in  January  retail  sales,  consumers  did 
not  seem  overly  burdened  by  their  holiday  debts. 

CAR  LOTS       The  auto-led  surge  in  retail  sales  last 
START  TO       month  sets  consumer  spending  off  to  a 
CLEAR  OUT     strong  start  in  the  first  quarter,  particu- 
ATLAST        i^^jy  compared  with  the  weak  fourth- 
quarter  showing.  The  month's  gain  lifted  retail  sales  at 
an  annual  rate  of  nearly  7%-  above  the  fourth-quarter 
total.  Nonauto  sales  stood  almost  5%'  higher.  So  consum- 
er spending  is  shaping  up  as  a  plus  for  first-quarter 
growth  in  real  gross  national  product. 

But  the  cars  that  are  boosting  first-quarter  spending 
were  produced  in  earlier  months.  That  will  show  up  as  a 
drawdown  of  inventories,  which  will  offset  much  of  the 
spending  gain  and  limit  the  quarter's  growth  in  GNP. 

Weak  car  buying  accounted  for  most  of  last  quarter's 
slump  in  consumer  spending.  By  the  end  of  December, 
cars  on  dealers'  lots  had  ballooned  to  a  91-day  supply — 
far  above  the  desirable  65-day  level.  Combined  with  mas- 
sive cuts  in  auto  output,  to  an  annual  rate  of  only  4 
m.illion  in  January,  the  month's  sales  gain  reduced  the 
supply  of  unsold  cars  to  only  70  days.  Those  production 
cuts  will  eat  into  first-quarter  GNP. 
On  the  bright  side,  Detroit  plans  to  make  cars  at  an 
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annual  rate  of  about  6  million  in  February  and  March.  So 
if  sales  hold  above  that  pace,  inventories  will  shrink 
further,  setting  the  stage  for  a  rebound  in  auto  produc- 
tion in  the  second  quarter.  The  signs  look  good.  Sales  in 
early  February  came  in  at  a  7.2-million  pace. 

The  drop  in  unsold  cars  is  part  of  a  broader  inventory 
adjustment  in  response  to  last  year's  slowdown  in  de- 
mand. In  December,  stock  levels  in  manufacturing  and 
in  wholesale  and  retail  trade  fell  0.2%,  to  $795.2  billion, 
even  though  sales  were  unchanged  at  $522.5  billion. 
Manufacturing  accounted  for  most  of  the  liquidation. 


The  slowdown  in  manufacturing  contin- 
ues to  keep  the  lid  on  inflation  in  the 
economy's  goods-producing  sector.  In 
January,  producer  prices  shot  up  by 


FOOD  AND 
ENERGY 
BOOST 
INFLATION 

1.8%^ — their  biggest  gain  in  SV2  years.  However,  the 
spike  was  the  result  of  sharp  increases  in  food  and 
energy  costs.  The  chill  that  swept  through  most  of  the 
U.  S.  in  December  cut  supplies  of  heating  oil  and  dam- 
aged many  fruit  and  vegetable  crops  in  the  South. 

The  costs  of  both  commodities  will  likely  edge  down  in 
coming  months,  given  the  mild  weather  in  January  and 
early  February.  Already,  the  price  of  crude  oil  on  spot 
markets  has  come  down  after  soaring  in  December  and 
January.  The  price  for  West  Texas  intermediate  crude 
oil,  for  example,  has  fallen  almost  $2  since  hitting  $23.65 
per  barrel  in  mid-January  (chart). 

Since  the  runup  in  crude  oil  prices  extended  well  into 
last  month,  February's  prices  of  refined  petroleum  prod- 
ucts probably  didn't  retreat  that  much  from  their  Janu- 
ary highs.  But  as  the  current  decline  in  oil  prices  contin- 
ues, fuel  costs  should  drop  even  more  in  March. 

Further  into  the  decade,  however,  oil  is  a  worry  in  the 
inflation  outlook.  Domestic  production  in  1989  stood  at 
its  lowest  rate  in  26  years,  and  the  U.  S.  is  now  as 
dependent  on  imported  oil  as  it  was  in  1979.  That  makes 
it  more  vulnerable  to  the  whims  of  foreign  producers 


and  enhances  OPEC's  ability  to  dominate  world  oil  prices 
For  other  goods,  the  inflation  rate  has  slowed  modest 
ly.  In  January,  the  cost  of  finished  goods,  excluding  fooi 
and  energy,  edged  up  just  0.1%.  Part  of  the  reason  fci 
last  month's  small  gain:  Tobacco  and  new-car  prices  fel , 
back  after  posting  hefty  gains  in  December.  j 
Since  October,  prices  of  goods  other  than  food  an(i 
energy  have  risen  at  an  annual  rate  of  3.3%,  an  improve 
ment  from  the  4.3%  pace  of  the  previous  three  months 
The  slowdown  is  evident  in  both  consumer  and  capital 
goods.  That  reflects  not  only  lackluster  demand  but  alsci 
increased  competition  from  foreign  producers.  i 
Will  price  changes  at  the  producer  level  slow  muchi 
more  this  year?  That  seems  unlikely,  unless  the  slump  in 
manufacturing  gets  worse.  Granted,  price  pressures  art 
waning  in  the  earlier  stages  of  processing,  and  that  will 
keep  prices  of  finished  goods  from  accelerating.  Ovn 
the  past  year,  the  cost  of  crude  materials,  excluding  foo<l 
and  energy,  has  fallen  5.8%'.  And  the  prices  of  nonfood,: 
nonfuel  intermediate  goods  are  basically  flat. 

However,  companies  must 
still  contend  with  labor  costs 
that  are  rising  steadily — about 
4%'  a  year — and  with  an  almost 
desperate  need  to  boost  profits. 
Those  factors  make  producers 
resistant  to  pressures  to  trim 
prices.  And  that  squeezes  retail- 
ers. During  the  past  year, 
wholesale  prices  of  consumer 
goods,  excluding  food  and  ener- 
gy, rose  approximately  4'7<.  But 


OIL  PRICES  RECEDE 
AFTER  A  RUNUP 


▲  DOLURS  Pitt  BARREL 

DATA:  ORI/McGRAW-Hlli 


the  retail  prices  of  those  goods  increased  only  2.7%. 

So  while  inflation  doesn't  seem  likely  to  accelerate  in 
1990,  it  probably  won't  decline  either.  That  presents  poli 
cymakers  at  the  Fed  with  a  dilemma:  If  they  are  serious 
about  cutting  inflation,  they  have  to  prevent  the  manu- 
facturing sector  from  mounting  a  strong  recovery. 


THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX 


Wednesday,  Feb.  21,  8:30  a.m. 
Most  economists  estimate  that  consumer 
prices  soared  by  1%  in  January.  That's 
indicated  by  the  already  reported  jumps 
in  food  and  energy  prices  at  the  whole- 
sale level.  However,  these  gains  are  ex- 
pected to  reverse  themselves  in  the  next 
few  months.  Moreover,  in  January,  they 
were  partially  offset  by  declines  in  the 
costs  of  new  cars  and  tobacco  products. 
Consumer  prices  rose  by  a  modest  0.4% 
in  both  November  and  December. 

INITIAL  UNEMPLOYMENT  CLAIMS 


Th  ursday,  Feb.  22,  8:.J0  a.tn. 
New  claims  for  state  unemployment  in- 
surance benefits  probably  stood  at  an 


annual  rate  of  35.5,000  for  the  week  end- 
ed Feb.  10,  slightly  below  their  368,000 
pace  during  the  week  ended  Jan.  27. 
Claims  have  been  filed  at  a  relatively 
high  rate  since  November,  reflecting  the 
growing  joblessness  in  certain  regions 
and  industries  across  the  U.  S. 

EXPORT  AND  IMPORT  PRICES  

Thursday,  Feb.  22,  10  a.m. 
The  Commerce  Dept.  has  been  releasing 
monthly  data  on  import  and  export 
prices  since  mid-1989  in  addition  to  its 
quarterly  indexes.  But  the  report  for 
January  will  interest  economists  because 
later  this  year,  these  indexes  will  be 
used  to  calculate  a  price-adjusted  month- 
ly merchandise-trade  balance.  A  real 
trade  deficit  will  give  forecasters  a  bet- 


ter idea  of  how  the  foreign  sector  is 
affecting  U.  S.  economic  growth.  For  the 
three  months  ended  in  December,  import 
prices  rose  1.2%,  led  by  higher  foreign 
oil  prices.  Export  prices  fell  0.1%,  reflect- 
ing a  drop  in  the  cost  of  food. 

FEDERAL  BUDGET 


Thursday,  Feb.  22,  2  p.m. 
The  U.  S.  government  will  likely  report  a 
$5  billion  surplus  for  January,  compared 
with  a  $2.8  billion  surplus  posted  a  year 
earlier.  Receipts  were  probably  boosted 
by  the  $5  billion  raised  in  the  Resolution 
Funding  Corp.  bond  auction.  These 
funds,  earmarked  for  the  thrift  bailout, 
probably  were  not  spent  by  the  end  of 
the  month,  and  that  extra  cash  helped  to 
lift  the  federal  budget  into  the  black. 
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ing  for  retirement 
is  too  important 


^to  leave  to  chance. 


Will  you  be  able  to  afford  the  things  you  love 
to  do  once  you  retire?  It's  a  question  a  lot  of 
people  are  asking  today. 

That's  why  we  offer  an  entire  family  of 
mutual  funds  that  make  it  easy  to  stick  with  a 
regular  investment  program.  The  initial  deposit 
can  be  as  low  as  $500,  with  additional  deposits 
as  small  as  $25.  You  also  have  the  option  of 
automatic  deposit  to  really  help  your  money 
accumulate. 

We've  put  together  a  Retirement  Planning 
Guide  that  can  help  you  calculate  your  future 
retirement  income,  and  show  you  how  much 
more  you  may  need.  For  a  free  copy,  call  or  mail 
our  coupon  today.  Because  if  you  spend  a  Uttle 
time  planning  now,  you  can  look  forward  to 
spending  your  retirement  any  way  you  want  to. 

Real  life,  real  answers." 


I  I 
FREE  RETIREMENT  PLANNING  GUIDE 

FROM  THE  JOHN  HANCOCK 
FAMILY  OF  MUTUAL  FUNDS: 

1-800-845-3636 


inancial 

John  Hancock  Distributors,  Inc  Boston,  MA  021 17 


Yes,  I'd  like  a  free  Retirement  Planning  Guide 
and  Family  of  Mutual  Funds  Brochure. 


Name 


Address 


City  State  Zip 

Mail  to: 

John  Hancock  Distributors,  Inc.,  P.O.  Box  308 
Mt.  Olive.  NJ  07828. 

For  more  complete  information  about  John  Hancock  Mutual 
Funds,  including  charges  and  expenses,  send  for  a  free 
prospectus  from  John  Hancock  Distributors,  Inc.  at  the 
above  address.  Read  it  carefully  before  you  invest  or 
I  sendmoney^  2j_2ej 

Stockbrokers  please  call  1-800-225-6020  for  more  information. 
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Joseph  became 
the  man  with 
only  bad  news  ; 


The  junk  market  will 
contract,  the  power  of 
commercial  banks 
will  grow,  and  there 
will  be  pressure 
to  regulate  the 
markets — but  the 
economic  impact  of 
DrexeVs  collapse 
will  be  minimal 


The  news  came  shortly  after 
10:30  a.m.  on  Feb.  "l3.  In 
Drexel  Burnham  Lambert  Inc. 
offices  all  around  the  world, 
staff  had  assembled  to  hear  an 
announcement  from  New  York  head- 
quarters. Some  40  minutes  had  passed 
since  Drexel  stopped  all  trading  activi- 
ties. Everyone  was  edgy.  Finally  the 
grave,  mono  tonal  voice  of  Frederick  H. 
Joseph,  Drexel's  embattled  chief  execu- 
tive, came  over  the  in-house  squawk 
box.  No  rescue  was  in  sight,  he  told 
employees.  The  board  would  soon  meet 
to  consider  a  bankruptcy  filing  for 
Drexel  Burnham  Lambert  Group  Inc., 
the  parent  company.  "It  was  like  a  bullet 
through  the  head,"  says  an  associate  in 
Drexel's  Beverly  Hills  office.  Several 
employees  there  started  to  cry. 

Late  that  night,  the  firm  filed  for 
Chapter  11  bankruptcy  reorganization  in 
federal  court  in  New  York.  And  so  end- 
ed an  era — for  Drexel's  fall  deals  a  sym- 
bolic coup  de  grace  to  something  far 
greater  than  just  one  Wall  Street  firm. 

When  Drexel's  most  famous  son,  Mi- 
chael R.  Milken,  breathed  life  into  what 
had  been  the  subterranean  financial 
province  of  the  bonds  of  poorly  perform- 
ing "fallen  angel"  companies,  he  created 
a  massive  market  that  eventually  sur- 
passed $200  billion  in  size.  In  so  doing, 
he  transformed  a  mediocre  investment 
bank  into  a  Wall  Street  colossus.  From 
his  Beverly  Hills  base,  Milken  found 
funding  for  a  new  class  of  entrepre- 
neurs and  financial  engineers,  spurring 
a  torrent  of  takeovers  that  restructured 
Corporate  America. 

He  also  spawned  a  whole  new  way  of 
corporate  thinking,  forcing  managers  to 


rediscover  the  power  of  leverage  and  to 
look  hard  at  underused  assets.  By  expos- 
ing entrenched  managers  to  the  threat 
of  raids,  he  helped  bring  about  a  more 
competitive  America.  He  made  Drexel 
the  most  prosperous  firm  on  the  Street, 
and  many  raiders  and  investors  rich.  But 
he  also  helped  turn  the  1980s  into  an  era 
of  excess.  Some  companies  weakened 
themselves  by  taking  on  too  much  debt 
merely  to  avoid  a  takeover.  Many  of  the 
consequences  of  overleverage  are  still  to 
be  suffered. 

CHAIN  REACTION.  Milken's  forced  depar- 
ture in  late  1988,  following  his  indict- 
ment for  securities  fraud,  set  in  motion 
a  chain  of  events  that  has  finally  slain 
Drexel.  Without  Milken,  confidence  in 
junk  evaporated.  Scores  of  junk  deals 
went  sour.  Eventually,  the  downward 
spiral  devalued  the  collateral  that 
backed  Drexel's  credit  lines,  forcing  the 
firm's  hand.  Though  largely  symbolic — 
Drexel  had  long  since  lost  market  share 
and  clout  in  dealmaking,  underwriting, 
and  market-making — the  bankruptcy  ac- 
tion will  reverberate  far  beyond  Drexel. 

In  the  markets,  Drexel's  grave  trou- 
bles had  already  been  discounted.  Stocks 
took  the  fall  in  stride.  The  Dow  Jones 
industrial  average  even  gained  4.96 
points  on  Feb.  13,  signaling  no  need  for 
either  panic  or  a  bailout  by  the  federal 
government.  The  junk-bond  market, 
where  the  ripple  effect  will  be  deepest, 
suffered  more.  Most  issues  lost  value 
immediately,  though  some  later  recov- 
ered. Until  Drexel's  own  inventory  of 
junk  is  sold,  their  outlook  will  stay  un- 
settled. But,  says  one  top  investment 
banker,  "the  market  is  permanently  im- 
paired and  it  will  be  downsized"  (page 
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42).  Certainly,  Drexel's  once  unchal- 
lengeable power  over  the  market  will  be 
spread  among  several  firms. 

At  least  temporarily,  an  already  slow 
deal  market  will  cool.  Heavy  investors  in 
junk  may  be  imperiled,  with  a  few  shaky 
thrifts  possibly  pushed  into  the  arms  of 
federal  bailout  experts.  Some  insurance 
companies,  though  safe  in  the  short 
term,  could  eventually  face  trouble 
meeting  promised  payouts  if  liquidity 
problems  in  junk  continue  for  a  long 
time.  Small  entrepreneurs  may  have  to 
seek  funding  from  more  traditional 
sources  such  as  private  placements  and 
from  commercial  banks. 
'BUCCANEERS.'  Meanwhile,  Drexel's  fall 
will  likely  intensify  the  desire  by  corpo- 
rations to  unwind  the  leverage  they've 
built  over  the  past  decade.  Their  change 
of  heart  is  ill-timed,  though:  Banks  and 
Wall  Street  firms  are  getting  more  con- 
servative, capital  markets  are  pickier, 
and  restructuring  debt  is  tougher. 

While  many  Wall  Street  rivals  rejoiced 
at  Drexel's  comeuppance,  they,  too,  will 
pay  a  price.  They're  likely  to  be  held  to 
tougher  credit  standards  and  probably 
will  have  to  fend  off  calls  for  tighter 
federal  regulation.  Because  the  Street's 
moves  into  junk  bonds  and  merchant 
banking  have  run  into  such  trouble,  pow- 
er will  shift  to  commercial  banks.  "This 
indicates  to  me  that  the  securities  firms 
have  lost  their  preeminence  in  the  finan- 
cial markets,"  says  economist  Henry 
Kaufman.  "This  is  the  cost  of  being  fi- 


nancial buccaneers.  The  momentum  to 
universal  banking  is  continuing,  and  this 
will  eventually  increase  the  power  base 
of  the  commercial  banks." 

The  overall  economic  impact,  however, 
will  be  minimal — except  for  some  dislo- 
cations in  New  York,  where  most  of 
Drexel's  5,300  employees  are  based. 
Some  creditors — largely  banks  and  in- 
surance companies — will  also  feel  the 
pinch.  But  at  worst,  says  economist  Paul 
McCracken,  j)rofessor  emeritus  at  the 
University  of  Michigan,  "[this]  will  be 
another  nudge"  among  many  pushing 
the  overall  economy  into  a  slowdown. 
Even  that  effect  may  be  offset.  Kauf- 
man, for  one,  believes  the  specter  of  fi- 
nancial constraints  may  push  the  Feder- 
al Reserve  Bank  "to  be  more 
accommodating  and  ease  up.  It  would  be 
the  correct  thing  to  do." 

As  for  Drexel,  the  firm  that  Harvard 
Professor  Samuel  Hayes  HI  says  "grew 
too  fast,  grew  too  narrowly,  and  cut  too 
many  corners,"  it  appears  to  be  finished. 
Drexel  may  have  filed  for  bankruptcy 
reorganization,  but  it  is  headed  for  liqui- 
dation. "Fve  never  heard  of  a  securities 
company  that  went  into  Chapter  11  and 
came  out,"  says  John  K.  Castle,  chair- 
man of  Castle  Harlan  Inc.,  a  buyout 
firm,  and  former  head  of  Donaldson, 
Lufkin  &  Jenrette  Securities  Corp. 
"Bankruptcy  is  death.  No  one  is  willing 
to  trade  with  them." 

Ironically,  that's  precisely  what  Jo- 
seph thought  he  had  escaped  in  Decem- 


ber, 1988.  By  pleading  guilty  to  six  felo 
ny  counts  of  securities  fraud,  paying  £ 
$650  million  fine,  and  abandoning  Milker 
to  his  own  defense,  Joseph  avoided  pros 
ecution  under  the  Racketeer-Influencec 
&  Corrupt  Organizations  Act.  RICC 
charges  would  have  let  the  governmeni 
tie  up  Drexel's  assets,  precipitating  £ 
liquidity  crisis.  By  sacrificing  Milken,  Jo 
seph  thought  he  had  bought  survival  foi 
Drexel's  other  employees. 

Instead,  Joseph  discovered  that  Drex 
el's  stock-in-trade,  the  junk  market,  de 
pended  on  Milken — at  least  psychologi 
cally.  Like  an  impresario  staging  £ 
Wagner  opera,  Milken  had  tirelesslj 
worked  the  controls  of  a  vast  network  oi 
junk-bond  issuers  and  buyers.  When  MC 
Telecommunications,  McCaw  Cellular 
Communications,  and  other  fledgling 
companies  needed  funds  denied  them  by 
established  credit  markets,  Milken  was 
there.  He  was  there,  too,  when  T.  Boone 
Pickens  Jr.,  Ronald  0.  Perelman,  anc 
other  raiders  needed  financing  for  their 
hostile  takeover  bids. 
CHARM  BOY.  Ruling  with  an  iron  grip 
Milken  engaged  in  many  practices  that, 
at  the  very  least,  skirted  the  boundaries 
of  ethical  practice:  self-dealing  among 
various  Drexel  entities  and  clients,  gen- 
eration of  deals  to  collect  fees,  and  put- 
ting companies  in  play  in  hopes  ol 
mounting  their  defense.  He  also  foisted 
dubious  deals  on  network  members — 
usually  with  a  promise  to  make  things 
up  to  them  down  the  road.  But  Milken 
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A'as  the  ultimate  charismatic  salesman. 
iVith  careful  tendirif^,  and  by  enrichinjr 
•nany  people,  he  built  loyalty  amonj;  his 
followers.  Underpinning  his  junk  empire 
A^as  the  guurunlee  that  he — and 
Drexel — would  always  be  there  to  sup- 
port the  market. 

Drexel's  troubles  started  in  198(), 
ffhen  one  of  its  bankers,  Dennis  B.  Le- 
nne,  pleaded  guilty  to  insider  trading, 
fie  fingered  arbitrageur  Ivan  F.  Boesky, 
vho  turned  state's  evidence  against  Mil- 
cen  and  Drexel.  The  probe  took  two 
/■ears,  but  U.  S.  Attorney  Rudolph  W. 
jiuliani  eventually  filed  a  98-count  in- 
iictment  against  Milken.  Even  now,  it's 
)eing  expanded  to  include  new  charges. 
>0ETIC  JUSTICE.  For  a  time,  Drexel  car- 
ried on.  Significantly,  last  year  it  co- 
nanaged  the  issuance  of  $4  billion  in 
)onds  to  fund  the  LBO  of  R.JR  Nabisco 
.nc. — the  largest-ever  junk  issue.  But 
vith  its  franchise  being  whittled  away 
)y  competition  from  Merrill  Lynch,  First 
Boston,  and  Goldman  Sachs,  Drexel  also 
nade  compromises  (charts).  In  some 
;ases,  sources  say,  Drexel  lowered  its 
leal  standards.  To  complete  the  transac- 
;ions,  Drexel  had  to  swallow  significant 
)ositions  in  deals  such  as  West  Point- 
i*epperell.  Paramount  Petroleum,  and 
flesorts  International — three  companies 
;hat  are  now  very  troubled.  As  more 
lighly  leveraged  companies  hit  rough 
veather,  Drexel  found  it  more  and  more 
lifficult  to  prop  up  the  junk  market. 

In  retrospect,  the  beginning  of  the  end 
)robably  came  last  spring,  when  Drexel 
'ailed  to  rescue  one  of  its  premier  deals: 
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THE  JUNK 
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a  high-flying  financial  services  company 
called  Integrated  Resources  Inc.  Inte- 
grated had  made  its  mark  selling  real 
estate  tax  shelters.  When  tax  reform 
halted  that  business  in  1986,  Integrated 
diversified,  with  funds  provided  by  junk. 
But  instead  of  finding  a  new  source  of 
profits.  Integrated  racked  up  heavy 
losses.  Early  last  June,  Drexel  could  no 
longer  roll  over  $40  million  of  Integrat- 
ed's  commercial  paper.  Rather  than  buy 
it  for  its  own  account,  or  fashion  some 
other  Milken-style  rescue,  Drexel  let  In- 
tegrated default  on  $1  billion  worth  of 
debt — horrifying  investors  who  had  al- 
ways depended  on  Drexel's  guarantee. 
In  a  bit  of  poetic  justice,  Integrated  filed 
for  bankruptcy  the  same  day  as  Drexel. 

Ever  since,  Drexel's  own  woes  have 
mounted,  compounded  by  the  troubles  of 


bankrupt  companies  such  as  Hillsbor- 
ough Holdings  and  the  U.  S.  units  Of 
Campeau  Corp.,  and  by  problems  at  ma- 
jor junk  investors  such  as  First  Execu- 
tive Corp.  (page  41).  Its  own  portfolio 
sank  in  value,  and  when  Standard  & 
Poor's  Corp.  downgraded  its  debt  in  De- 
cember, Drexel's  cost  of  funding  rose. 

By  early  February,  Drexel  was  in 
deep  trouble.  Like  Integrated,  it  could 
no  longer  roll  over  its  commercial  paper. 
To  redeem  it,  Drexel  furiously  trans- 
ferred capital  held  in  excess  of  federal 
rules  by  its  broker-dealer  subsidiary  to 
the  accounts  of  the  parent  company. 
When  regulators  decided  Drexel  went 
too  far,  they  forbade  further  transfers. 
NO  DEAL.  Facing  more  than  $100  million 
in  obligations  due  on  Feb.  13,  Drexel 
frantically  sought  bank  financing.  A 
group  of  lenders  led  by  Citibank  met  on 
Feb.  12  to  consider  extending  short-term 
credit.  Drexel  had  asked  for  $500  mil- 
lion— $150  million  for  the  holding  compa- 
ny and  $350  million  for  the  broker-deal- 
er. But  the  banks  balked,  turned  off  by 
Drexel's  proposed  collateral — a  portfolio 
of  junk  bonds,  private  placements,  and 
oil  and  gas  limited  partnerships.  "It  was 
an  eclectic  collection  of  illiquid  securi- 
ties," said  one  banker.  In  the  absence  of 
any  major  arm-twisting  by  federal  regu- 
lators, bleary-eyed  bankers  turned  down 
Drexel  and  went  home  around  midnight. 

Drexel  had  already  searched  far  and 
wide  for  a  merger  partner  or  an  investor 
who  would  inject  capital,  only  to  come 
up  dry.  No  rival  securities  firm  was  will- 
ing to  rally  around  and  help  ease  the 


jne,  1986,  trouble  is 
.S.  Attorney  Rudolph 
f,  li  gets  Drexel  exec 
Levine  to  admit  to 
trading.  He,  in  turn, 
Drexel  client  Ivan 
,  who  pleads  guilty 


B  Though  Drexel  helps  pull 
ofF  the  huge  deal  For  RJR 
Nabisco,  the  firm  shrinks  as 
business  declines.  Amid  a 
cash  crunch,  Drexel  on  Feb. 
13  decides  to  file  for  bank- 
ruptcy protection 
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liquidity  cruncFi  at  such  a  reviled  com- 
petitor. Nor  was  anyone — especially  the 
Japanese — willing  to  take  on  Drexel's 
problems.  At  least  six  potential  partners 
said  no.  As  one  insider  says:  "We're  fac- 
ing all  kinds  of  lawsuits"  related  to  Mil- 
ken's activities.  He  estimates  potential 
contingent  liabilities  at  some  $20  billion. 

Lacking  a  choice,  Joseph  went  on  the 
squawk  box,  then  headed  for  a  day-long 
board  meeting.  In  Beverly  Hills,  staffers 
were  told  they'd  be  paid  on  schedule  on 
Feb.  15  and  that  office  rent  had  been 
paid  through  March.  "Nobody  here 
thinks  there'll  be  anything  left  after 
that,"  says  a  corporate  finance  staffer. 
'IMPLODED.'  If  that  long.  Whatever  hopes 
Drexei  had  of  saving  its  broker-dealer 
subsidiary  have  been  dashed,  mainly  by 
its  surprisingly  swift  crash.  "It  just  un- 
raveled, imploded  overnight,"  says 
Thomas  A.  Revy,  managing  partner  of 
Froley,  Revy  Investment  Co.,  a  Los  An- 
geles firm  specializing  in  convertible  se- 
curities. Firms  stopped  trading  with 
Drexei  immediately,  with  no  plans  to  re- 
sume. Many  seasoned  Drexei  employees 
are  already  being  grabbed  by  rivals. 

By  Feb.  14,  Drexei  was  encouraging 
its  various  departments — equities,  com- 
modities, and  so  on — to  try  to  sell  them- 
selves. And  it  was  encouraging  its  em- 
ployees to  find  other  jobs.  No  one  was 
being  terminated,  however.  In  the  next 
several  weeks,  Drexei  admits,  it  will 
cease  operations. 

Most  Drexei  clients  contacted  by 
Bl'SINESS  WEEK  declined  to  comment  on 
tlie  price  they'll  pay  for  Drexel's  demise. 
Those  in  the  toughest  shape  include  Chi- 
cago industrialist  William  F.  Farley,  who 
must  repay  $1.75  billion  in  debt  by  April 
1.  Farley's  plans  to  find  permanent  fi- 
nancing for  his  purchase  of  West  Poinl- 
Pepperell,  as  well  as  his  proposed  sale  of 
West  Point's  Cluett,  Peabody  &  Co.  unit 
and  the  possible  auction  of  his  Fruit  of 
the  Loom  clothing  company,  all  depend- 
ed on  Drexel's  dealmaking  prowess. 

But  the  fight  has  already  begun  for 
the  good  business  that  Drexel's  38.()'' 
market  share  in  1989  junk-bond  issues 
represents.  Merrill  Lynch  &  Co.,  with  a 
97"  market  share,  has  positioned  itself 
for  exactly  this  moment.  Merrill's  two 
junk-bond  rainmakers,  Raymond  Minella 
and  Jeffrey  Berenson,  hosted  a  well-at- 
tended junk  conference  in  early  Febi'u- 
ary,  where  they  declared  their  objective: 
to  be  No.  1  in  junk.  First  Boston  Corp. 
and  Goldman,  Sachs  &  Co.  may  also 
walk  away  with  some  Drexei  customers. 

As  Gregg  A.  Jarrell,  a  former  chief 
economist  at  the  SEC  who  now  teaches 
finance  at  the  University  of  Rochester, 
predicts,  "the  junk-bond  market  is  bound 
to  recover  eventually."  But  junk's  trou- 
bles aren't  over.  For  one  thing,  thrifts 


are  still  under  regulatory  orders  to  di- 
vest their  junk  holdings  by  mid-1994. 
But  other  investors — insurance  compa- 
nies, pension  funds,  and  mutual  funds — 
say  they  are  not  abandoning  the  market 
(chart).  "We're  not  sitting  here  panick- 
ing," says  Philip  R.  Roberts,  senior  vice- 
president  for  investments  at  Aetna  Life 
&  Casualty  Co.  "We  think  it's  worth- 
while to  keep  our  hand  in  the  pot." 


HOW  DREXEL  RELIED  ON 
PEDDLING  DEBT... 


Instrument                 Dollor  amount,  1989 

Billions 

Issues 

PRIVATE  PLACEMENTS-DEBT 

$13.4 

101 

CONVERTIBLE  BONDS 

11.1 

52 

JUNK  BONDS 

9.7 

45 

ASSET-BACKED  SECURITIES 

5.3 

29 

INVESTMENT-GRADE  BONDS 

1.3 

7 

PRIVATE  PLACEMENTS-STOCK 

0.3 

15 

COMMON  STOCK 

0.5 

10 

TOTALS 

$41.6 

259 
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DREXEL 

MERRILL  LYNCH 

9.8 
8.9 

SHEARSON  LEHMAN 

8.3 
9.3 

MORGAN  STANLEY 

11 
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Even  if  the  bottom  hasn't  yet  been 
reached,  the  tide  of  sentiment  may  al- 
ready be  turning.  "Drexel's  problems 
have  been  hanging  over  the  Street  for 
the  past  couple  of  years,"  says  the  CEO 
of  a  rival  firm.  "If  this  gets  out  of  the 
way,  it  allows  the  junk-bond  business  to 
stabilize."  Some  savvy  investors  are 
moving  into  the  market.  Fidelity  Invest- 
ments' Peter  Lynch,  manager  of  the 
highly  successful  Magellan  Fund,  start- 


ed buying  junk  recently.  And  after  a] 
long  hiatus,  raider  Carl  C.  Icahn  has 
reentered  the  market.  He  has  just  pur- 
chased junk  bonds  of  Leaseway,  with  a 
$40  million  face  value,  for  20(1:  on  the 
dollar.  Says  Icahn:  "There  are  opportuni- 
ties if  purchased  selectively,  [but]  it's 
not  a  market  for  widows  and  orphans." 

Until  the  junk  market  actually  i"e- 
surges,  however,  the  megadeals  that 
junk  fueled  are  unlikely  to  resume — in- 
cluding Icahn's  own  designs  on  USX 
Corp.  In  the  deals  that  do  get  done,  con- 
servatism will  prevail.  As  Theodore  J. 
Forstmann,  a  longtime  Jeremiah  of  junk 
at  LBO  firm  Forstmann  Little  &  Co.,  puts 
it:  "I  think  this  will  signal  the  return  of 
real  money."  Meaning:  the  use  of  such 
gimmicks  as  payment-in-kind  junk  secu- 
rities, which  pay  dividends  not  in  cash 
but  in  more  junk,  is  over. 

The  attractions  of  debt,  in  general, 
will  likely  be  deflated,  too.  "People  will 
be  more  careful  about  leverage,"  says 
Albert  M.  Wojnilov/er,  First  Boston's 
chief  economist.  Many  debt-laden  compa- 
nies will  try  to  recapitalize,  aiming  for 
more  traditional  capital  structures,  with 
more  equity.  For 
45.7     others,  the  switch 
WttttKtKt  '^^y  involun 

tary.  "Lots  of 
companies  will  default  on  those  [junk] 
bonds  and  the  bondholders  will  end  up 
with  equity,"  says  turnaround  expert 
Victor  Palmieri.  "There's  going  to  be  a 
lot  of  salvage  activity  going  on."  The 
research  chief  at  a  Wall  Street  firm  says 
hundreds  of  junk-financed  companies  are 
having  trouble  in  today's  soft  economy 

Drexel's  rivals  will  want  a  piece  of  the 
salvage  business,  but  they  may  face  con- 
straints. Credit-rating  agencies  are  now 
likely  to  monitor  them  more  vigilantly. 

Washington  will  also  get  tougher  on 
Wall  Street — and  other  financial  institu- 
tions. But  it  may  yet  amend  the  law  to 
allow  commercial  banks  more  freedom 
to  compete  with  the  Street:  More  banks 
may  be  allowed  to  underwrite  corporate 
bonds  and  eventually  to  underwrite 
stock  offerings.  "The  price  they'll  pay  is 
tougher  capital  requirements  and  strict- 
er regulation,"  says  Kaufman. 

Despite  all  the  excesses,  Milken's  ini- 
tial use  of  junk  bonds  was  a  tonic  for  the 
U.  S.  economy.  The  magnifying  effect  of 
leverage  certainly  contributed  to  its 
growth.  In  the  end,  the  use  of  leverage 
was  stretched  too  far — but  not  by 
Drexei  alone.  Perhaps  Drexel's  fall  will 
help  return  junk  to  its  rightful  place  in 
corjjorate  finance — as  a  tool  for  innova- 
tive companies  and  financiers  locked  out 
of  traditional  capital  markets. 
By  Judith  H.  Dobrzynski.  with  Leah  J.  Na- 
thans and  John  Meehan.  in  New  York,  Eric 
Schine  in  Los  Angeles,  and  bureau  reports 
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rHE  AVALANCHE  OF  JUNK 
BURYING  FIRST  EXECUTIVE 


^EO  Carr  may  get  the  boot — but  its  troubled  junk  portfolio  remains 


I 


t  all  began  with  tuna  salad  in  a  vinyl- 
covered  booth  at  the  Kibbler's  res- 
taurant. From  that  dingy  diner  in 
.977,  not  far  from  Michael  R.  Milken's 
unk-bond  command  center  in  Beverly 
iills,  Fred  Carr  and  Milken  created  a 
;himmering  alliance.  Carr,  mesmerized 
)y  then  31-year-old  Milken's  spiel  about 
he  marvels  of  investing  in  junk,  saw 
ligh-yield  bonds  as  the  salvation  of  his 
learly  bankrupt  First  Executive  Corp. 
\.nd  for  more  than  a  decade  it  was:  Fu- 
;led  by  a  staggering  $41  billion  in  trades 
vith  Milken,  Carr  built  an  insurance 
)Owerhouse  resting  on  innovative  prod- 
icts  and  backed  by  high-yield  paper. 

The  alliance  is  now  in  tatters.  Milken 
s  under  indictment,  and  his  former  em- 
)loyer,  Drexel  Burnham  Lambert  Inc.,  is 
n  bankruptcy.  Carr's  days  at 
he  Los  Angeles-based  First 
Executive  also  appear  to  be 
lumbered.  Angered  by 
nounting  junk  losses  and  by 
"ears  that  Carr  will  be  drawn 
nto  Milken's  legal  problems, 
nvestors  are  clamoring  for 
lis  ouster.  First  Executive's 
imbattled  board  now  faces 
.he  tough  choice  of  riding  it 
)ut  with  a  new  chief  or  selling 
.he  company  at  fire-sale 
)rices. 

3')REG  BONDS.  On  Feb.  12,  First 
Executive  directors  rejected 
.he  only  offer  they  have  re- 
;eived  so  far,  a  highly  condi- 
ional  bid  from  the  company's 
iecond-largest  shareholder. 
Che  $6-a-share  bid,  which  ex- 
)ired  on  Feb.  7,  came  from 
Rosewood  Financial  Inc., 
vhich  invests  for  the  $1  bil- 
ion  Caroline  Hunt  trust.  An- 
)ther  bid  from  the  Dallas- 
)ased  group  is  expected,  and 
)thers  may  come  knocking. 
3ut  whoever  winds  up  with 
,he  company  will  inherit 
3arr's  legacy:  an  $8  billion 
iortfolio  of  junk — including 
,he  smelly  likes  of  securities 
ssued  by  Hillsborough  Hold- 
ngs.  Allied  Stores,  and  E-II 
Soldings — that's  more  than 
pl.4  billion  under  water. 

In  recent  weeks,  junk  has 
jet  off  a  dizzying  number  of 
;alamities  for  Carr  (table). 
Despite  earlier  boasts  that  his 


financial  acumen  would  protect  First  Ex- 
ecutive from  the  pitfalls  of  junk  invest- 
ing, the  company  in  January  took  an 
unexpected  $515  million  charge  for  junk 
losses.  It  is  also  embroiled  in  myriad 
investigations  launched  by  state  and  fed- 
eral regulators.  Its  stock  has  tumbled 
69%  since  Jan.  1,  to  around  3.  And  secu- 
rities sold  in  a  rights  offering  last  Octo- 
ber at  15  now  trade  around  3. 

Whatever  the  insurer  does,  it  had  bet- 
ter act  quickly.  The  immediate  threat  is 
an  accelerating  run  on  its  annuities  by 
policyholders  panicked  by  the  company's 
heavy  junk  holdings.  Carr  says  it  has 
$2.5  billion  in  cash  and  could  sell  other 
securities  to  cover  redemptions.  But  to 
do  that,  Carr  may  be  selling  his  best 
bonds — leaving  the  dregs.  "These  kind 


FIRST  EXEC'S  UNHAPPY  NEW  YEAR 

JAN.  4  Planned  $460  million  sale  of  New  York  insurance  unit  falls 
through  because  the  buyer  couldn't  arrange  junk  finandng 

JAN.  1 1  CEO  Fred  Carr,  under  pressure,  brings  in  former  Dean 
Witter  executive  Alan  Snyder  as  president 

JAN.  1 6  Reports  circulate  that  California  Assembly  will  investigate 
Fii'st  Exec's  junk-bond  investments 

JAN.  19  First  Exec  says  it  will  take  a  yearend  charge  of  $515  mil- 
lion for  junk-market  losses  and  predicts  a  "substantial  loss"  for  the 
year.  Even  after  the  write- 
down, its  junk-bond  port- 
folio remains  $1.4  billion 
under  water.  California  in- 
surance regulators  reject 
a  complex  repackaging  of 
junk  and  require  the  insur- 
er to  add  $110  million  to 
reserves 

JAN.  23  Moody's  cuts  its 
rating  of  First  Exec's 
claims-paying  ability  from 
upper-  to  medium-grade. 
S&P  and  A.M.  Best  soon 
follow  suit 

JAN.  25  First  Exec  Ufts 
standstill  pact  that  kept 

ICH  at  bay.  ICH  says  it  will  try  to  lead  a  buyout.  First  Exec  also  dis- 
closes SEC  probe  of  recent  write-down.  Says  policy  surrenders  are 
rising.  One  of  a  half-dozen  shareholder  class  actions  filed 

JAN.  26  Rosewood  Financial  makes  conditional  $800  million  bid 
for  First  Exec,  calls  for  Carr's  immediate  ouster 

f  EB.  7  Rosewood  offer  expires  without  response  from  First  Exec 

FEB.  1 2  First  Exec's  board  formally  rejects  Rosewood's  ofler 

FEB.  1 3  Senate  labor  subcommittee  begins  hearings  focused  on 
Fii'st  Exec's  "junk  pensions" 


MILKEN  APOSTLE  FRED  CARR 


of  franchises  are  like  fresh  fruit,"  says 
one  large  investor.  "When  they  start  to 
spoil,  they  go  quickly." 

Can  First  Executive  be  saved?  The 
company  has  an  extensive  broker  net- 
work and  $19  billion  in  assets.  But  first 
it  must  restore  enough  confidence  to  re- 
build insurance  sales  so  that  it  needn't 
liquidate  its  bonds  at  rock-bottom  prices. 
"This  is  a  company  with  valuable  assets, 
if  somebody  attempts  damage  control 
real  fast,"  says  another  shareholder. 
BEATING  THE  BUSHES.  The  ideal  solution, 
say  analysts,  would  be  a  merger  with  a 
well-respected  insurance  giant.  Kidder, 
Peabody  &  Co.,  which  faces  criticism  as 
the  insurer's  main  underwriter  on  the 
recent  $284  million  ill-fated  rights  offer- 
ing, is  rumored  to  be  beating  the  bushes 
for  a  buyer.  Kidder  won't  comment  but 
blue-chip  buyers  are  likely  to  fear  that 
the  federal  prosecutors'  probe  into  First 
Executive's  dealings  with  Drexel  and 
Milken  will  result  in  criminal  charges. 
Carr  has  said  that  he  and  his  company 
are  not  targets  of  the  probe. 

Still,  Rosewood  is  gunning  for  Carr. 
The  group's  Jan.  26  offer  called  for  his 
immediate  resignation.  The  Texans,  with 
fresh  capital  of  up  to  $575  mil- 
lion in  hand,  are  said  to  be 
planning  to  bring  in  retired 
Allstate  Insurance  Co.  Chair- 
man Donald  F.  Craib  Jr.  to 
lend  credibility  to  First  Execu- 
tive's tarnished  image. 

Carr's  rapid  fall  from  grace 
at  First  Executive  should  sur- 
prise no  one  who  recalls  his 
track  record.  A  gunslinging 
money  manager  of  the  Enter- 
prise Fund,  Carr  left  the  go- 
go  mutual  fund  in  1968.  A 
year  later  a  falling  stock  mar- 
ket slashed  the  fund's  value. 
Even  in  the  staid  insurance 
business,  Carr  made  a  splash. 
"He  couldn't  just  be  aver- 
age," says  one  longtime  insur- 
ance analyst.  "Fred  had  to 
thumb  his  nose  at  the  indus- 
try— show  them  that  every- 
one else  in  the  insurance  in- 
dustry for  the  last  150  years 
was  brain-dead." 

The  same  bravado  that  led 
Carr  to  Milken  may  now  be 
the  insurance  chief's  down- 
fall. These  days,  the  only  way 
to  begin  to  appease  his  share- 
holders is  to  give  Carr  the 
boot.  However,  "it's  gone  way 
beyond  whether  Fred  is  a 
good  guy  or  a  bad  guy,"  says 
one  investor.  With  junk  prices 
still  soggy.  First  Executive's 
portfolio  troubles  will  be 
harder  to  get  rid  of  than  Carr. 

By  Kathleen  Kenmn  in  Los 
Ayigeles 
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Commentary/by  Chris  Welles 


SO  lOHG,  SORCERY.  HELIO,  SANITY 


The  junk  bond  market,  at  least  as 
we  have  come  to  know  it,  is  dead. 
For  the  past  half-dozen  years,  it 
has  been  a  creature  less  of  rational 
financial  precepts  than  of  wishful 
thinking,  artful  promotion,  and,  above 
all,  illusion  and  magic.  Instead  of  free 
interaction  of  buyers  and  sellers,  the 
market  was  ruled  tightly  by  sorcer- 
ers— Michael  Milken  and  his  appren- 
tices at  Drexel  Burnham  Lam- 
bert Inc.  The  magic  began  to 
fade  last  year  when  several  big 
junk  deals  fell  apart.  Now,  with 
Milken  facing  a  new  federal  in- 
dictment and  Drexel  in  bank- 
ruptcy court,  most  of  the  sor- 
cery has  vanished.  As  with  the 
demise  of  power  and  illusion  in 
Eastern  Europe,  the  fallout 
may  be  messy.  Portfolios  and 
balance  sheets  bloated  with 
junk  face  continuing  blood- 
letting. 

FIXER.  Yet  the  end  of  the 

Drexel/Milken  era  is  basically 
good  for  the  beleaguered  junk 
market:  a  return  to  reality,  to 
logic,  to  sanity.  Surely,  junk  un- 
der Drexel  had  salutary  effects. 
In  enabling  raiders  to  launch 
bids  against  major  corporations, 
it  stirred  ossified  managements 
to  take  needed  reforms.  Too  of- 
ten, though,  junk  was  used  to 
grease  deals  whose  chief  justifi- 
cation was  the  availability  of  fi- 
nancing and  the  avarice  of  the 
financiers.  After  Drexel,  the 
junk  market  will  likely  revert  to 
its  roots  as  an  effective  way  for 


emerging  or  speculative  companies  to 
gain  access  to  long-term  credit.  The 
market  will  be  smaller,  less  visible,  and 
much  less  exciting. 

It  will  certainly  lack  Milken-style 
wizardry.  To  foster  junk's  use  in  take- 
over financing  and  promote  active  trad- 
ing in  securities  that  are  inherently 
risky  and  illiquid,  he  functioned  as  a 
kind  of  junk  Federal  Reserve,  the  fixer 
of  last  resort.  Using  billions  of  Drexel 
capital  and  his  famous  network  of  junk 
buyer-cronies,  he  more  or  less  con- 
trolled prices  and,  when  Drexel  deals 
faltered,  found  ways  to  avoid  defaults. 
He  created  the  illusion  that  the  market 
was  almost  as  safe  and  liquid  as  high- 
grade  corporate  debt.  To  many  in  the 
investment  business,   Milken   had  a 


larger-than-life  image  as  a  wizard  ca- 
pable of  wondrous  feats  of  financial 
alchemy. 

Milken's  forced  departure  from 
Drexel  in  December,  1988,  was  a  se- 
vere psychological  blow  at  a  time  when 
the  market,  groaning  under  the  weight 
of  precariously  leveraged  deals,  was 
headed  for  a  fall.  Drexel  was  unable  to 
move  into  the  breach.  Its  capital  was 


badly  depleted  by  slumping  junk  prices 
and  its  $650  million  fine  to  settle  Secu- 
rities &  Exchange  Commission 
charges.  The  firm  pulled  back  sharply 
from  secondary  trading  and  did  little  to 
rescue  imperiled  Drexel  deals.  No  oth- 
er firm  on  the  Street  is  even  close  to 
assuming  Drexel's  or  Milken's  role. 
Nobody  is  in  charge  any  more. 

Vestiges  of  illusion  persist.  Though 
he  was  the  chief  architect  of  the  over- 
leveraged  '80s  and  is  the  target  of  a  98- 
count  indictment,  Milken  has  been  less 
tarnished  by  recent  events  than  might 
be  expected.  "He  is  still  in  some  ways 
a  charmed  figure,"  notes  James  Grant, 
editor  of  a  newsletter  that  has  long 
warned  about  the  evils  of  junk  financ- 
ing. "A  lot  of  people  still  think  his  ar- 


mor is  undented."  It  is  widely  believed 
that  if  Milken  had  remained  at  Drexel 
he  would  have  forestalled  or  at  least 
greatly  mitigated  last  year's  junk  col- 
lapse. "He  would  have  seen  it  coming 
and  done  something  about  it,"  says  a 
former  Drexel  client.  And  he  never,  it 
is  argued,  would  have  let  such  Drexel 
clients  as  Integrated  Resources  de- 
fault. Even  today,  true  believers  yearn 
for  Milken's  return. 

This  what-iffing,  of  course,  is 
unprovable.  Yet  a  good  case  can 
be  made  that  Milken  could  have 
done  little  to  forestall  the  mas- 
sive forces  behind  the  junk  de- 
bacle. His  actual  power  over  the 
market,  as  distinguished  from 
his  perceived  power,  had  been 
declining  since  the  mid-1980s. 
His  ring  of  takeover  clients, 
such  as  T.  Boone  Pickens  Jr. 
and  Saul  P.  Steinberg,  was 
eclipsed  by  established  corpo- 
rate players.  His  network  of 
loyal  junk  buyers  became 
dwarfed  by  hordes  of  new  in- 
vestors over  whom  he  had  little 
control.  By  the  beginning  of 
last  year,  the  elaborate  appara- 
tus by  which  Milken  kept  order 
had  been  largely  dismantled. 
SOUR  DEALS.  Milken  may  still  be 
a  financial  genius.  But  the  Mil- 
ken-as-savior  notion,  says  Paul 
Kelly,  president  of  Peers  &  Co., 
a  New  York  merchant  bank,  "is 
romantic  legend  rather  than  re- 
ality." Milken's  exit  from 
Drexel  may  have  been,  for  him, 
a  stroke  of  good  fortune  in  that 


it  helped  preserve  his  magician  image. 
"He  was  yanked  off  the  stage  before 
he  could  give  a  lousy  performance," 
says  a  former  Drexel  executive.  As  it 
was,  the  recent  souring  of  Drexel  deals 
was  blamed  mainly  on  Drexel  and  Mil- 
ken's successors. 

The  junk  market  needs  to  put  aside 
nostalgic  speculation  about  v/hat  Mil- 
ken could  have  done  or  might  do  if  he 
were  still  running  the  show.  Even  if  he 
avoids  jail  and  starts  trading  again,  he 
will  likely  never  reclaim  his  former 
standing.  Which  is  all  to  the  good.  Mar- 
kets ruled  by  magicians,  like  countries 
run  by  dictators,  can  be  very  comfort- 
able. But  insiders  always  come  out  a 
lot  better  than  outsiders.  The  best  mar- 
kets run  themselves. 
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Robert  was  sold  on  Hewdett-Packaid 
PCs  while  he  was  still  in  college. 


He  was  studying  engineering  and 
contends  an  HP  calculator  was  the 
secret  to  his  success.  Since  then, 
HP  LaserJet  printers  have  been  a 
big  help  to  his  growing  company. 
So  when  he  found  he  could  get 
Hewlett-Packard  reliability  in  a 
network  of  personal  computers, 
Robert  decided  to  stay  with  a 
sure  thing. 

With  Intel  286, 386,  and  486™- 
based  models,  HP's  line  of  Vectra 


personal  computers  suits  a  range  of 
business  needs.  Expansion  is 
easily  accommodated  with  up  to 
8  accessory  slots,  1.3  gigabytes  of 
hard  disk  storage,  and  64  Mbytes 
of  RAM. 

Beyond  this,  HPs  adherence  to 
industry  standards  ensures  com- 
patibility. Now,  and  into  the  future. 

But  the  most  important  feature 
is  Hewlett-Packard  quality  This, 


along  with  HP's  network  of 
authorized  dealers,  gives  you 
all  the  assurance  you  need.  For 
the  dealer  nearest  you,  call 
1-800-752-0900,  Ext.  604K. 

There  is  a  better  way 


HEWLETT 
PACKARD 


s 
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THE  SOVIET  UNION  I 


IS  THE  SOVIET  UNION 
BECOMING  A  DEADBEAT? 


Economic  refonn  is  roiling  Western  currency  and  commodity  markets 


Officials  at  Italy's  largest  broker 
(if  Soviet  trade,  Sogeered,  were 
puzzled  recently  when  some  So- 
viet importers  dodged  payment  for  a 
shipment  by  claiming  that  certain  docu- 
ments had  been  signed  incorrectly.  Usu- 
ally the  Moscow  traders  paid  up  in  30 
days.  Complains  one  Italian  banker: 
"The  Soviets  are  taking  advantage  of 
any  tiny  problems  with  documents  to  de- 
lay payments  and  are  even  doing  it  in  a 
childish  way." 
Is  the  Soviet  Union  becoming  a  dead- 


Economic  power  is  shifting  from  the 
center  to  local  enterprises.  Some  11,000 
organizations  now  have  foreign-trading 
rights,  but  many  are  ill-equipped  to  take 
on  sophisticated  new  banking  systems. 
Says  Richard  Dean,  a  Moscow-based 
lawyer  with  Coudert  Brothers:  "We  are 
advising  all  our  clients  to  use  letters  of 
credit  or  other  guarantees." 
BANK  ERROR.  Vneshekonombank  and  So- 
viet trade  groups  have  trouble  keeping 
adequate  supplies  of  hard  currency.  In 
January,  Exportkhleb,  the  Soviet  grain- 


AZERBAUAN  OILFIELD:  ENERGY  SHIPMENTS  ARE  CONTINUING  TO  SLIP 


beat?  Its  mounting  ec(jnoniic  woes  are 
rippling  through  Western  money  and 
commodity  markets,  and  declining  hard- 
currency  earnings  are  generating  cash- 
flow glitches.  Soviet  payments  are  slow- 
ing down  for  such  commodities  as 
European  flour  and  American  grain. 
Rates  on  medium-term  paper  for  the 
chief  Soviet  borrower  in  London,  Vnesh- 
ekonombank, are  up  nearly  a  full  per- 
centage point,  from  9.259^  to  10.1257^. 
For  a  nation  that  enjoyed  a  triple-A  cred- 
it rating  under  the  old-line  Communists, 
it's  a  startling  turn  of  events,  brought 
on  in  part  by  a  67%  increase  in  Soviet 
borrowing  that  has  raised  its  foreign 
debt  to  $45  billion  over  the  past  three 
years. 

The  current  problems  stem  partly 
from  the  chaos  brought  on  by  reform. 


trading  arm,  failed  to 
meet  its  payment  terms 
to  10  U.  S.  and  European 
suppliers  for  5  million 
tons  of  grain,  soybeans, 
and  soy  meal  worth  more 
than  $200  million.  Ex- 
portkhleb Chairman  Oleg 
A.  Klimov  says  his  group 
will  make  good  on  the 
purchases.  He  explains 
the  slipup  this  way:  "We  delayed  a  little 
in  sending  the  documents  to  the  bank, 
and  the  bank  delayed  in  sending  them  lo 
our  sellers." 

Now,  Exportkhleb  is  pushing  foreign 
grain-sellers  to  expand  credit  lines  to  360 
days,  double  the  norm.  The  suggestion 
has  U.  S.  commodity  traders  in  a  tizzy. 
Some  believe  the  Soviets  are  crying  poor 


SIGNS  OF  A  SOVIET 
CASH  CRUNCH 

OIL  WOES  Oil  and  gas  ox- 
ports  are  falling  sharply 

LATE  PAYMENTS  Past 
due  bills  for  Western  im- 
ports are  piling  up 


JITTERY  BANKS  Western 
banks  are  reducing  trade 
loans  lo  Moscow 

HIGHER  RATES  Soviet 
borrowers  are  paying 
higher  rates  in  the  West 


so  they  can  cut  better  deals  and  wii 
extra  subsidies  on  U.  S.  grain  purchases 
"We  could  end  up  with  American  housi 
wives  subsidizing  Soviet  grain  custon. 
'ers  through  their  taxes,"  says  Williun| 
Biedermann,  vice-president  of  Allendali  i 
Inc.,  a  trading  house  in  Crystal  Lake,  Hi 
Yet  there  doesn't  appear  to  be  a  quid 
solution  to  the  cash  crunch.  The  Sovic 
balance  of  trade  continues  to  weaken; , 
both  with  the  West  and  with  Easteri  i 
Europe.  Production  of  such  key  earner 
of  hard  currency  as  petroleum  and  Cd. 
last  year  fell  3%-  and  6%,  respective! 
and  seems  to  have  slowed  more  throui: 
the  winter.  Energy  shipments  to  thi 
East  bloc  have  fallen,  helping  to  produo 
big  trade  deficits  there.  To  offset  tli; 
decline,  beginning  next  year  the  Soviet^J 
will  demand  hard  currency  for  energj 
sales. 

THE  WARY  WEST.  The  Soviets  know  tha 
pent-up  Western  fears  of  their  growing 

  political  and  economic  instabilitj 

are  adding  to  the  financial  crisis, 
but  it's  difficult  to  allay  such 
fears  while  ethnic  and  nationalis 
tic  rioting  continues.  "A  cash- 
flow problem  and  a  lack  of  confi- 
dence can  be  converted  into 
crisis,"  notes  a  British  banker 
with  long  Soviet  experience.  In 
early  February,  some  financiers 
were  spooked  by  rumors  that 
Mikhail  Gorbachev  would  step 
down  as  Communist  Party  lead- 
er. Soon  after,  some  financial 
houses  set  new  limits  on  foreign- 
exchange  dealings  with  the  Sovi- 
ets. At  a  big  European 
branch   bank   in  New 
York,  even  senior  traders 
must  obtain  higher-up 
approval  before  taking 
on  Soviet  business.  Other 
banks  are  refusing  to 
provide  project  financing 
without  guarantees  from 
Western  governments  or 
Vneshekonombank. 

So  far,  there  is  no  pan- 
ic. The  Soviets'  debt-to- 
total-output  ratio  is  still  a 
low  2.9%.  and  eager  Jap- 
anese and  West  German 
bankers  see  the  situation 
as  temporary.  Some  trad- 
ers, such  as  Yuzuru  Ka- 
shio,  a  Soviet  specialist  at  Mitsui  &  Co., 
argue  "there's  much  more  [the  Soviets 
could  be  exporting — fish,  lumber,  and  di- 
amonds have  yet  to  be  exploited."  But  if 
confidence  continues  to  flag,  it  will  take 
more  than  gems  and  sturgeon  to  turn 
the  Soviet  cash  crunch  around. 

By  Richard  A.  Melcher  in  London  and 
Rose  Brady  in  Moscow,  with  bureau  reports 
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I U  RBVOIR:  THE  GLOBAL  RECALL  IS  EXPECTED  TO  COST  $30  MILLION  AFTER  TAX 


:an  perrier  purify 
ts  reputation? 


I  sales  don't  bounce  back,  pressure  could  rise  to  sell  the  company 


Bive  the  folks  at  Source  Perrier 
credit  for  a  certain  esprit.  At  a 
Feb.  14  press  conference  in  Paris 
)  announce  a  worldwide  recall  of  160 
lillion  bottles,  the  company  showed  to- 
il confidence  in  its  product  by  serving 
errier  to  the  throng  of  reporters. 
While  Perrier's  sparkling  spring  water 
lay  be  safe,  its  reputation  may  not  be. 
he  scare  started  on  Feb.  9  when  Ronald 
.  Davis,  president  of  Perrier  Group  of 
merica  Inc.  in  Greenwich,  Conn.,  or- 
ered  Perrier  removed  from  distribution 
I  North  America.  A  lab  in  North  Caroli- 
a  had  picked  up  traces  of  benzene,  a 
ircinogen. 

LENTY  OF  CONFUSION.  Company  offi- 
als  swore  that  the  benzene  had  tainted 
nly  a  few  bottles  shipped  from  France 
)  the  U.  S.  But  then,  according  to 
rench  press  reports,  distributors  in 
Denmark,  the  Netherlands,  and  Japan 
3called  Perrier.  Then,  Gustave  Leven, 
errier's  75-year-old  chief,  announced 
le  worldwide  recall  to  protect  Perrier's 
ure  image.  "We  don't  want  the  slight- 
3t  doubt  to  weigh  on  Perrier,"  he  said. 
There's  already  plenty  of  confusion 
bout  the  episode.  Industry  executives 
ad  speculated  that  sabotage  was  re- 
ponsible  for  the  presence  of  the  ben- 
ene.  Company  officials  dismissed  the 
amor:  They  initially  suspected  that  the 
enzene  had  been  accidentally  applied  as 


a  cleaning  fluid  to  some  bottling  machin- 
ery. But  Paris  officials  later  decided  that 
the  real  cause  was  employee  failure  to 
clean  filters  that  remove  impurities,  in- 
cluding benzene,  that  occur  naturally  in 
the  water. 

Now  that  the  crisis  has  assumed  glob- 
al proportions,  Perrier  faces  the  ticklish 
task  of  maintaining  its  product's  image 
as  a  beverage  worth  every  penny  of  its 
high  price.  Leven  says  new  water  will  be 
shipped  within  weeks,  but  in  the  U.  S.,  at 
least,  shelves  won't  be  fully  stocked  for 
another  three  months  after  that.  And 
there's  no  telling  whether  consumers 
will  drink  as  much  as  they  used  to. 

Perrier  estimates  that  the  recall  will 
cost  the  company  $30  million  after  tax. 
But  if  Perrier  does  not  reenter  the  mar- 
ket successfully,  the  company's  future 
could  be  drastically  affected.  Although 
the  publicity-shy  Leven,  Perrier's  chief 
since  1947,  has  built  sales  through  over- 
seas expansion  and  acquisitions,  French 


Perrier's  drastic  move 
may  be  smart:  Consumers 
are  more  willing 
to  forgive  cautious  companies 


analysts  have  long  criticized  the  compa- 
ny for  not  fully  exploiting  its  famous 
brand  name.  Many  have  hoped  that  a 
savvier  marketer,  such  as  Coca-Cola  Co., 
would  buy  it. 

About  407^'  of  Perrier's  stock  is  held 
by  Leven  and  a  close  ally,  a  French  real 
estate  firm  called  Exor,  so  a  hostile  take- 
over is  impossible.  But  if  sales  of  Perrier 
water  don't  bounce  back,  "it  could  add 
pressure  to  sell  the  company,"  says 
Alain  Kerfourn,  an  analyst  with  Paris 
broker  Sellier.  Already,  Source  Perrier 
has  sold  some  milk  and  candy  businesses 
to  pay  off  the  debt  it  assumed  when  it 
bought  Beatrice  Co.'s  mineral-water 
business  for  $450  million  in  1987.  Ana- 
lysts estimate  that  in  1989,  Perrier 
earned  $100  million  from  operations,  on 
sales  of  $3  billion.  About  lY/o  of  sales 
and  profits  are  from  Perrier  water. 
CRISIS  MANAGEMENT.  Many  observers 
applaud  Perrier's  radical  action,  which 
they  see  as  the  best  way  to  keep  custom- 
er confidence.  "If  they  didn't  jump  into 
the  driver's  seat,  they  would  have  been 
hurt,"  says  Paul  Shrivastava,  a  profes- 
sor who  specializes  in  crisis  management 
at  Bucknell  University  in  Lewisburg,  Pa. 
And  Ian  I.  Mitroff,  a  professor  at  the 
University  of  Southern  California's  Cen- 
ter for  Crisis  Management,  says  studies 
show  that  consumers  are  more  willing  to 
forgive  companies  that  act  with  extra 
caution  in  correcting  their  mistakes. 

Now,  Perrier  has  to  plan  its  come- 
back. Perrier  and  the  brands  it  acquired 
from  Beatrice — Poland  Spring,  Calis- 
toga,  and  Arrowhead — command  about 
24%  of  the  $2.2  billion  U.  S.  market  for 
bottled  water.  But  Perrier  water  has 
been  losing  share  to  such  European  ri- 
vals as  Evian — which  should  profit  from 
the  benzene  scare.  "You  don't  wish  this 
on  anybody,"  says  William  J.  O'Donnell, 
the  U.  S.  general  manager  for  San  Pelle- 
grino  water.  But  O'Donnell  gladly  re- 
ports that  some  25  distributors  have 
doubled  their  San  Pellegrino  orders. 

Perrier  will  have  to  prove  to  custom- 
ers that  the  quality  control  at  its  Ver- 
geze  plant  is  impeccable,  much  as  John- 
son &  Johnson  promoted  its  tamper- 
proof  bottles  after  the  Tylenol 
poisonings.  But  it  will  probably  also 
have  to  offer  store  owners  discounts — 
which  could  set  off  a  price  war. 

Perrier,  normally  a  secretive  company, 
will  have  to  handle  its  new  marketing  in 
the  glare  of  worldwide  publicity.  Some 
see  that  as  an  advantage.  Says  Clive 
Chajet,  chief  executive  of  Lippincott  & 
Margulies  Inc.,  a  New  York  image-con- 
sulting firm:  "When  Perrier  comes  back, 
it  will  get  the  focus  of  attention  $100 
million  in  advertising  couldn't  buy."  Per- 
rier's success  depends  on  how  well  it 
handles  the  spotlight. 

By  Stewart  Toy  in  Paris  and  Lisa  Dris- 
coll  in  New  Haveyi 
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SOCIAL  SECURITY  I 


THE  MS.  FIXIT  TRYING 

TO  PATCH  UP  SOCIAL  SECURITY 


Can  Gwendolyn  King  reverse  eight  years  of  Reagan  neglect? 


Gwendolyn  S.  King  is  about  to  find 
out  whether  she  can  turn  a  Rea- 
gan Administration  mess  into  a 
Bush  Administration  victory.  The  Social 
Security  Administration  that  she  heads 
has  been  battered  by  staff  reductions 
and  general  management  chaos.  Now, 
King  is  putting  together  a  program  to 
clean  things  up. 

Years  of  neglect  by  both  the  White 
House  and  Congress  have  led  to  a  quiet 
crisis.  Staff  cuts  at  Social  Security  have 
produced  months-long  backlogs  in  rou- 
tine work.  Mistakes  in  benefits  calcula- 
tions are  common.  Many  rural  stations 
that  serve  hard-to-reach  elderly  have 
been  closed.  The  SSA  admits  that  nearly 
half  of  the  callers  to  a  new  national  toll- 
free  number  get  busy 
signals,  and  many  who 
get  through  get  bad 
information.  Employee 
morale  is  at  an  all-time 
low.  "The  system  is  on 
the  verge  of  collapse," 
says  Eileen  P.  Sweeney, 
an  attorney  with  the 
National  Senior  Citizens 
Law  Center. 

King,    who  earlier 
warded    off  further 
funding  reductions  in 
the  fiscal  1991  budget, 
plans  to  announce  a  ma- 
jor overhaul  on  Feb.  20 
(table).  Staff  reductions 
will  end,  and  sweeping 
management  changes 
will  replace  rigid  pro- 
ductivity quotas. 
OVERLOAD.  Although 
Bush  Administration  of- 
ficials are  loath  to  criti- 
cize their  predecessors,  King, 
who  came  on  board  last  Au- 
gust, is  challenging  a  central 
premise   of  Reaganism.  The 
cuts  in  the  Social  Security  ad- 
ministrative budget — which  is 
funded  tVom  general  revenues, 
not  the  payroll  tax — were  sold 
to  Congress  on  the  promise 
that  improved,  computer-aided 
management    would  allow 
greater   efficiency    with  a 
smaller  staff. 

Despite  warnings  from  SSA 
managers  that  the  cuts  were 


too  deep,  the  agency's  staff  has  fallen 
from  80,000  to  63,000  since  1984.  Exten- 
sive automation  has  helped  little  in  deal- 
ing with  the  complex  problems  facing 
the  homeless  and  disabled  who  rely  on 
Social  Security's  Supplemental  Security 
Income  (SSI)  program.  "Downsizing  has 
outstripped  the  system's  ability  to  han- 
dle the  load,"  King  concedes. 

The  turnabout  may  come  just  in  time 
to  avert  a  political  explosion.  Last  De- 
cember, an  internal  SSA  report  found 
that  heavy  workloads  were  the  major 
reason  that  large  numbers  of  disabled 
poor  were  wrongly  dropped  from  the 
rolls  of  SSI,  which  provides  cash  welfare 
benefits  to  4.1  million  mostly  elderly  re- 
cipients. In  addition,  half  of  those  eligi- 


»LYN  KING'S  ACTION  PUN 


rike  teams  to  the  agency's  10  re 
igate  problems 


eze  in  field  offices  with  the  m< 
pressing  staff  shortages 


¥  Abolish  rigid  numerical  performance  goals 


^  Appoint  an  ombudsman  to  take  confiden 
complaints  from  field  office  managers 


^  Develop  public-service  announcements  to  e 
courage  beneficiaries  to  call  the  Social  Securit' 
national  toll-free  line  during  off-peak  hours 


ble  for  SSI  never  sign  up.  One  reason! 
The  agency  has  slashed  its  crews  of  out 
reach  workers,  who  visit  the  disablei 
elderly  at  home  and  seek  out  mental! 
impaired  homeless  people. 

King,  49,  is  bringing  some  political  fi 
nesse  to  an  agency  that  badly  needs  it 
She  learned  the  ropes  as  an  aide  to  Sena 
tor  John  Heinz  (R-Pa.)  and  as  Washing 
ton  lobbyist  for  Dick  Thornburgh,  no^ 
Attorney  General,  when  he  was  gove: 
nor  of  Pennsylvania. 

For  now,  she  will  focus  on  short-tern 
fixes  to  the  most  sensitive  problems 
Last  November,  King  ordered  all  offices 
to  stop  filling  vacancies.  Now,  she  plani 
to  identify  field  offices  with  the  mos 
severe  staff  shortages,  particularly  in  in 
ner  cities.  Slots  freed  by  the  hiring 
freeze  will  be  given  to  the  offices  witi 
the  greatest  need.  If  shuffling  existing 
slots  doesn't  solve  the  problem.  King 
says  she'll  seek  additional  staff — thougl 
tightfisted  budget  officials  will  be  tougl 
to  convince. 

The  performance  standards  set  up  bj 
former  Commissioner  Dorcas  Hardy  alsc 
are  on  their  way  out.  Employees  grum 
ble  that  rigid  productivi 
ty  quotas  don't  rewarc 
difficult,  time-consum 
ing  tasks.  One  result; 
SSA  has  done  a  miser- 
able job  monitoring 
"representative  pay 
ees,"  volunteers  whc 
handle  the  financial  af- 
fairs of  mentally  or 
physically  unfit  SSl 
beneficiaries. 

RARE  PRAISE.  King  is 
winning  the  backing  of 
Social  Security's  em 
ployees  and  beneficiary 
groups,  who  were  alien 
ated  during  the  Reagan 
years.  "She  brings 
fresh  breath  of  concilia 
tion  and  sensitivity,' 
says  John  N.  Sturdi 
vant,  president  of  the 
American  Federation  of 
Government  Employ 
which  represents  55,000 


ees, 

SSA  workers. 

Coming  from  a  union  leader, 
such  praise  for  a  Republican 
official  is  rare.  But  the  honey- 
moon may  not  last.  King  has 
stopped  the  budgetary  hemor- 
rhage and  is  installing  long- 
overdue  management  reforms. 
But  unless  she  can  pry  more 
money  out  of  the  Administra- 
tion, it  may  be  impossible  to 
reverse  eight  years  of  neglect. 

By  Susan  B.  Garland  in 
Washington 
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I 


INNVESTIGATIONSI 


HEART  TROUBLE 
AT  PFIZER 


Mechanical  heart  valve  problems 
may  lead  to  a  flood  of  lawsuits 


Imagine  you  have  a  mechanical  heart 
valve  that  could  break  without  warn- 
ing— and  your  chances  of  surviving 
such  a  rupture  are  one  in  three. 

An  estimated  60,000  people  worldwide 
are  living  with  that  fear.  Implanted  in 
their  hearts  are  potentially  faulty  valves 
made  by  Shiley  Inc.,  of  Irvine,  Calif.,  a 
unit  of  Pfizer  Inc.  Since  the  device  went 
on  the  market  in  1979,  at  least  248  peo- 
ple are  known  to  have  died  from  broken 
valves.  Knowing  it  could  happen  to  her, 
says  implant  recipient  Judy  M.  Khan, 
"has  made  living  a  nightmare."  And  sur- 
gery to  replace  the  valve  is  even  riskier 
than  leaving  it  in. 

For  Pfizer,  the  nightmare  may  be  just 
beginning.  On  Jan.  30,  a  California  ap- 
pellate court  ruled  that  Khan,  39,  of  Ro- 
anoke, Va.,  should  be  compensated  for 
her  mental  anguish  if  she  and  her  law- 
yers can  prove  that  Shiley  fraudulently 
misled  the  public  about  the  valve's  risks. 

The  ruling  marks  the  first  time  a 
court  has  found  a  basis  for  a  suit  involv- 
ing a  Shiley  valve  that  hasn't  malfunc- 
tioned. If  Khan  wins,  virtually  any  other 
Shiley  valve  patient  from  1979  to  1986 
could  sue.  The  result:  Pfizer  may  face 
hundreds  of  millions  of  dollars  in  dam- 
ages. Says  Dr.  Sidney  M.  Wolfe,  director 
of  Public  Citizen  Health  Research  Group 
in  Washington:  "This  could  be  one  of  the 
biggest  product-liability  cases  ever." 
BUNGLED  APPROVAL?  Shiley  is  also  the 
focus  of  a  congressional  hearing,  tenta- 
tively scheduled  to  begin  on  Feb.  26  be- 
fore a  subcommittee  chaired  by  Repre- 
sentative John  D.  Dingell  (D-Mich.).  As 
part  of  its  ongoing  investigation  of  the 
Food  &  Drug  Administration  and  the 
medical-device  industry,  the  Dingell  com- 
mittee has  spent  a  year  looking  into  how 
the  FDA  may  have  bungled  its  approval 
and  monitoring  of  the  ill-fated  Bjork-Shi- 
ley  convexo-concave  heart  valve. 

Pfizer  continues  to  defend  the  Shiley 
valves,  though  they  were  taken  off  the 
market  in  1986  under  FDA  pressure.  The 
New  York  drug  company  maintains  that 
while  implanting  mechanical  heart 
valves  is  an  inherently  high-risk  proposi- 
tion, the  benefits  far  outweigh  potential 
problems.  Moreover,  Pfizer  denies  im- 
propriety in  the  valves'  manufacture  and 
marketing.  Says  Steven  C.  Kany,  Pfizer 
assistant  general  counsel:  "We  plan  to 
defend  ourselves  vigorously." 
Still,  Pfizer  and  Shiley  officials  have  a 


SHILEY  HEART-VALVE  RECIPIENT  KHAN:  FEARS  HAVE  "MADE  LIVING  A  NIGHTMARE" 


lot  of  explaining  to  do.  Dingell's  subcom- 
mittee will  zero  in  on  three  crucial  ques- 
tions: Did  the  FDA  err  in  approving  Shi- 
ley's  C-C  valve?  Why  was  it  allowed  to 
stay  on  the  market  for  so  long?  And  did 
Shiley  withhold  damaging  information? 

In  April,  1979,  the  agency  gave  Shiley 
the  go-ahead  for  marketing — even 
though  the  company  told  the  agency 
that  an  implanted  valve  had  broken  dur- 
ing clinical  testing  a  year  earlier.  De- 
spite the  failure,  the  valve  appeared  to 
be  a  major  advance.  Developed  with  the 
help  of  renowned  Swedish  heart  surgeon 


Three  former  Shiley  workers 
claim  the  company  tried  to 
cover  up  quality  problems 


Dr.  Viking  0.  Bjork,  the  C-C  valve,  Shi- 
ley claimed,  significantly  reduced  blood 
clotting — a  potential  side  effect  with  me- 
chanical heart  valves.  The  FDA  approved 
the  new  valve  largely  because  company 
data  showed  the  C-C  was  less  risky  than 
the  Shiley  valve  it  was  made  to  replace, 
the  so-called  radial-spherical  valve. 

That  device  had  made  Shiley's  reputa- 
tion. By  the  late  1970s,  it  held  an  esti- 
mated two-thirds  of  the  $100  million 
worldwide  market,  analysts  say.  Its  rec- 
ord for  quality  was  enviable:  Of  the 
200,000  radial-spherical  valves  implanted, 
there  have  been  only  11  reports  of  struc- 
tural failures.  Shiley  looked  like  a  gold 
mine  to  Pfizer,  which  bought  the  compa- 
ny just  a  month  before  the  FDA  approved 
the  C-C  valve. 

Now,  though  Shiley  still  sells  a  profit- 
able line  of  surgical  equipment,  the  deal 


doesn't  look  so  good.  In  the  first  three 
years  on  the  market,  Shiley  reported  22 
broken  C-C  valves  to  the  FDA.  As  of 
January,  the  number  was  389. 

Shiley  says  the  cause  of  the  failures  is 
still  open  to  debate.  But  independent  ex- 
perts maintain  that  the  valve  has  a  fatal 
design  flaw.  The  half-dollar-size  C-C 
valve  has  a  disk  that  opens  and  closes  to 
control  the  flow  of  blood.  Two  metal 
struts  hold  the  disk  in  place.  One  is  cast 
as  part  of  the  valve  ring,  and  the  other 
is  welded.  In  most  cases,  the  valve  fails 
when  a  strut  breaks.  The  disk  floats 
free,  and  the  heart  can't  pump  blood. 
According  to  Henry  R.  Piehler,  a  Carne- 
gie Mellon  University  medical-device  ex- 
pert, the  valve  failures  occur  in  the  out- 
let strut  because  of  defective  welding. 
At  least  six  independent  studies  confirm 
that  conclusion.  But  Shiley  denies  that 
welding  defects  are  the  cause. 
STRONG  WARNINGS.  Three  former  em- 
ployees disagree,  charging  that  the  com- 
pany tried  to  cover  up  quality  problems. 
In  a  1982  study  of  10  valves,  for  in- 
stance, former  Shiley  engineer  George 
Sherry  says  he  found  welding  flaws  that 
led  to  failure  in  seven  of  the  valves. 
Sherry  says  he  was  told  "to  turn  over 
my  notes  and  keep  quiet."  Two  other 
former  employees,  who  asked  not  to  be 
identified,  say  they  were  reassigned 
when  they  complained  about  violations 
in  manufacturing  procedures.  They 
blame  inconsistent  quality  on  manage- 
ment's decision  in  1981  to  crank  up  pro- 
duction from  250  valves  a  week  to  800. 
Pfizer  denies  the  allegations. 

Shiley  also  ignored  a  strong  warning 
from  Dr.  Bjork.  Soon  after  the  FDA  ap- 
proved the  60-degree  valve,  he  helped 
design  a  new  model  in  an  effort  to  avoid 
strut  fractures.  But  the  new  model, 
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whose  disk  was  tilted  at  a  7U-degree  an- 
gle, actually  created  more  pressure  and 
caused  an  even  higher  rate  of  failure. 
Bjork  told  the  Swedish  press  and  a  Din- 
gell  aide  that  he  advised  Shiley  in 
March,  1982,  that  continuing  to  use  the 
large  70-degree  valves  was  tantamount 
to  "murder."  Bjork,  who  did  not  respond 
to  BUSINESS  week's  Written  requests  for 
confirmation,  now  directs  research  at 
the  Desert  Heart  Institute  Foundation  in 
Rancho  Mirage,  Calif.  Pfizer  denies  re- 
ceiving his  warning. 

The  FDA  learned  of  the  high  incidence 
of  strut  fractures  in  the  70-degree 
valves,  which  were  licensed  for  sale  only 
outside  the  U.  S.,  from  Australian  gov- 
ernment officials,  not  from  Shiley.  The 
FDA  revoked  Shiley's  export  permit  in 
May,  1983. 

Plaintiffs  argue  that  Shiley  or  the  FDA 
should  have  removed  the  60-degree 
valve  from  the  world  market  because  its 
design  was  nearly  identical  to  the  70- 
degree  valve.  Pfizer  disagrees.  In  any 
case,  it  took  until  1986  for  the  FDA  to  act 
decisively.  When  the  FDA  moved  to  sus- 
pend Shiley's  approval,  the  company 
"voluntarily"  withdrew  the  product  in 
November,  1986,  says  an  FDA  official. 
Pfizer  attributed  its  decision  to  declining 
sales  related  to  negative  publicity. 
HUSH-HUSH.  The  publicity  could  have 
been  worse  if  Pfizer  hadn't  clamped 
down  on  information  about  the  broken 
valves.  Carnegie  Mellon's  Piehler  says 
he  was  able  to  study  a  broken  valve  only 
by  secretly  getting  the  device  from  the 
exhumed  body  of  a  Pittsburgh  woman. 
But  to  settle  his  case  against  Shiley,  the 
deceased  woman's  husband  had  to  re- 
turn the  valve  to  Pfizer. 

Shiley  has  further  limited  information 
about  the  valves  by  keeping  cases  from 
going  to  trial.  As  conditions  to  settle- 
ments, Shiley  has  imposed  strict  gag 
rules  on  plaintiffs,  their  attorneys,  and 
witnesses.  So  far,  the  company  has  set- 
tled an  estimated  180  lawsuits  filed  ei- 
ther by  implant  patients  who  survived 
broken  valves  or  by  victims'  families. 

Pfizer  plans  to  fight  the  recent  Cali- 
fornia court  ruling.  But  company  offi- 
cials are  clearly  worried.  Of  the  estimat- 
ed 60,000  people  who  have  the  Bjork- 
Shiley  valves,  half  are  foreigners.  Pfizer 
has  unsuccessfully  lobbied  for  legisla- 
tion to  make  it  more  difficult  for  for- 
eigners to  file  suit  in  California.  What's 
more,  a  Dingell  aide  says,  the  congress- 
man got  a  visit  from  Pfizer  CEO  Edmund 
T.  Pratt  Jr.  and  a  half-dozen  other  top 
executives  last  spring.  The  message 
from  Pratt,  the  aide  says:  "Shiley  is  not 
a  schlock  operation."  If  it  isn't  able  to 
convince  a  jury  of  that,  the  cost  to  Pfizer 
may  be  very  steep. 

By  Michael  Schroedtr  in  Pittsbu  rgli 


PEOPLE  I 


FOR  GULFSTREAM,  THE  SKY 
MAY  NOT  BE  THE  ONLY  LIMIT 


Competition  and  lack  of  capital  could  hamper  Paulson's  expansion  plans 


Gulfstream  Aerospace  Chief  Exec- 
utive Allen  E.  Paulson  has  just 
gotten  his  baby  back.  Five  years 
after  selling  Gulfstream  to  Chrysler 
Corp.  for  $637  million,  Paulson  and  the 
buyout  firm  Forstmann  Little  &  Co.  are 
retaking  it  for  $825  million.  Paulson  also 
has  agreed  to  buy  Integrated  Resources 
Inc.'s  Learjet  Corp.  for  $60  million.  The 
two  moves  signal  Paulson's  plans  for 
aggressive  expansion  now  that  Gulf- 
stream is  free  from  Chrysler,  which 
passed  on  Learjet.  "Gulfstream  basical- 
ly has  one  product  line,"  says  Paul- 


PAULSON'S  FIRST  STEP  IS  A  $60  MILLION  BID  FOR  LEARJET 


son.  "Learjet  would  expand  on  that." 

But  the  Iowa  farm  boy  who  turned 
Gulfstream  Aerospace  Corp.  into  the  top 
U.  S.  maker  of  business  jets  may  not 
have  such  a  smooth  flight  this  time. 
Competition,  heavy  capital  demands,  and 
a  possible  reluctance  of  his  partners  at 
Forstmann  to  join  his  deal  for  Learjet 
could  make  it  tough  for  Paulson  to  real- 
ize his  vision. 

SNAGS.  By  focusing  on  high-end  jets  and 
exploiting  a  growing  market,  Paulson 
avoided  much  of  the  1980s  turmoil  in  the 
industry.  Lately,  though,  Gulfstream 
has  hit  some  snags.  Production  esti- 
mates for  1990  call  for  only  30  jet  deliv- 
eries, compared  with  40  in  1989  and  49  in 
1988.  The  backlog  for  the  Gulfstream 
IV,  the  company's  premier  jet,  has  dwin- 
dled. And  such  analysts  as  John  Zimmer- 
man of  Wichita-based  Aviation  Data  Ser- 
vice say  the  G-IV  must  battle  updated 
planes  such  as  Bombardier's  Canadair 
Challenger  and  Dassault's  Falcon  900. 


Another  challenge:  finding  the  cash  to 
make  the  kind  of  capital  expenditures 
necessary  for  Gulfstream  to  stay  in  the 
lead.  Chrysler  decided  to  sell  it  and  its 
defense  electronics  unit  partly  to  avoid 
big  outlays.  Says  Chrysler  Chairman 
Lee  lacocca:  "We  took  a  long  look  at  a 
five-year  plan  for  them,  and  you  need 
billions  of  dollars  of  investment  to  keep 
them  competitive." 

And  Gulfstream  isn't  the  only  capital- 
hungry  aircraft  producer.  "Learjet  des- 
perately needs  R&D  money — hundreds  of 
millions  of  dollars  beyond  whatever 
Gulfstream  pays  for  the 
company,"  says  a  former 
Learjet  executive.  "They 
have  been  operating  off 
of  decades-old  product 
technology." 

Paulson  betrays  no  wor- 
ries. He  and  Theodore  J. 
Forstmann,  general  part- 
ner of  Forstmann  Little, 
say  the  interest  rate  on 
their  borrowings  will  be 
low  enough  to  offer  flexi- 
bility. Forstmann  Little  is 
putting  up  about  $300  mil- 
lion in  subordinated  debt 
at  'dW/o — far  lower  than 
rates  on  bonds  typically 
used  in  buyouts.  And  Man- 
ufacturers Hanover  Corp. 
will  provide  $425  million  in  loans,  with 
the  rest  from  Paulson  and  Forstmann. 

Many  analysts  say  $60  million  is  a  bar- 
gain price  for  Learjet.  The  company's 
recent  record  looks  good:  Sales  climbed 
20'^  in  1989  to  $264  million.  Another 
bright  spot:  Learjet,  along  with  rivals 
Cessna  Aircraft  Co.  and  Beech  Aircraft 
Corp.,  is  in  the  running  for  a  $1.6  billion 
order  from  the  Pentagon  for  211  planes 
to  be  delivered  over  five  years. 

Learjet's  parent  Integrated  Resources 
filed  for  bankruptcy  protection  on  Feb. 
13,  but  Paulson  doesn't  expect  that  to 
get  in  the  way  of  a  deal.  He  still  must 
sell  his  new  partner  on  the  acquisition. 
"All  we've  said  is  we're  going  to  take  a 
look  at  the  company,"  says  Forstmann. 
"Allen  has  looked  at  it,  but  we  haven't 
yet."  If  Forstmann  balks  at  the  deal, 
Paulson  may  find  himself  just  as 
hemmed  in  as  he  was  under  Chrysler. 

By  Walecia  Konrad  in  Atlanta,  ivith 
Sandra  D.  Atchison  in  Denver 
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EASTERN'S  FUTURE? 
FRANKLY,  irS  GRIM 


►  They  pondered  options 
ranging  from  liquidation  to  an 
jutright  sale.  But  creditors  of 
Eastern  Air  Lines  are  set  to 
xive  in  to  Frank  Lorenzo, 
ihairman  of  parent  Texas  Air. 
On  Feb.  20,  industry  sources 
say,  Eastern  will  file  a  reor- 
ganization plan  that  calls  for 
the  carrier  to  keep  flying  but 
with  few  growth  prospects. 
The  creditors  will  likely  go 
along — reluctantly.  Says  one: 
"We  have  little  choice.  Lor- 
snzo  is  calling  the  shots." 

The  Texas  Air  chairman  is 
expected  to  have  to  pay  al- 
most $250  million  to  settle 
claims  by  unions  and  other 
creditors  that  Texas  Air 
stripped  Eastern  of  valuable 
assets  before  sending  the 
company  into  Chapter  IL  An- 
alysts figure  the  carrier  can 
survive  for  the  next  few 
years,  but  they  question  its 
long-term  chances  against  the 
industry's  megacarriers. 


WEIMAN  MARCUS 
TTRIESONANEWSUIT 


>>  Neiman  Marcus  filed  suit 
against  Federated  Depart- 
ment Stores  and  Allied  Stores 
on  Feb.  12,  charging  that  the 
bankrupt  Campeau  units  en- 
ticed Allen  Questrom  to  be- 
come chief  executive  while  he 
was  under  contract  to  head 
Neiman's  retail  division.  Fed- 
erated and  Allied  are  counting 
on  Questrom  to  boost  vendor 
confidence  in  the  chains.  A 
Neiman  spokesman  says  the 
company  doesn't  want  the  ex- 
ecutive back.  It  just  wants 
$19  million  in  actual  and  puni- 
tive damages. 


KKR  DOUBLES  UP  ON 
FIRST  INTERSTATE . . . 


►  Is  Kohlberg  Kravis  Roberts 
rescuing  embattled  First  In- 
terstate or  putting  it  in  play? 
The  New  York  buyout  firm 
doubled  its  stake  in  the  bank, 
buying  3.38  million  shares  of 


a  new  stock  offering  for  $112 
million.  That  gives  KKR  a 
9.98%  piece  of  the  Los  Ange- 
les-based bank.  Both  sides  say 
it's  a  friendly  transaction. 

KKR  got  a  good  deal:  Beset 
with  loan  problems  in  Texas 
and  Arizona,  First  Inter- 
state's  stock  has  fallen  41%, 
to  around  35,  since  last  fall. 
And  despite  a  standstill  agree- 
ment, KKR's  interest  in  the 
company  could  fuel  takeover 
speculation.  Among  those  said 
to  be  interested  are  Wells 
Fargo,  Bank  of  America,  and 
several  Japanese  banks. 


...AND  MAYGETA 
BOOST  FROM  SAFEWAY 


►  Safeway  Stores  topped  off 
the  wave  of  grocery-industry 
leveraged  buyouts  when 
Kohlberg  Kravis  Roberts 
bought  it  for  $5.7  billion  in 
1986  (page  68).  Now,  it's 
showing  the  way  back.  On 
Feb.  12,  the  Oakland  (Calif.) 
chain  said  it  will  offer  10  mil- 
lion shares  to  the  public  at 
$13  to  $16  a  share.  Some  ana- 
lysts thought  Safeway  would 
wait  longer,  but  the  timing 
may  be  good:  The  same  day, 
the  company  announced  that 
operating  profit  jumped  429? 
last  year,  to  a  record  $463  mil- 
lion, on  sales  of  $14.3  billion. 

The  offering  merely  tests 
the  waters:  At  $130  million  or 
so,  representing  just  10%  of 
Safeway's  common  stock,  it 
will  fund  only  a  small  fraction 
of  a  five-year,  $3.2  billion  capi- 


YOU  COULD  CALL  THEM  RED-ARMED  BANDITS 


Glasfiost  has  brought  gaming 
machines  to  the  Soviet  Union. 
Bally  Manufacturing  in  January 
installed  18  slot  machines  and  7 
video-poker  machines  in  Mos- 
cow's Sheremetyevo  Airport  and 
in  several  tourist  hotels  in  the 
Soviet  capital.  Next,  Bally  plans 
to  install  the  bandits  in  local 
sports  arenas  and  introduce 
them  in  other  major  cities. 

Potatoes,  cabbages,  and  caviar 
will  not  replace  the  machines'  traditional  oranges,  plums,  and 
lemons.  Bally  left  the  machines'  workings  mostly  intact.  But 
ruble-wagering  players  can't  win  hard-currency  payouts:  It's 
strictly  rubles  in,  rubles  out. 

Roger  Keesee,  Bally's  president,  said  the  company  expects 
the  Soviet  Union  to  develop  into  a  huge,  lucrative  market 
hosting  as  many  as  10,000  machines.  And  the  action  should  be 
swift.  "They  don't  have  a  lot  of  things  to  buy  over  there," 
notes  Keesee.  "So  business  should  be  very  favorable." 


tal-spending  program.  Still,  a 
successful  stock  sale  might 
prop  up  KKR's  sagging  repu- 
tation— and  place  a  value  of 
$1  billion  on  the  firm's  origi- 
nal $175  million  investment. 


GREAT  NORTHERN  MAY 
HAVE  NOWHERE  TO  RUN 


►  With  Georgia-Pacific  hot  on 
its  trail,  Great  Northern  Ne- 
koosa  is  running  for  cover. 
On  Feb.  13,  officials  at  the 
$3.9  billion  papermaker  hired 
Goldman  Sachs  to  find  a  buy- 
er willing  to  top  Georgia-Pa- 
cific's $63-per-share,  $3.6  bil- 
lion tender  offer.  And  Great 
Northern's  board  delayed  a 


/  lYSAVERYNlCELEITER, 
tBR,„BUTWHM  MAKES 
YOU  THINK  MJAB\NE5E 

\  WD  WANT  TO  L.. 

V  INCURmU5E? 


Mar.  2  shareholders'  meeting 
until  Mar.  20,  a  move  Georgia- 
Pacific  vowed  to  challenge. 

Great  Northern  acted  after 
it  lost  nearly  every  legal  bat- 
tle in  its  takeover  fight.  Now, 
the  company's  management 
may  have  few  places  to  hide. 
Potential  white  knights 
Weyerhaeuser,  Champion  In- 
ternational, and  International 
Paper  aren't  likely  to  come  to 
the  rescue.  Unless  manage- 
ment pulls  a  surprise  move, 
Great  Northern  and  Georgia- 
Pacific  will  combine  to  form  a 
$14.1  billion  company — the  in- 
dustry's largest. 


FRAUD  CHARGES  FOR  A 
PENNY-STOCK  PUSHER 


►  A  federal  grand  jury  in 
southern  Florida  on  Feb.  12 
indicted  penny-stock  promoter 
James  Laiacona,  44,  for  fraud. 
The  indictment  charges  that 
Laiacona  "made  false  and 
misleading  statements"  to  in- 
duce the  public  to  buy  the 
stock  of  American  Assurance 
Underwriters  Group  at  inflat- 
ed prices,  netting  Laiacona's 
firm  $6.3  million.  If  found 
guilty  on  all  15  counts,  Laia- 
cona could  face  a  maximum 
penalty  of  75  years  in  prison 
and  $12  million  in  fines.  Laia- 
cona's attorney  wasn't  avail- 
able for  comment.  H 
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Opportunity 
Found 


In  searcli  of  financial  security. 
Somewhere  amidst  the  rise 
and  fall  of  investment 
alternatives  there  exists  a 
steady  course,  but  how 
do  you  find  it?  At 
Van  Kampen  Merritt,  we 
believe  in  a  disciplined, 
prudent  apjirf)ach.  We  call 
it  investing  with  a  sense 
of  direction. 

Our  innovative  investment 
products  are  created  with 
market  wisdom  and  carefully 
managed  to  help  put  you 
within  clear  view  of  your 
financial  goals. 

We  have  sponsored  over 
$21  billion  in  unit  trusts  and 
mutual  fund.s.  Whether  your 
objective  is  insured  tax-free 
income,  asset  management, 
municipal  or  even  health 
care  financing,  these 
products,  services  and 
programs  are  designed  to 
point  yf)u  towards  a 
responsible  course.  And  as  a 
Xerox  Financial  Services 
Company,  we're  backed  by 
considerable  resources. 
Look  for  the  bright  light  of 
opportunity.  Look  to 
Van  Kampen  Merritt. 

For  marc  i iijonudtio)!  on 
Van  Kdtnpcn  Merritt  itirefit- 
ment  j>ro(lii<  ts,  including 
rhdrgcs  and  e.ijx'nses,  please 
contact  ijoiir  investment  repre- 
sen  la  t  i  i  ^efo  rap  rospect  n  s.  Rea  d 
it  carefully  before  you  invest  or 
send  money.  Or  call 
1-800-DIAL-VKM  ext.  1001. 
In  Georgia,  call 
1-800-633-2252  ext.  1001. 

Mutual  Funds,  Unit  Tru.'its, 
Municipal  and  Health  Care 
Finance,  Capital  Markets, 
Asset  Ma  nagement,  Precious 
Metals,  Xerox  Life  Product.'^. 
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Van  Kampen  Merritt 
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SOUTH  AFRICA:  WILL  MANDELA'S  RELEASE 
GIVE  BUSH  MORE  RUNNING  ROOM? 


he  Feb.  11  release  of  black  nationalist  leader  Nelson 
Mandela  after  27  years  in  prison  will  not  produce  an 
immediate  thaw  in  U.  S.-South  African  relations.  But 
President  Bush  hopes  the  development  will  give  him  a  chance 
to  regain  control  of  policy  toward  Pretoria. 

Capitol  Hill  took  the  upper  hand  in  1986,  when  Democrats 
ind  moderate  Republicans  enacted  tough  economic  sanctions 
3ver  President  Reagan's  veto.  The  action  has  stuck  in  Bush's 
:raw  as  a  prime  example  of  congressional  intrusion  on  Presi- 
dential prerogatives.  But  the  President,  who  describes  himself 
as  "a  nonrevolutionary  kind  of  guy,"  is  unwilling 
to  risk  a  direct  confrontation  with  lawmakers 
over  an  early  lifting  of  sanctions. 

Instead,  Bush  plans  more  modest  actions.  He 
has  already  invited  both  Mandela  and  President 
F.  W.  de  Klerk  to  Washington.  The  next  move  in 
what  aides  call  a  "positive  agenda"  may  be  dis- 
patching Secretary  of  State  James  A.  Baker  HI 
or  Under  Secretary  for  Political  Affairs  Robert 
M.  Kimmitt  to  Pretoria. 

The  White  House  is  considering  other  steps  to 
normalize  relations.  For  example,  the  State  Dept. 
hopes  to  revive  student  exchanges  between  the 
U.  S.  and  South  Africa.  And  the  Administration 
will  press  South  Africa  to  allow  exiled  citizens, 
including  African  National  Congress  (ANC)  mem- 
bers, to  return  home  from  their  refuges  in  Zam- 
bia, Tanzania,  Angola,  and  other  countries. 
'IN  A  BOX.'  Bush,  who  calls  sanctions  "counterproductive,"  has 
a  visceral  dislike  for  any  congressional  foreign  policy  con- 
straints. But  he  doesn't  have  the  political  clout  to  force  Con- 
gress to  ease  the  restrictions,  which  have  cut  off  most  trade 
and  investment  with  South  Africa.  "He's  in  a  box,"  says  a  top 
Democratic  House  staffer.  "The  price  for  any  deal  with  Con- 
gress could  be  tougher  sanctions  down  the  road  if  the  reform 
process  doesn't  accelerate." 

Antiapartheid  groups  are  already  cranking  up  a  campaign  to 
put  pressure  on  the  President  to  wait  for  more  progress  from 


Pretoria  before  trying  to  ease  up.  Randall  Robinson,  executive 
director  of  TransAfrica,  a  Washington  group,  charges  that  the 
White  House  is  "bending  over  backward"  to  give  de  Klerk  the 
benefit  of  the  doubt. 

The  sanction  law  set  five  conditions  for  ending  the  restric- 
tions: legalizing  opposition  groups  such  as  the  ANC,  allowing 
free  expression,  ending  the  state  of  emergency,  freeing  all 
political  prisoners,  and  abolishing  apartheid.  The  Administra- 
tion maintains  that  the  first  two  have  been  met  and  that  de 
Klerk  is  well  on  the  way  to  complying  with  all  the  terms 
except  the  end  of  apartheid. 

The  law  provides  for  a  partial  lifting  of  sanc- 
tions if  four  of  the  five  conditions  are  met.  At 
that  point.  Bush  could  call  for  an  easing  of  re- 
strictions, which  would  take  effect  unless  Con- 
gress acted  within  30  days  to  block  the  move. 

GOP  conservatives  want  Bush  to  take  a  hard 
line.  "We  want  the  President  to  take  the  role  of 
conducting  foreign  policy  with  South  Africa  away 
from  Congress,"  says  Gilead  Kapen,  a  top  Repub- 
lican staffer  on  the  House  African  subcommittee. 

But  Bush  strategists  say  the  Administration 
isn't  ready  for  bold  steps — at  least  not  until  the 
1990  elections  are  out  of  the  way.  "The  President 
doesn't  want  another  knock-down,  drag-out  fight 
with  Congress  over  this,"  says  Pauline  Baker  of 
the  Carnegie  Endowment  for  International  Peace. 
Polls  have  repeatedly  shown  that  the  U.  S.  public  supports  a 
strong  stance  against  apartheid.  And  an  untimely  tilt  toward 
the  white  South  African  regime  would  undermine  the  GOP's 
faltering  efforts  to  win  black  converts. 

If  he  plays  his  cards  right.  President  Bush's  campaign  to 
regain  control  of  South  African  policy  could  be  a  big  success. 
But  if  he  moves  with  the  same  kind  of  insensitivity  to  human 
rights  concerns  as  marred  his  rapprochement  with  China,  Capi- 
tol Hill  is  likely  to  encroach  even  further  on  his  Presidential 
authority. 

By  Douglas  Harbrecht,  with  Bill  Jairtski 


CAPITAL  WRAPUP I 


DEFENSE 


iilitary  foot-dragging  is  hindering 
I  Defense  Secretary  Richard  B. 
Cheney's  efforts  to  overhaul  his  bud- 
get. The  future  of  four  aircraft  pro- 
grams worth  $200  billion  is  at  stake, 
and  civilian  analysts  are  finding  the 
Air  Force  anything  but  helpful.  For 
example,  they  complain  that  they  are 
having  trouble  getting  cost  estimates 
for  extending  the  life  of  existing  trans- 
ports instead  of  building  McDonnell 
Douglas  Corp.'s  C-17.  Despite  the  Air 
Force's  maneuverings,  the  C-17  and  the 
Advanced  Tactical  Fighter,  both  de- 
signed to  support  a  ground  war  in  Eu- 
rope, are  highly  vulnerable.  Northrop 


Corp.'s  B-2  Stealth  bomber  and  the 
General  Dynamics/ McDonnell  Douglas 
A-12  Navy  attack  plane  have  a  better 
chance  of  surviving. 

THE lED  

Federal  Reserve  Vice-Chairman  Ma- 
nuel H.  Johnson  is  doing  his  best  to 
scotch  rumors  that  he's  looking  for  a 
job  elsewhere.  Although  he  has  no  as- 
surances from  the  White  House  yet, 
Johnson  hopes  to  be  reappointed  when 
his  term  ends  in  August.  Supply  sider 
Johnson,  41,  has  dreams  of  replacing 
Chairman  Alan  Greenspan  should 
Greenspan  either  choose  to  step  down 
or  not  be  renominated  by  President 
Bush  in  1991. 


HEALTH  CARE 


A panel  appointed  to  find  ways  to 
improve  health  care  financing  is 
looking  sickly  itself.  Policymakers  had 
hoped  a  bipartisan  group,  headed  by 
Senator  John  D.  Rockefeller  IV  (D- 
W.  Va.),  would  offer  strong  recommen- 
dations on  how  to  cover  the  uninsured 
and  pay  for  long-term  care.  But  its  13 
members  can  hardly  agree  on  any- 
thing. So,  controversial  ideas — such  as 
Rockefeller's  proposal  that  employers 
pick  up  much  of  the  cost  of  health  care 
for  the  uninsured — stand  little  chance 
of  survival.  The  group  is  expected  to 
offer  only  limp  recommendations  when 
it  reports  in  March. 
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Howre  you  going  to  do  it? 

Ifs  a  coiiiMioii  Imsincss  (lileniiiia.        buy  today  s  statr-ol-llic-art 
<  (>tn[)iit('ts,  only  to  watch  li('l|>l(ssly  as  tomorrow  s  new  technology 
[)asscs  vou  hy.  So  how  can  you  keep  your  systetu  current,  your  Itusines 
cf>ni|)etitiye.  and  remain  prepared  lor  what  the  luture  holds'/ 

The  Security  Of  Protecting  Your  Investment, 
riie  answer  is  simple.  Inxesl  in  the  II^M  Personal  System/-*  lamiiy 
of  computers.  PS/l!*s  run  your  DOS  and  ()S/2"  applications,  allowin 
you  to  kerp  all  your  soltware  and  tiles,  so  e\er\thing  can  n'main 
husiness  as  usual.  Hut  whats  not  so  usual  is  the  way  the  IBM  PS/2' 
laniily  of  computers  helps  you  make  th<'  most  ol  luture  ad\anc<'S. 
Tak<' our  ne\N  upgrade  lor  th<'  PS/2  Model  7()-A2l. 

lor  example.  I  he  Model  7(I-\2I  already  hctasts  the  industry  s  most 


IBM  Personal  System/ '?..  OS/2  and  PS/2  are  registered  trademarks  and  Micro  Channel  is  a  trademark  of  International  Business  Machines  Corporation  386  and  486  are  trademarks  of  Intel    1 1939  IBM  Corp 


PS/2  it! 


ivanced  32-bit  bus,  IBMs  Micro  Channel™  And  you  need  only 
place  its  386™  platform  with  our  new  486  Power  Platform 
make  it  IBM  s  fastest  PC  ever. 

The  Solution  Is  IBM.  And  that  s  just  the  beginning, 
icause  IBM  is  connnitted  to  making  sure  your  valuabh^ 
vestment  in  the  PS/2  stays  valuable  for  years  to  come.  So  as 
chnology  continues  to  race  ahead,  as  we  all  know  it  will,  you'll 
'  well  [)osition<Ml  to  take  advantage  of  it.  Contact  your 

Authorized  Dealer  or  IBM  marketing  representative 
)r  a  tlt^aler  near  you,  call  I  800  IBM-2468,  ext.  180. 
nd  find  out  why  a  PS/2  on  yom-  tiesk  today  will  ^'  '-'a 

ill  be  keeping  you  competitive  tomorrow. 
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ONE  GERMANY, 
BUT  AT  WHAT  PRICE? 


Bonn  must  spend  lavislily  to  revive  the  East.  That  will  pinch  consumers  and  investors  everywhere 


Amid  the  hoopla  over  German  re- 
unification, a  grim  realization  is 
quietly  spreading.  Not  only  will 
it  cost  West  Germans  a  bundle  to  bail 
out  East  Germany  but  consumers  and 
investors  worldwide  will  also  have  to 
help  foot  the  bill.  They  are  already  fac- 
ing higher  inflation  and  slower  growth 
prospects  as  East  Germany  and  other 
East  bloc  states  begin  to  ingest  the 
oceans  of  government  and  private  capi- 
tal needed  to  finance  their  renewal.  "Ev- 
erybody has  got  to  pay,"  says  Alexander 
T.  Ercklentz,  a  partner  at  Brown  Broth- 
ers Harriman  &  Co.  "Anybody  who 
thinks  we  can  bring  Eastern  Europe 
back  to  health  without  any  cost  is  whis- 
tling in  the  dark." 

Despite  the  concerns  over  its  enor- 
mous cost,  the  creation  of  a  single  Ger- 
many is  proceeding  with  amazing  speed. 
On  Feb.  13,  Washington,  Moscow,  Lon- 
don, and  Paris  agreed  to  begin  talks  on 
unification  soon  after  East  Germany's 
Mar.  18  elections.  The  four  victorious 
World  War  II  powers  will  leave  it  to  the 
two  Germanys  themselves  to  work  out 
details  of  an  economic  union.  But  even 
before  the  four-power  announcement, 
Frankfurt's  bond  market  had  skidded 
into  a  blue  funk  amid  fears  that  unifica- 
tion will  cause  more  economic  stress  be- 
fore it  eventually  pays  off. 

Frankfurt  is  particularly  concerned 
about  West  German  Chancellor  Helmut 
Kohl's  proposal  to  make  the  West  Ger- 
man mark  the  currency  of  both  coun- 
tries. Fearing  that  inflation  will  spurt  if 
the  Bundesbank  floods  East  Germany 
with  West  German  marks,  German  in- 
vestors have  already  pushed  interest 
rates  to  a  seven-year  high  (table).  At 
8.4?'  ,  government  bonds  yield  more  than 
comparable  U.  S.  Treasury  instruments 
for  the  first  time  since  the  1970s.  Many 
analysts  expect  German  yields  to  put  a 
floor  under  interest  rates  worldwide. 
RATE  SHOCK.  Stock  investors  (page  55) 
are  ignoring  these  signals,  focusing  in- 
stead on  the  longer-term  benefits  of  a 
revived  Eastern  Europe.  But  others  see 
the  region's  turmoil  causing  trouble  else- 
where. Economist  Giles  Keating  of  Cred- 


it Suisse  First  Boston  Ltd.,  for  instance, 
has  downgraded  his  estimate  of  this 
year's  French  economic  growth  rate 
from  37'  to  2.57  to  reflect  the  German 
rate  shock.  Many  economists  expect 
Britain  and  the  U.  S.  to  suffer  as  well, 
especially  if  German  interest  rates  climb 
to  97",  as  is  widely  anticipated. 

Still,  Kohl  appears  undeterred.  As  the 
four  powers  were  meeting  in  Ottawa  to 
give  their  blessing  to  reunification,  Kohl 
and  East  German  Prime  Minister  Hans 


Modrow  were  negotiating  in  Bonn  on 
the  broad  outline  of  an  economic  union. 
Next  will  come  such  fundamentals  as 
determining  how  many  East  German 
Ostmarks  will  buy  one  Deutschemark. 

Ostmarks  are  now  worth  only  a  sixth 
of  a  Deutschemark — or  about  a  dime — 
on  the  street.  Some  East  Germans  are 
hoping  Bonn  will  let  them  swap  their 
Ostmarks  for  Deutschemarks  at  a  ratio 
of  one  to  one.  But  such  generosity 
would  require  the  Bundesbank  to  create 
more  than  $90  billion  worth  of  Deutsche- 
marks, nearly  10  times  the  amount  of 


new  money  it  already  plans  to  print  this  • 
year.  Worried  over  inflationary  conse 
quences,  Bundesbank  President  Kar  k 
Otto  Pohl  swears  he  "won't  finance  re  i> 
unification   with   the   printing  press.'  lit 

Still,  Pohl  is  under  pressure  from  Koh 
to  compromise.  To  allow  East  Germans 
to  retain  some  of  their  purchasing  pow- 
er— and  savings — Pohl  is  likely  to  settk  * 
for  an  exchange  rate  of  about  three  Ost-  *t 
marks  to  the  Deutschemark.  That  im- 
plies  the  Bundesbank  will  have  to  inject 

  \i: 

WHAT  UNIFICATION  WILL  ^ 

COST  WEST  GERMANY 

  if 

DIRECT  SUBSIDIES...  ^ 

 t 

Billions  of  dollars  per  year 

►  PENSIONS  $7  to 

►  HOUSING  6 

►  UNEMPtOYMENT  4 

►  HIGHWAYS,  RAILROADS  12 

...AND  INDIRECT  COSTS 

►  CURRENCY  East  Germans  will  get 
West  German  marks  at  cheap  rates 

►  INFLATION  May  rise  to  4%  from 

2.6%  because  of  rising  budget  deficits 


►  INTEREST  RATES  May  rise  to  9%,  up 
fr'im  7%  a  yeai'  ago 

►  WAGES  East  German  workers  will 

hold  down  West  German  wage  demands 


DATA:  BW 


$31  billion  into  both  countries  overnight. 

Settlement  of  this  basic  issue  on 
friendly  terms  is  vital  if  the  democratic 
government  emerging  from  the  East 
German  elections  is  to  get  off  to  a  fast 
start.  Should  no  economic  accord  be 
reached,  the  flow  of  some  14,000  East 
Germans  who  flee  west  every  week 
might  increase  even  further.  Says  Kohl: 
"We  need  a  revolutionary  answer." 

In  addition  to  subsidizing  the  currency 
swap,  Bonn  faces  many  other  big  bills. 
Continuing  East  German  pension  pay- 
ments and  aiding  the  unemployed  will 
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FORGET  JUNK  BONDS. 

NOW,  THERE'S  EASTERN  EUROPE 

Investors  are  betting  billions  there — and  another  rough  ride  could  result 


cost  at  least  $11  billion  a  year,  equal  to  a 
Tk  increase  in  West  Germany's  gener- 
ous social  spending.  The  burden  will 
hike  West  Germans'  taxes  just  as  the 
prospect  of  competition  from  East  Ger- 
many is  prompting  the  West's  biggest 
labor  union,  the  2.(i  million-member  k; 
Metall,  to  quietly  temper  its  demand  for 
a  9'a  pay  hike.  "They  are  afraid  of  cheap 
labor,"  says  Dresdner  Bank  Chief  Econ- 
omist Ernst  Moritz  Lipp. 
JOB  CRUNCH.  Despite  the  immensity  i>t' 
the  East  German  cash  requirement,  the 
vaults  haven't  swung  wide  open  yet.  Mo- 
drow's  lame-duck  coalition  is  pressing 
Bonn  to  hand  over  $9  billion  immediately 
on  top  of  the  $18  billion  a  year  West 
Germany  already  gives  its  neighbor.  But 
Kohl  has  so  far  agreed  only  to  $3.6  bil- 
lion. Instead,  he  wants  corporations  and 
investors  to  divert  to  the  East  German 
effort  some  of  West  Germany's  $60  bil- 
lion in  annual  investment  abroad.  To 
help  attract  more  cash,  East  Germany 
must  dump  all  vestiges  of  central  plan- 
ning and  give  its  citizens  and  foreigners 
the  right  to  start  businesses  and  own 
property.  Kohl  insists. 

Many  analysts  expect  the  private 
funds  to  start  flowing  in  earnest  only 
after  West  German  aid  increases  and 
reforms  from  East  Berlin  begin  taking 
root.  Ian  Harwood,  head  of  economic  re- 
search with  Warburg  Securities,  believes 
that  Bonn's  budget  deficit  will  jump 
50%,  to  $27  billion,  this  year  alone.  Inte- 
grating the  two  economies  will  continue 
to  cost  Bonn  an  extra  $15  billion  a  year 
for  at  least  the  next  decade,  he  says. 

Bonn  has  little  choice  but  to  spend. 
There  will  be  sharp  hikes  in  food  and 
housing  prices  when  East  Germany  goes 
on  the  Deutschemark  standard.  Most 
frightening,  many  East  Germans  face 
unemployment  for  the  first  time  in  their 
lives.  At  one  Dresden  construction  com- 
pany, 1,000  of  the  5,000  workers  proba- 
bly will  be  sacked.  Some  expect  as  many 
as  3  million — 30%  of  the  labor  force — 
will  be  out  of  work  by  December.  But 
East  Germany  has  to  shape  up  quickly  if 
it  is  to  join  its  neighbor. 

East  German  productivity  today  is 
only  half  that  of  West  German  levels. 
Even  so.  East  Germany  is  still  the 
healthiest  of  all  the  East  bloc  countries. 
If  it  succeeds,  Kohl's  monetary  plan  will 
be  the  boldest  reform  since  West  Germa- 
ny turned  its  economy  inside  out  in  1948 
by  creating  its  own  new  money,  the 
Deutschemark,  laying  the  foundations  of 
the  economic  miracle  of  the  1950s  and 
1960s.  If  Kohl's  plan  succeeds,  full-scale 
political  unification  could  soon  follow.  It 
may  even  provide  the  blueprint  for  other 
East  European  makeovers  of  even  more 
daunting  proportions. 
By  John  Templeman  in  Bonn  and  Gail  E. 
Schares  in  Dresden,  with  Blanca  Riemer  in 
Paris  and  William  Glasgall  in  New  York 


While  Eastern  Europeans  seek- 
ing opportunity  flee  to  the 
West  by  the  hundreds  of 
thousands,  Western  investors  are  rush- 
ing to  bet  billions  of  dollars  on  the 
changes  in  the  East.  With  the  U.  S.  junk- 
bond  market  tumbling  and  LBOs  out  of 
favor,  new  funds  designed  to  capitalize 
on  the  new  Europe  are  the  latest  craze 
sweeping  the  world  financial  markets. 

But  U.  S.  and  Japanese  investors  pour- 
ing money  into  these  funds  may  be  in 
for  a  rough  ride.  They  have  already  bid 
up  the  shares  of  mutual  funds  perceived 
to  be  connected  with  Eastern  Europe, 


NEW  INVESTMENT  FUNDS 
AIMED  AT  EASTERN  EUROPE 


Value 

Millions  of  dollars 

NEW  GERMANY  U.S. 

$375 

GERMANY  U.S. 

261 

EMERGING  EASTERN  EUROPE  BRITAIN 

250 

UNITED  GERMANY  U  S 

207 

SCUDDER  NEW  EUROPE  U.S. 

200 

AUSTRIA  EQUITY  LUXEMBOURG 

180 

AUSTRIA  U  S 

171 

DRESDNER  EMERGING  GERMANY  U  S. 

138 

ALLIANCE  NEW  EUROPE  U  S. 

138 

HUNGARIAN  INVESTMENT  BRITAIN 

100 

DATA:  THOMAS  J.  HERZfELD  ADVISORS  INC.,  BW 


such  as  the  Germany  Fund  and  the  Aus- 
tria Fund,  to  premiums  well  above  their 
portfolios'  values.  The  Germany  Fund, 
for  instance,  now  trades  at  nearly  a  60% 
premium  over  the  value  of  its  assets, 
compared  with  a  12%  discount  a  year 
ago.  That  means  investors  are  paying 
$1.60  on  each  dollar's  worth  of  stocks 
they  could  buy  directly  on  the  market. 
Barton  M.  Biggs,  director  of  worldwide 
strategy  at  Morgan  Stanley  &  Co.,  says 
paying  5%-  to  10%'  premiums  for  exper- 
tise and  convenience  might  be  justified 
but  that  50%  to  70%  levels  are  "crazy." 

The  big  premiums  may  mean  trouble 
because  most  closed-end  funds  trade  at 
discounts,  not  premiums,  to  their  asset 
value.  "It's  almost  certain  that  over  the 
long  term,  these  prices  will  move  to  dis- 
counts," says  Thomas  J.  Herzfeld,  a  Mi- 
ami-based fund  analyst. 
RISKY  DEALS.  Well-placed  institutions 
such  as  Deutsche  Bank  and  Dresdner 
Bank  are  responding  to  the  heated  de- 
mand by  bringing  to  market  more  than 
$1.5  billion  in  shares  of  new  and  existing 
funds.  This  creates  another  big  risk:  that 
hot  fund  managers  will  plunge  into  un- 
profitable East  bloc  deals  to  satisfy  in- 
vestors. "Right  now,  it's  very  risky  to  be 
gung-ho  on  Eastern  Europe,"  warns  Mi- 
chael Hughes,  chief  strategist  of  Bar- 
clays de  Zoete  Wedd  Ltd.  in  London. 

Indeed,  investing  in  the  East  is  so  dif- 
ficult that  most  fund  managers  are  sim- 
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ply  parking  the  cash  in  Western  Europe- 
an government  securities  and  U.  S. 
Treasuries,  helping  to  finance  budget 
deficits.  There  are  no  publicly  traded 
stocks  in  the  East.  That  means  money 
managers  are  limited  to  either  investing 
in  privatized  companies  or  setting  up 
their  own  operations.  "It's  like  venture 
capital.  You  risk  losing  the  full  amount 
of  your  investment,"  says  Hans  J.  Baer, 
of  Zurich's  Bank  Julius  Baer  &  Co. 

Most  funds  won't  take  such  risks  and 
lack  the  knowhow  to  negotiate  direct  in- 
vestments. Instead,  if  they  are  not  buy- 
ing government  bonds,  they  are  picking 
up  shares  of  West  German,  Austrian,  or 
even  French,  Swiss,  and  Italian  compa- 
nies, hoping  that  they  will  eventually 
benefit  from  East  bloc  business. 

But  even  that's  a  questionable  strate- 
gy. The  shares  of  companies  listed  on 
the  Frankfurt  stock  exchange,  where  a 
lot  of  the  money  is  going,  may  be  over- 
priced. The  stocks  of  construction  com- 
panies and  department  stores  that  are 
likely  to  do  well  in  the  East  have  already 
shot  up  by  25'/  since  last  November. 
"Frankfurt  is  set  for  a  period  of  consoli- 
dation," says  Angus  McNeilage  of  bro- 
ker James  Capel  &  Co.  in  London. 
BIG  PLAY.  Even  German  fund  managers 
are  astonished  at  prices  being  paid  in 
New  York  and  Tokyo.  "It  was  never  our 
intention  to  have  a  fund  that  would 
trade  at  such  premiums,"  says  Udo  Beh- 
renwaldt,  managing  director  of  DWS,  the 
mutual-fund  arm  of  Deutsche  Bank. 
Still,  Deutsche  Bank  did  not  shy  away 
from  marketing  the  $375  million  New 
Germany  Fund  in  mid-February.  Big 
chunks  of  such  new  issues  go  to  Japan, 
where  brokers  hawk  them  aggressively. 

Another  Eastern  European  play,  the 
Vienna  stock  market,  is  just  as  overheat- 
ed as  Frankfurt — and  riskier.  The  mar- 
ket climbed  125%  last  year  and  is  al- 
ready up  by  207'  in  1990,  as  investors  bet 
on  Austrian  companies'  extensive  ties  to 
Hungary  and  other  Eastern  countries. 
But  disclosure  rules  are  primitive,  and 
most  stocks  are  thinly  traded. 

Investing  farther  East  is  even  more  of 
an  adventure.  While  the  Hungarian  gov- 
ernment plans  to  open  a  small  stock  ex- 
change in  Budapest  in  early  summer, 
most  investors  in  Eastern  Europe  will 
have  to  go  the  venture-capital  route. 
Some  fund  managers  have  made  ar- 
rangements with  the  central  banks  for 
the  rights  to  make  deals  that  include 
some  protection  of  their  investment.  But 
finding  good  projects  iH  these  unstable 
economies  will  be  tough.  So  right  now, 
investing  in  Eastern  Europe  is  an  easy 
strategy  to  sell  but  hard  to  do. 

By  Blanca  Ricmer  in  Paris,  with  Stanley 
Reed  in  New  York  and  Richard  A.  Melcher 
in  Lo7idon 


Commentary/by  Amy  Borrus  and  Paul  Magnusson 

FIOGGING  JAPAN 
WITH  AN  OLD  WET  NOODLE 


After  a  year  of  internecine  bat- 
tle over  the  Bush  Administra- 
tion's trade  policy  toward  Ja- 
pan, the  smoke  is  finally  clearing. 
All  talk  of  industrial  policy,  managed 
trade,  and  accords  linked  to  dollars- 
and-cents  reductions  in  the  $50  bil- 
lion U.  S.  trade  deficit  has  been 
squelched.  Instead,  Washington  is  fall- 
ing back  on  the  free-trade  high  road. 
The  U.  S.  will  argue  that  Japan  "must 
become  as  open  and  as  competitive  as 
the  U.  S.  market,"  U.  S.  Trade  Repre- 
sentative Carla  A.  Hills  told  a  Senate 
panel. 


This  "leave-it-to-the-market"  ap- 
proach is  both  naive  and  destined  to 
fail,  because  much  of  the  trade  gap 
with  Japan  has  little  to  do  with  market 
forces.  Many  of  Japan's  informal  barri- 
ers, such  as  rigged  bidding  in  construc- 
tion, are  rooted  in  decades-old  business 
practices  and  are  nearly  impossible  to 
police.  America's  competitiveness  prob- 
lem, by  contrast,  grows  out  of  decades 
of  neglect  of  education,  training,  and 
savings  habits,  none  of  which  can  be 
fixed  quickly.  Yet  the  two-way  Struc- 
tural Impediments  Initiative  talks, 
which  resume  in  Tokyo  on  Feb.  22-23, 
are  supposed  to  deliver  startling  break- 
throughs on  both  sides. 

The  U.  S.  hit  list  includes  Japan's  dis- 
tribution system  and  the  buy-from- 
within  policies  of  interlocking  industri- 
al groups,  called  keiretsu.  American 
officials  are  optimistic  because  they 
think  Japanese  consumers  are  cheering 
them  on.  But  that's  only  partly  true. 


Many  Japanese  believe  some  of  these 
practices  have  contributed  greatly  to 
Japan's  success.  Cross-shareholdings, 
for  example,  let  Japanese  companies 
invest  heavily  in  new  technology  with- 
out fear  of  being  taken  over  if  their 
profits  sag. 

Exhorting  the  Japanese  to  simply 
"open  up"  to  "free  trade"  under  such 
circumstances  is  unrealistic  because 
Japanese  bureaucrats  define  these  con- 
cepts on  their  terms.  These  officials 
frankly  acknowledge  that  Japan's  mar- 
ket differs  from  the  U.  S.  system,  and 
they  don't  necessarily  believe  their  way 
is  inferior  and  needs  radical 
change.  "They  keep  saying,  'What 
are  your  priorities?  What  do  you 
really  need?'  "  says  a  top  U.  S.  offi- 
cial frustrated  by  lack  of  progress 
in  the  talks. 

HOLLOW  THREAT.  Washington  offi- 
cials are  counting  on  sanctions  to 
do  the  trick  if  negotiations  fail  on 
their  various  trade  initiatives.  For 
example,  under  the  "Super  301" 
clause  of  the  1988  Trade  Act,  the 
U.  S.  can  retaliate  if  Japan  doesn't 
open  its  markets  to  more  U.  S.  sat- 
ellites, supercomputers,  and  forest 
products. 

But  to  the  Japanese,  sanctions 
are  an  increasingly  hollow  threat. 
Tokyo  officials  believe  U.  S.  compa- 
nies hurt  by  restrictions  would  lobby 
against  them  with  Japan.  They  also  be- 
lieve the  Administration  is  not  likely  to 
push  too  far  on  trade  because  it  is 
counting  on  the  Japanese  to  fund  the 
U.  S.  budget  deficit. 

In  the  eyes  of  the  Japanese,  U.  S. 
trade  and  competitiveness  policy  is  at 
best  half-hearted,  at  worst  a  disguise 
for  doing  nothing.  Inexperienced  U.  S. 
commercial  officers  in  Tokyo  scrimp  by 
paying  for  their  own  business  cards 
and  business  lunches  in  a  society 
where  entertainment  as  business  is 
pervasive.  Washington's  revolving-door 
bureaucracy,  where  last  year's  negotia- 
tor is  this  year's  Japan  lobbyist,  also 
undercuts  the  effectiveness  of  Ameri- 
can negotiators.  With  the  U.  S.  trade 
deficit  stuck  around  $50  billion,  and 
perhaps  headed  even  higher,  Ameri- 
cans can  no  longer  afford  a  trade 
stance  that  is  long  on  principles  and 
short  on  firepower. 
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NICARAGUA:  ORTEGA  COULD  BE  WINNING 
MUCH  MORE  THAN  AN  ELECTION 


^resident  Daniel  Ortega  has  imposed  tough  austerity 
'measures  to  shore  up  Nicaragua's  economy,  ravaged  by 
a  U.  S.  embargo  and  U.  S.-sponsored  contra  guerrillas. 
But  the  Sandinistas  promise  the  nation  a  brighter  future  with 
their  election  slogan:  "Everything  is  going  to  be  better."  To 
win  votes,  they  are  handing  out  thousands  of  campaign 
T-shirts  and  making  gestures  such  as  forgiving  tax  debts.  By 
contrast,  at  rallies  for  Violeta  Barrios  de  Chamorro,  the  presi- 
dential candidate  of  the  United  Nicaraguan  Opposition  (UNO), 
running  mate  Virgilio  Godoy  denounces  the  Sandinistas  for 
wrecking  the  economy,  and  the  enthusiastic  crowds  chant: 
"Get  them  out  of  here." 

The  free-swinging  campaign  to  elect  a  Presi- 
dent, a  96-member  National  Assembly,  and  town 
councils  on  Feb.  25  has  already  drawn  the  first  of 
2,000  foreign  election  observers  and  1,500  journal- 
ists expected  to  watch  1.5  million  Nicaraguans 
cast  their  ballots.  It  will  be  one  of  the  most  in- 
tensely monitored  political  campaigns  ever  held. 
'  MA JOR  SETBACK.  The  result,  however,  seems  like- 
ly to  disappoint  supporters  of  Chamorro  and  UNO, 
the  coalition  of  14  opposition  parties  ranging  from 
conservatives  to  communists.  The  latest  voter 
survey,  sponsored  by  Univision,  a  New  York- 
based  Spanish-language  TV  network,  gives  Orte- 
ga, 44,  and  his  running  mate,  Vice-President  Ser- 
gio Ramirez,  a  53%  to  35%  lead  over  Chamorro, 
60,  and  Godoy.  Such  an  outcome,  if  confirmed  by  the  vote,  will 
also  be  a  major  setback,  but  not  necessarily  the  final  blow,  to 
the  anti-Sandinista  policy  that  President  George  Bush  inherit- 
ed from  Ronald  Reagan. 

The  poll  shows  that  Chamorro  is  hurt  by  being  linked  to  the 
contras  in  the  minds  of  voters,  who  also  blame  the  U.  S.  more 
than  Ortega  for  their  economic  woes — even  though  they  want 
better  relations  with  the  U.  S.  So  far,  major  observer  delega- 
tions from  the  United  Nations  and  the  Organization  of  Ameri- 
can States,  working  with  a  group  led  by  former  President 
Jimmy  Carter,  have  reported  campaign  abuses,  but  none  seri- 


ous enough  to  invalidate  the  election.  They  plan  to  announce 
their  final  judgment  by  noon  on  Feb.  26.  If  principal  observer 
groups,  including  one  from  the  European  Parliament,  call  the 
election  reasonably  free  and  fair,  their  authority  should  be 
enough  to  override  any  charges  of  fraud  or  intimidation.  By 
contrast,  it's  doubtful  that  elections  in  any  other  Central 
American  country  except  Costa  Rica  could  pass  such  close 
scrutiny.  Nor  could  Mexico's. 

If  Chamorro  wins.  Bush  will  waste  no  time  in  lifting  the 
embargo.  She  will  badly  need  U.  S.  support  to  revive  Nicara- 
gua's battered  economy,  with  only  a  shaky  coalition  to  help 
her  govern  and  a  big  Sandinista  bloc  facing  her  in 
the  National  Assembly.  But  if  Ortega  wins. 
Bush's  right-wing  supporters  are  likely  to  pres- 
sure him  to  extend  the  embargo,  which  otherwise 
expires  in  May.  Despite  the  election,  the  Soviet 
Union's  deepening  troubles,  and  communism's 
near-collapse,  the  right  wing  still  sees  Nicaragua 
and  El  Salvador  in  Reagan's  ideological  terms — 
as  arenas  in  a  global  struggle  against  commu- 
nism and  as  Soviet  strategic  beachheads  threaten- 
ing the  hemisphere.  "It's  as  if  Central  America 
has  become  the  zoo  for  the  remaining  specimens 
of  the  cold  war,"  says  Laurence  R.  Birns,  director 
of  Washington's  Council  on  Hemispheric  Affairs. 

Since  agreeing  with  Congress  early  in  1989  to 
stop  arming  the  contras.  Bush  has  managed  to 
relegate  Central  America  to  a  low  priority  in  U.  S.  foreign 
policy  and  dampen  the  debate  about  the  region,  without  set- 
tling it.  Now,  if  Nicaragua's  election  is  accepted  as  fair.  Con- 
gress could  try  to  end  the  embargo  by  linking  its  repeal  to  an 
appropriation  that  Bush  will  need  to  pay  for  demobilizing  and 
relocating  the  contras  after  their  present  funding  expires  on 
Feb.  28.  That  could  force  Bush  to  revive  the  cold-war  rhetoric 
about  Nicaragua  to  justify  keeping  the  embargo — or  agree 
that  a  decade  of  hostility  against  the  Sandinistas  has  ended. 

By  Stephen  Baker  in  Managua,  Bill  jaretski  in  Washington, 
and  Ruth  Pearson  at  the  U.  N.,  with  bureau  reports 


GLOBAL  WRAPUP I 


SOUTH  AFRICA 


L. 


easures  to  protect  black  leader 
Nelson  Mandela  against  assassi- 
nation by  white  extremists  caused  de- 
lays and  chaotic  crowd  scenes  after  his 
Feb.  11  release.  But  a  broader  backlash 
against  President  F.  W.  de  Klerk's  eas- 
ing of  apartheid  is  being  mapped  by 
the  right-wing  Conservative  Party.  To 
force  de  Klerk  to  call  a  general  election 
that  would  serve  as  a  referendum  on 
his  reforms,  the  CP  threatens  labor 
walkouts  by  its  estimated  900,000  fol- 
lowers— mostly  skilled  blue-collar 
workers  and  public  employees. 

Leaders  of  30,000  mineworkers  be- 
lieve they  can  carry  out  a  strike,  but 


unionists  representing  industrial  work- 
ers and  public  servants  are  cool  to  the 
plan.  Abraham  Koekemoer,  who  leads 
90,000  transport  workers,  says  they 
would  reject  such  disruptive  tactics. 
And  the  CP  faces  a  more  basic  problem. 
Blacks  renting  state-owned  housing 
can  better  survive  the  loss  of  wages  in 
political  protests,  a  businessman  notes, 
than  their  white  counterparts  with 
homes  and  big  mortgages  in  suburbia. 

SOVIET  UNION  

•  ehind  the  Feb.  11-13  outbreak  of 
^ethnic  strife  in  Central  Asia  lies  a 
rising  refugee  problem  for  Moscow.  Ri- 
ots in  the  capital  of  Tadzhikistan  were 
sparked  by  rumors  that  scarce  apart- 


ments were  being  given  to  Armenians 
fleeing  from  clashes  in  Azerbaijan. 

To  deal  with  the  problem,  the  State 
Labor  Committee,  Goscomtrud,  has  set 
up  a  new  agency  to  relocate  refugees. 
It  has  registered  80,000  since  violence 
erupted  in  Azerbaijan,  and  the  country- 
wide refugee  total  is  estimated  at 
500,000,  including  30,000  in  Moscow. 
The  agency  promises  e  ich  refugee  a 
cash  allowance,  clothi  ig,  apartment, 
and  job,  at  the  risk  of  stirring  resent- 
ments. Although  it  pledges  not  to  give 
apartments  to  refugees  ahead  of  Mos- 
cow residents,  who  sometimes  wait  a 
decade  for  living  space,  fears  are  rising 
that  tensions  could  grow  in  the  Soviet 
capital,  too. 
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You  might  think  one  of  these  Ion 

you  lots  of  mono 


Did  VDU  know  if  you  compare  MCI's  business  plan 
to  AT&T  PRO'"  WATS,  our  business  disa  )unt  calling  plan, 
you'll  see  our  prices  are  extremely  competiti\e. 

For  example,  if  these  two  bankers  made  a  3'/2-min- 
ute  call  from  Los  Angeles  to  New  York  at  2  HM,  the 
difference  between  AT&T  PROmi'S  and  MCf  PRISM 
FU  IS'"  woLikl  be  nowhere  near  the  savings  MCI  claims* 

What's  more,  if  \'ou're  not  using  Al&T  FROWXYS. 
read  the  chart  op  the  right  and  see  what  you're  missing. 

And  now  the,  we've  lowered  our  price,  /TO WATS  is 
perfect  for  any  bus.  ^ess  that  .sj^ends  from  ISO  to  $5,000 
a  mcjnth  on  k)ng  disi.  nee. 


In  addition,  you  don'i  ha\e  to  .switch  plans  as  your  j 
\olume  increa.ses.  FRO^^'ATS  automatically  gives  you 
larger  di.scounts  as  your  irsage  goes  up.  Flus  you  get 


AT&r 

FRO  W  ATS 

MCI 
PRISM  PLUS 

(  'cinl  Calling  disanints  on  eivn 
ili)\'ct-tlialcd  out-of-state  call 

/ 

Highest  erwr-px'c  data 
anuiections 

/ 

Fastest  call  set-up  time 

/ 

©1990  AT&T 

•Based  on  standard  rates  Additional  volume  discounts  and  monthly  service  charges  not  Included 
♦•Offer  expires  February  28.1990,  MCI  and  PRISM  PLUS  are  trademarks  of  MCI  Communications  Corporation 
Data  connection  results  based  on  9,600  bps  modems,  full  duplex,  non-trellis. 


ijistance  companies  always  saves 
:i  on't  bank  on  it. 


iternational  discounts  to  4?  countries.  On  top  of  that, 
ou  get  free  call  detail  reports.  And  AW  PROWATS 
/orks  olf  your  existing  lines.  No  installation.  No  special 
nes.  No  special  equipment. 

Last  but  not  least,  call  now  and  sign  up  for  ATcST 
??0  WATS.  We'll  pay  the  sign-up  fee.  If  you  are  with 
nother  long  distance  company  we'll  pay  the  switchover 
barges.  And  if  you're  not  completely  satisfied  within 
0  days,  we'll  even  pay  to  switch  you  back.** 

And  you  can  take  that  to  the  bank.  1  800  222-0400. 

iLT&T  PRO  WATS.  Another  AT&T  advantage. 


AT&T 

The  right  choice. 
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'WE  MAY  BE  BLIND, 
BUT  WE'RE  NOT  FOOLISH' 


Spain's  Miguel  Duran  turns  a  charity  into  an  investment  giant 


It  seemed  like  something  from  a  sur- 
real movie.  As  Miguel  Duran  and 
Italian  media  magnate  Silvio  Berlus- 
coni strolled  arm-in-arm  out  of  a  Madrid 
office  building  last  month,  TV  spotlights 
lit  up  and  flashbulbs  popped.  Even  be- 
fore Duran  opened  his  mouth,  his  trium- 
phant gait  and  radiant  smile  left  no 
doubt  about  what  had  transpired:  With 
Berlusconi's  backing,  the  sightless  direc- 
tor of  Spain's  National  Organization  for 
the  Blind  had  just  won  a  hard-fought 
boardroom  squabble  to  become  chairman 
of  Spain's  newest  TV  network. 

Spaniards  have  come  to  expect  the  un- 
expected from  Duran.  In  just  four  years, 
he  has  turned  a  once-struggling  charity 
into  a  powerful  and  controversial  busi- 
ness empire.  The  organization,  known  by 
its  Spanish  acronym  ONCE 
("own-thay"),  generates 
about  $2.5  billion  a  year  sell- 
ing daily  lottery  tickets 
called  cupones.  Much  of  the 
money  goes  to  prizes  and 
projects  to  aid  the  blind, 
such  as  research,  special 
schools,  and  pensions.  But 
since  1986,  ONCE's  34-year- 
old  leader  has  invested 
around  $150  million  of  its 
tax-free  [profits  in  nearly  70 
companies.  He  has  holdings 
in  banks,  stock  brokerages, 
builders,  cement  makers, 
newspapers,  and  real  estate. 
Now,  as  leader  of  the  new 
Gestevision-Telecinco,  into 
which  he  has  sunk  $11.5  mil- 
lion, Duran  qualifies  as  one 
of  the  most  influential  men 
in  all  of  Spain. 
'NOT  OUR  PURPOSE.'  Yet  crit- 
ics claim  Duran's  foray  into 
the  free  market  has  gone 
too  far,  endangering  ONCE's 
financial  health  and  tarnish- 
ing its  reputation.  A.  stan- 
dard joke  is  whether  to  ask 
a  cupon  seller  for  a  lottery 
ticket  or  a  loan.  "Duran  has 
turned  ONCE  into  a  charity 
shark,"  complains  Luis  Igle- 
sias,  leader  of  an  opposition 
group  within  ONCE.  "That's 


not  our  purpose.  We  should  make  invest- 
ments like  insurance  companies  and  pen- 
sion funds."  ONCE  has  apparently  not 
suffered  any  major  financial  setbacks 
under  Duran,  but  it's  hard  to  say  for 
sure:  It  has  never  published  audited  fi- 
nancial statements. 

Normally  even-tempered  and  soft-spo- 
ken, Duran  bristles  at  the  suggestion 
that  he's  overstepping  his  bounds.  While 
he  doesn't  deny  that  many  of  his  invest- 
ments are  risky,  he  insists  that  only  20%' 
to  '22'/'  of  ONCE's  investments  are  going 
into  equities.  "We  may  be  blind,"  he 
says,  "but  we're  not  foolish." 

ONCE  has  been  very  good  to  Duran. 
The  youngest  child  of  a  working-class 
family,  he  was  either  born  blind  or  blind- 
ed at  eight  months  by  meningitis — he  is 


DURAN  DOESN'T  DENY  THAT  MANY  OF  HIS  HOLDINGS  ARE  RISKY 


not  certain.  He  excelled  at  a  special 
ONCE-backed  school  and  went  on  to  the 
University  of  Barcelona  for  a  law  de- 
gree. Along  with  a  number  of  other 
young  blind  professionals,  Duran  joined 
the  deficit-ridden  ONCE  in  1982.  He  rose 
through  the  ranks  to  the  management 
team,  becoming  general  director  in  198(1. 

Thanks  to  sophisticated  marketing, 
catchy  radio  and  TV  commercials,  and 
heavy  ad  budgets,  cupbn  sales  have 
climbed  10%  to  12%  every  year,  while 
state-run  lotteries  have  slumped.  With 
the  charity  on  better  financial  footing, 
he  began  pouring  its  excess  cash  into 
various  companies.  Suddenly,  he  became 
an  influential  celebrity,  appearing  regu- 
larly on  TV  talk  shows,  sitting  on  the 
boards  of  major  companies,  and  hobnob- 
bing with  bankers  and  business  people. 
Today,  Duran  lives  comfortably  in  a  lux- 
ury apartment  building  with  his  wife, 
physician  Maria  Sol  Cruz,  and  their  two 
children. 

TRAINED  EAR.  Among  his  assets  is  a  re- 
markable facility  for  numbers.  He  can 
spout  the  financials  for  every  company 
in  which  he  has  invested,  and  legend  has 
it  that  he  can  remember  600  phone  num- 
bers. That  comes  in  handy,  as  Duran 
prefers  doing  business  on  the  phone  to 
meetings.  "He  has  the  ad- 
vantage there,"  says  a  busi- 
nessman who  has  negotiated 
with  Duran.  "Being  blind,  hi- 
picks  up  clues  and  nuance.^; 
in  your  voice  that  you  miss 
or  are  unaware  of." 

There  weren't  many  sub- 
tle nuances  in  the  battle  fni- 
control  of  Telecinco.  The  dis- 
pute, one  of  the  most  vicious 
in  Spanish  corporate  history, 
centered  on  claims  by  book 
publisher  Sanchez  Rupierez 
that  fellow  25%'  owners 
ONCE  and  Berlusconi  were 
conspiring  to  direct  exclu- 
sive contracts  to  companies 
they  control.  Duran  and  Ber 
lusconi  teamed  with  10'' 
owner  Angel  Medrano,  a 
builder,  to  oust  Rupierez 
from  the  board  in  January. 

Now  in  charge,  Duran  in- 
tends to  be  an  active  chair- 
man. "I  think  I  have  proved 
my  business  vision,"  he 
says.  "I  don't  have  to  see 
the  TV  programs  to  manage 
the  administration  "  He  had 
better  hope  so.  Spain's 
30,000  blind  citizens,  many 
of  whom  receive  pensions  or 
direct  employment  from 
ONCE,  are  counting  on  him. 
By  Ana  West  ley  in  Madrid 
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TIRES  I 


WHY  TIREMAKERS  ARE  STILL 
SPINNING  THEIR  WHEELS 


The  recent  merger  mania  has  resulted  in  overcapacity,  lower  profits,  and  market-share  wars 


For  tiremakers  needing  the  size  to 
survive  in  a  global  business,  the 
idea  made  good  sense:  Buy  market 
share.  In  the  past  three  years,  foreign 
competitors  have  bought  five  U.  S.  tire- 
makers,  and  one  more  is  about  to  get 
snapped  up.  Once  that  happens,  just  six 
producers  will  control  807'  of  the  non- 
communist  world's  tire  production,  up 
from  627  in  1980.  So  what  difference  is 
all  that  making?  U.  S.  tire  prices  are  at 
1985  levels.  Profits  at  the  biggest  ac- 
quirers are  suffering.  And  in  this  mad 
dash  to  win  market  share,  nearly  every- 
one is  expanding  at  a  faster  rate  than 
the  market's  growth  can  support.  For 
the  U.  S.  tire  industry,  it  seems,  mergers 
aren't  producing  miracles. 

Some  analysts  think  they  still  might. 
Last  year's  operating  rate  for  U.  S.  tire 
plants  was  907',  and  prices  for  replace- 
ment car  and  light-truck  tires  rose  27. 
But  all  that  could  be  short-lived.  World- 
wide demand  is  weakening  even  as  near- 
ly every  acquirer  is  pursuing  a  big  U.  S. 
spending  program.  Market  researchers 
at  Uniroyal  Goodrich  Tire  Co.  figure 


that  by  1993,  North  America  will  have 
167'  more  capacity  for  making  car  tires, 
an  increase  of  31  million  units.  Although 
that  estimate  could  be  high,  capacity  in- 
creases will  almost  certainly  exceed  the 
projected  17  to  27  annual  growth  in 
demand.  Says  Sheldon  R.  Salzman,  Uni- 
royal's  president:  "What's  happening  is 
a  continuation  of  the  past — a  dogfight." 
MISDIAGNOSIS.  The  effect  on  profits  is 
likely  to  be  harsh.  Take  Goodyear  Tire  & 
Rubber  Co.  Its  market  share  fell  two 
points,  to  287',  last  year  after  it  chopped 
discounts  to  wholesalers.  As  a  result, 
the  $10.9  billion  company's  operating 
margin  on  tires  was  flat  at  8.57,  after  a 
big  decline  the  year  before.  Tire  profits 
couldn't  compensate  for  other  problems 
that  cut  Goodyear's  1989  earnings  by 
417,  to  $207  million.  So  now,  the  U.S. 
industry  leader  says  that  it  plans  to  re- 
build its  market  share  with  new  lines  of 
low-priced  products  that  it  hopes  will 
win  customers  without  hurting  its  premi- 
um Goodyear  brand.  Add  to  that  the 
competition  for  business  from  Detroit, 
where  auto  sales  are  off,  and  Good- 


year's  earnings  could  be  down  this  year, 
For  the  biggest  foreign  tiremakers, 
which  have  swallowed  all  but  one  o^ 
Goodyear's  major  domestic  rivals,  con- 
cern over  the  sluggish  market  is  com- 
pounded by  a  new  ailment:  indigestion. 
For  example,  Bridgestone  Corp.  has  indi- 
cated that  its  1989  earnings  fell  627",  to 
$107  million,  on  about  $12.1  billion  in 
revenues,  owing  largely  to  its  $2.6  billion 
acquisition  of  Firestone.  In  fact,  Bridge- 
stone  doesn't  expect  a  profit  from  Fire- 
stone until  1992.  Partly,  that  reflects  the 
acquisition's  cost  and  a  big  capital- 
spending  program.  But  more  than  that, 
it  seems  that  Bridgestone  just  made  an 
error  in  diagnosis.  President  Akira  Yeiri 
has  said  that  his  executives  weren't  able 
to  visit  Firestone's  plants  before  the 
deal,  since  Bridgestone  had  to  move 
quickly  to  preempt  Italy's  Pirelli.  So 
even  though  the  parent  company  knew 
that  Firestone  needed  help,  "it  didn't  re- 
alize what  the  price  would  be,"  says 
George  W.  Aucott,  a  veteran  Firestone 
executive  who  became  chairman  of 
Bridgestone/Firestone  Inc.  on  Jan.  1. 


TIREMAKERS 
ARE  CONSOLIDATIHG... 

Date/Deal/Price 

DECEMBER,  1986  Sumitomo  Rubber  In- 
dustries buys  control  of  Dunlop  Tire  for 
$80  million 

OCTOBER,  1987  Continental  purchases 
General  Tire  for-  $628  million 

MAY,  1988  Bridgestone  buys  Firestone 
for  $2.6  billion 

MAY,  1988  Pirelli  Group  buys  Armstrong 
Tire  for  $197  million 

0CT08ER,  1989  Yokohama  Rubber  buys 
Mohawk  Rubber  for  $ ;  50  million 

PENDING  Michelin  will  buy  Uniroyal 
Goodrich — and  its  debt — for  $1.5  billion 


r 


...BUT  ALSO 
ADDING  CAPACITY. 


Company/Planned  projects/Cost 


Si;!,<i  i  Lji:  -J  Expansion  of  Dunlop's  car- 
tire  capacity,  plus  overhaul  of  truck-tire 
operations  totaling  $240  million 

CONTINENTAL  Five-year  modernization  of 
General,  costing  $670  million,  plus  con- 
struction of  a  truck-tire  plant  with  two  Jap- 
anese partners,  Yokohama  and  Toyo,  for 
$200  million  

BRIDGESTONE  Three-year,  $1.5  billion 
modernization  at  Firestone  plus  a  new  ra- 
dial truck-tire  plant  in  Tennessee  costing 
$350  million 

PIRELLI  Four-year,  $200  million-plus  up- 
grading of  Armstrong  plants 


...EVEN  THOUGH 
PRICES  REMAIN  WEAK 


MEDIAN  RETAIL  PRICE 
FOR  RADIAL  CAR  TIRES 


I  '85 
I  ADOLL 


■87 


DOIURS 

mkmommiomif. 

NATIONAL  TIRE  OtAlERS  8  RETREADERS  ASSN. 
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Bridgestone  has  in- 
stalled new  technol- 
ogy for  Firestone's 
fanciest  line  of  tires 
and  is  improving  the 
company's  quality. 
But  in  making  the 
changes,  it  has  cut 
productivity,  at  least 
for  now.  "We  know 
where  we  want  to  go 
in  our  plants,"  Aucott 
says.  "Our  only  frus- 
tration is  how  long  it's 
taking  to  get  there." 
General  Motors 
Corp.'s  decision  to 
largely  stop  buying 
from  Firestone  also 
hurt  profits,  though  Aucott  maintains 
that  higher  after-market  sales  have 
made  up  for  the  loss  of  a  customer  that 
bought  4.5  million  tires  a  year.  GM  opted 
out  in  1988  after  66  years  as  a  Firestone 
customer,  saying  that  as  it  whittled 
down  its  list  o*  suppliers,  it  found  that 
several  others  were  better. 

Other  acquiring  companies  have  found 
similar  surprises.  At  Dunlop  Tire  Corp., 
which  was  bought  by  Sumitomo  Rubber 
Industries  Ltd.,  U.  S.  managers  bridled 
at  the  unachievably  high  targets  the 
Japanese  set  for  them.  So,  the  goals 
have  been  made  more  realistic.  That  fix 
was  easy  compared  with  what  Sumitomo 
President  Shizuo  Katsurada  calls  "the 
problems  of  low  productivity  and  quality 
caused  by  aging  equipment.  Worker  mo- 
rale was  very  low.  The  main  thrust  of 
our  efforts  was  to  improve  the  working 
environment  and  modernize  the  equip- 
ment." Sumitomo's  new  investment 
brought  a  striking  turnaround  in  Eu- 
rope, where  the  company  is  making 
money  after  years  of  losses.  In  the  U.  S., 
Dunlop  has  improved  its  productivity, 
too,  though  its  output  per  worker  is  still 
only  60%  of  Sumitomo's  in  Japan. 
FLAT  EARNINGS.  Culture  shock  has  hurt 
Continental,  which  got  marginal  finan- 
cial returns  from  General  Tire  last  year. 
General  set  ambitious  market  share  tar- 
gets for  1989,  and  priced  aggressively  to 
meet  them.  But  it  couldn't  produce 
enough  tires,  since  it  failed  to  win  quick 
work-rule  changes  from  union  employ- 
ees in  Kentucky  and  Canada.  Then  last 
fall,  workers  at  General's  biggest  plant, 
in  Charlotte,  N.  C,  mounted  a  67 -day 
strike  over  pay  and  benefits.  This  is  one 
reason  Continental  itself  will  report  flat 
1989  results  and  not  the  higher  earnings 
forecast.  "We  made  substantial  progress 
[at  General]  but  are  not  where  we 
thought  we  could  be,"  says  Horst  W. 
Urban,  Continental's  chief  executive, 
who  sees  the  setbacks  as  temporary. 

To  help  make  sure  the  setbacks  aren't 
permanent,  he  has  made  Continental 
Deputy  CEO  Wilhelm  Borgmann  Gener- 


YOKOHAMA,  JAPAN'S  NO.  3,  BOUGHT 
MOHAWK  AND  IS  LOOKING  TO  GROW 


al's  CEO,  replacing  Gil- 
bert H.  Neal,  who  re- 
tired in  December. 
While  Urban  says 
Neal  left  voluntarily, 
industry  observers 
say  otherwise.  And, 
citing  both  Neal's  de- 
liarture  and  the  strict 
financial  controls  Con- 
tinental has  installed, 
they  wonder  whether 
Continental  has  gone 
too  far  in  bringing  in 
policies  and  people 
from  home.  The  prob- 
lem is  "the  German 
concept:  'You  will  en- 
joy this  party,'  "  says 
an  executive  at  a  competitor,  though  Ur- 
ban insists  that  General  has  enough  lee- 
way and  that  Continental's  management 
style  hasn't  hurt. 

Michelin's  purchase  of  Uniroyal  Good- 
rich may  pose  the  biggest  challenge  yet 
for  a  foreign  buyer.  Assuming  the  deal 
is  approved  by  the  Justice  Dept.,  the 
French  tiremaker  is  betting  that  it  can 
modernize  Uniroyal's 
plants,  deal  with  the 
United  Rubber  Work- 
ers, and  design  a  mar- 
keting plan  for  Uni- 
royal's cheaper  brands 
that  meshes  with  Mi- 
chelin's top-of-the-line 
image.  Michelin  swears 
that  it  will  let  Uniroyal 
be  run  from  Akron,  sep- 
arate from  the  big,  non- 
union U.  S.  company  Mi- 
chelin already  operates 
from  Greenville,  S.  C. 
"I'd  expect  a  very  cau- 
tious approach  [to  over- 
sight of  Uniroyal]," 
says  Uniroyal's  Salz- 
man,  who  has  helped  re- 
store returns  at  the 
No.  2  U.  S.  tiremaker. 
The  challenge,  however,  will  be  daunt- 
ing. "If  you  think  Bridgestone's  got 
problems  with  Firestone,  wait  until  Mi- 
chelin sees  what  it's  acquired  in  Unir- 
oyal," snipes  one  Goodyear  executive. 

Indeed,  the  biggest  member  of  the 
new  group  of  tiremakers  is  beginning  to 
sense  that  it  may  have  bitten  off  too 
much.  Last  fall,  Bridgestone  said  it 
would  reevaluate  the  three-year,  $1.5  bil- 
lion capital-spending  program  announced 
in  late  1988,  possibly  shifting  or  delaying 
expenditures.  And  in  December,  it  of- 
fered early  retirement  to  3,400  employ- 
ees. Aucott  says  that  calling  the  changes 
"a  crash  stop  is  probably  too  harsh." 
But  he  adds  that  "we're  right-sizing  our 
organization"  by  reexamining  how  work 
is  done.  Layoffs  could  result,  adding  to 
the  250  announced  at  a  Firestone  nontire 


operation  on  Feb.  6 — and  hurting  the 
reputation  for  employment  security  that 
Japanese  firms  have  with  Americans. 
And  though  Aucott  is  upbeat,  his  own 
authority  has  been  clouded.  Bridgestone 
Chairman  Teiji  Eguchi  has  arrived  in  Ak- 
ron to  keep  an  eye  on  things — and  he 
plans  to  stay  for  a  while. 
GOOD  MONEY.  Ironically,  in  an  industry 
where  big  was  supposed  to  be  better, 
the  smaller  acquisitions  have  worked 
pretty  well,  including  the  Dunlop  deal 
and  Pirelli's  purchase  of  Armstrong  Tire 
Co.  Indeed,  it's  possible  to  make  good 
money  selling  tires  in  the  U.  S.  Cooper 
Tire  &  Rubber  Co.,  the  only  major  do- 
mestic producer  left  except  for  Good- 
year, earned  a  record  $58  million  last 
year,  up  42%,  on  sales  of  $867  million. 
But  no  one  else  has  been  able  to  match 
Cooper's  formula,  which  depends  on  sell- 
ing through  independent  dealers.  In  fact, 
though  they  are  busily  cutting  costs, 
other  producers  seem  more  focused  on 
market  share  than  on  building  profitabil- 
ity. "We  are  only  a  handful  of  players," 
notes  Continental's  Urban.  "In  spite  of 
that,  we  are  fighting  each  other  like 


AUCOTT  OF  BRIDGESTONE/FIRESTONE:  A  FRUSTRATING  RIDE 


hell."  Whether  that  might  end  isn't 
clear.  Sumitomo  and  Bridgestone  say 
that  they  may  import  fewer  tires  as  they 
expand  their  U.  S.  capacity.  But  Michelin 
says  it  won't  cut  back. 

So,  the  price  competition  will  go  on  for 
a  while,  as  will  the  consolidation.  Now,  a 
second  tier  of  producers  wants  to  get 
big,  too.  Yokohama  Rubber  Co.,  Japan's 
No.  3  producer,  just  acquired  tiny  Mo- 
hawk Rubber  Co.  and  is  looking  for 
more  capacity.  And  Pirelli  recently 
raised  a  war  chest  of  $450  million.  That 
has  led  to  rumors  of  a  run  on  Goodyear 
or  Continental,  which  itself  wants  to 
grow  in  Eastern  Europe.  So,  for  price- 
conscious  customers,  the  news  is  still 
good:  The  tire  wars  aren't  over  yet. 

By  Zachary  Schiller  in  Akron,  with  Rog- 
er Schreffler  in  Tokyo  and  bureau  reports 
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"James  River 
chose  Digital  as 

the  systems 
integrator  to  help 

us  roll  out  the 
industry's  highest 

performance 
specialty  products!' 


James  E.  Rogers 
Sr.  V.P.,  Group  Executive 
Specialty  Papers  Business 
James  River  Corporation 


"Over  the  past  20  years,  James 
River  has  become  the  world's  larg- 
est producer  of  specialty  papers 
and  coated  film  products  through 
our  dedication  to  providing  supe- 
rior products  and  service  to  our 
customers.  And  the  systems  inte- 
gration solution  and  support  from 
Digital  is  helping  us  do  it  better 
than  ever. 

"The  managers  in  our  15  strate- 
gic business  units,  located  in  28 
plants  in  the  U.S.,  England,  Scot- 
land and  Ireland,  operate  with 
entrepreneurial  independence. 
With  Digital,  they  can  take  advan- 
tage of  easy-to-use,  standard  capa- 
bilities that  let  them  share 
information  throughout  the  corpo- 
ration. To  help  them  respond 
quickly  to  customers'  needs. 

"With  more  third  party  software 
available.  Digital  offers  an  exten- 
sive, integrated  solution.  They  have 
the  resources;  they  understand  the 
applications  and  our  business.  They 
made  a  commitment  to  make  us 
successful.  And  they're  clearly 
delivering." 

The  rewards  of  working  together. 

Systems  integration  and  support 
from  Digital  give  companies  the 
ability  to  respond  more  quickly  and 
appropriately  to  the  needs  of  their 
customers. 

Today,  with  the  products  and 
capabilities  to  turn  raw  data  into 
information  that  can  help  provide 
a  competitive  advantage.  Digital 
gives  you  an  elegantly  simple  way 
for  your  people  to  work  together 
more  productively,  more  creatively, 
more  efficiently,  more  competitively. 

To  learn  more,  write  to 
Digital  Equipment  Corporation, 
129  Parker  Street,  K29,  Maynard, 
MA  01754-2198.  Or  call  your  local 
Digital  sales  office,    t-x*    •  i 

A  way  to  work  LJlgltai 
together  like  never  l-^oc 
before.  ^^A^ 

It 
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"The  NP665a  Award  for  Excellent  Overall  Copy  Quality" 
"The  NP8580.  Best  Overall  Performance  based  on 
Hands-On  Evaluation" 

-Dataprol/89 

"Most  Outstanding  Copier-Overall.  NP8580" 
"The  Canon  NP6650  is  the  mid-volume  copier  of  choice" 
"The  lab's  ever-skeptical  technicians  were  impressed 
with  its  (the  NP 1215)  performance" 

-Buyer's  Lab  5/89 

"The  Color  Laser  Copier  is  the  standard  by  which 
other  color  copiers  are  judged" 

—American  Office  Dealer  7/89 

When  you're  America's  most  popular  copier, 
you  have  to  face  the  critics. 

The  reviews  are  in,  When  it  connes  to  business  copiers,  the  choice  is  Canon. 
Being  number  one  in  copier  placements  for  seven  consecutive  years,  and 
our  over  5  million  copiers  produced  worldwide  prove  it. 


Sports  Business 


» HOCKEY  I 


ICE  FOLLY 

IN  MINNEAPOLIS 


The  city  yawns  as  the  North  Stars  threaten  to  move  to  Oakland 


PRICEY  SIDESHOW:  IN  MINNESOTA,  THE  NHL  PLAYS  SECOND  FIDDLE  TO  STRONG  AMATEUR  TEAMS 


It's  a  time  for  soul-searching — and  a 
brewski  or  two — at  Champps,  a 
sports  tavern  just  outside  Minneapo- 
lis. Mike  Garaghty,  a  high  school  En- 
glish teacher,  is  pondering  this  prospect: 
Will  the  Minnesota  North  Stars  really 
split  and  play  for  those  flakes  on  the 
West  Coast?  Shrugs  Garaghty:  "Hey,  all 
they  do  is  fight,  and  they  don't  win." 
Adios  arnigos,  he  figures. 

He's  not  the  only  one  in  the  Twin  Cit- 
ies adjusting  easily  to  the  prospect  of 
life  without  the  North  Stars.  Team  own- 
ers Gordon  and  George  Gund  have 
threatened  to  move  the  franchise  to  Oak- 
land unless  the  commission  that  owns 
the  Metropolitan  Sports  Center,  the 
North  Stars'  home,  agrees  by  Feb.  21  to 
raise  $15  million  for  a  new  lobby,  luxury 
suites,  and  other  amenities.  If  it  doesn't 
agree,  the  Stars  propose  to  relocate  to 
California  and  share  a  new  20,000-seat 
arena  with  the  National  Basketball 
Assn.'s  Golden  State  Warriors  next 
year.  So  far,  the  ultimatum  hasn't  exact- 
ly triggered  a  Save-the-Stars  crusade. 

Should  the  North  Stars  skate  out  of 
town,  it  would  be  an  embarrassing  body- 
check  to  the  National  Hockey  League. 


After  all,  Minnesotans  are  truly  hockey 
nuts.  Most  kids  hit  the  ice  early  in  life, 
and  the  more  ambitious  tykes  regularly 
attend  one  of  five  hockey  camps  in  the 
state.  The  state  high  school  tournament 
easily  draws  100,000  annually  and  gener- 
ates $500,000  in  television  revenues.  Min- 
nesota is  even  home  to  the  U.  S.  Hockey 
Hall  of  Fame. 

But  hockey  mania  is  doing  the  North 
Stars  no  good.  Attendance  has  trailed 
the  league  average  in  the  past  five  years 
(chart).  The  club  figures  to  lose  $4  mil- 
lion in  1990,  after  dropping  $12  million 
during  the  past  two  seasons  on  revenues 
of  $16  million.  To  survive,  it  desperately 
needs  more  corporate 
support  to  boost  the 
season-ticket  base  from 
3,800  to  10,000.  Yet  giv- 
en its  dismal  record, 
that  won't  be  easy.  "We 
hate  to  lose  them,"  says 
Brooks  Clark,  a  market- 
ing manager  with  U.  S. 
West,  "but  people  want 
to  support  a  winner, 
and  this  hasn't  been  a 
very  good  product." 


PORTS  BUSINESS 


THE  NORTH  STARS 
AREN'T  SHINING 


AVERAGE  AHENDANCE 
PER  GAME 


▲  THOUSANDS 


With  so  much  dazzling  an, 
ey,  some  fans  see  no  call  to 
more  for  a  ticket  and  $5  for 
to  watch  the  hapless  North  Star 
in  fourth  place  in  the  weak,  five- 
Norris  Div.  By  comparison,  high  sci 
tickets  cost  $3  or  so.  Tickets  for  Minn 
apolis'  University  of  Minnesota  Golden 
Gophers,  a  top  collegiate  club,  run  $5 
to  $9.  "We  have  6,000  season-ticket  hold- 
ers," says  Gophers'  coach  Douglas 
Woog. 

Compounding  the  problem  has  been 
the  arrival  in  1989  of  the  Minnesota  Tim- 
berwolves,  an  NBA  expansion  team.  The 
hoopsters  are  pulling  in  an  astounding 
23,000  fans  a  game  despite  a  pitiful  10-36 
record  as  of  Feb.  13.  True,  there's  a 
novelty  factor  at  work.  But  the  Timber- 
wolves  will  likely  siphon  off  some  winter 
sports  fans  in  the  years  ahead. 
WARM-UP  BOUT.  The  North  Stars'  big- 
gest woes,  though,  are  on  the  ice.  Four 
out  of  the  past  five  seasons  have  been 
losing  ones.  Management  has  made  six 
coaching  changes  since  1984.  Under  the 
current  coach,  Pierre  Page,  the  North 
Stars  have  lost  31  games  this  season  out 
of  56.  In  fact,  the  club  has  been  more 
noteworthy  lately  for  its  brawls.  On 
Dec.  29,  the  North  Stars  and  Chicago 
Black  Hawks  fought  a  bench-clearing 
fracas — during  pregame  warm-ups.  "A 
lot  of  people  have  kids  in  hockey  pro- 
grams in  Minnesota  and  don't  like  fight- 
ing," says  Gopher  Coach  Woog. 

For  now,  club  officials  say  they're 
open  to  negotiations  to  keep  the  cIuId  in 
the  Twin  Cities.  But  it's  unlikely  local 
pols  will  meet  the  Gunds'  demands.  "We 
don't  have  $15  million.  That's  just  not 
possible,"  says  William  Lester,  director 
of  the  Metropolitan  Sports  Facilities 
Commission.  So  with  the  NHL  Board  of 
Governors  set  to  meet  in  March,  the 
North  Stars  may  soon  get  the  green 
light  to  go  west.  NHL  President  John  A. 
Ziegler  Jr.,  for  one,  isn't  standing  in  the 
way.  He  has  already  said  the  Met  Cen- 
ter, in  its  present  condition,  isn't  the 
type  of  arena  the  "North  Stars  need  to 
compete  in  the  1990s." 

Back  at  Champps,  though,  few 
seemed  to  care  if  the  North  Stars  head 
for  the  North  Pole. 
During  a  recent  cable- 
cast  of  a  game  against 
the  New  York  Rangers, 
the  bar  gave  the  North 
Stars  the  ultimate  in- 
sult: No  voice  was 
raised  in  protest  when 
one  patron  persuaded 
the  bartender  to  switch 
channels. 

By  Brian  Bremner  in 
Minneapolis 
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CEO  FUTTERMAN  AT  A  NEW  JERSEY  PATHMARK  SITE:  STORE  OPENINGS  HAVE  SLOWED  AS  RIVALS  CONTINUE  TO  BREAK  NEW  GROUND 


WHAT  PUT  PATHMARK 
IH  SUCH  A  PICKLE? 


Staggering  LBO  debt  and  a  series  of  management  shakeups  have  it  trailing  A&P  and  ShopRite 


utchers,  bakers,  and  cashiers  all 
.have  the  same  question  for  Jack 
Futterman  when  he  visits  Path- 
mark  supermarkets:  When  will  workers 
be  able  to  buy  stock  in  their  company? 
Chief  Executive  Futterman  says  he  has 
no  plans  for  a  public  offering  of  Super- 
markets General  Corp.  (SGC),  Pathmark's 
parent.  But  there's  no  mistaking  how  he 
feels  about  a  raid  by  Dart  Group,  which 
prompted  the  $6  billion-a-year  chain  to 
go  private  in  a  1987  leveraged  buyout. 
Says  Futterman:  "I  would  have  pre- 
ferred that  we  hadn't  had  to  do  it." 

Small  wonder:  Weighed  down  by  $1.6 
billion  in  LBO  debt,  SGC,  based  in  Wood- 
bridge,  N.  J.,  is  fast  becoming  an  also- 
ran  among  Northeast  supermarkets. 
Burdened  by  hefty  interest  payments 
and  distracted  by  tumult  in  the  execu- 
tive suite,  SGC  has  been  losing  market 
share  to  rivals  such  as  Wakefern  Food 
Corp.'s  ShopRite  markets  and  Great  At- 
lantic &  Pacific  Tea  Inc.  (A&P). 

SGC  has  substantial  resources:  Its  an- 
nual cash  flow  of  about  $293  million  still 
covers  cash  interest  payments  with  $113 
million  to  spare.  Other  chains  such  as 
Kroger  Co.  (page  71)  have  responded  to 
the  harsh  disciplines  of  heavy  debt  by 
becoming  more  focused  and  efficient. 
But  SGC's  case  demonstrates  how  debt 
can  also  stifle  creativity  and  leave  a 
company  at  the  mercy  of  less  leveraged 


competitors.  "Pathmark  is  no  longer  the 
state  of  the  art  or  driving  innovator  in 
the  market,"  says  Douglas  J.  Tigert,  a 
retailing  professor  at  Babson  College. 
"It's  being  squeezed." 

Besides  keeping  the  bills  paid  and  the 
bankers  at  bay,  Futterman  has  little  to 
brag  about.  Sales  at  Pathmark  outlets 
open  for  more  than  a  year  rose  just  17( 
in  the  third  quarter,  less  than  food 
prices  and  far  less  than  the  4%  to  5% 
increase  that  analysts  estimate  for  A&P 
outlets.  For  the  year  ended  in  January, 
SGC  will  come  in  about  $1  billion  shy  of 


A  CONTRAST  IN 
SUPERMARKET  JUNK 


KROGER  ZERO-COUPON  15.50%  BONDS 
PRINCIPAL  AMOUNT  $47,  DUE  2008  , 


SUPERMARKETS  GENERAL 
ZERO  COUPON  I3.I2S%B0NDS 

PRINCIPAL  AMOUNT  S52,  DUE  2003 


1 


_l  I  I  L. 


JUNE  30, '89 
L  BOND  PRICE 


JAN. 31, '90 


DATA.  DILLON,  READ  &  CO. 


the  $7  billion  sales  goal  set  in  the  LBO. 
Operating  earnings  will  also  be  well  be- 
low the  projected  $241  million  because  of 
an  unexpected  $33  million  restructuring 
charge,  mainly  to  shut  down  eight  of 
SGC's  60  struggling  Rickel  Home  Cen- 
ters. Analysts  say  net  losses  could  hit 
$70  million,  far  worse  than  the  projected 
$18  million.  Some  SGC  high-yield  bonds 
have  lost  as  much  as  407^  of  their  value 
in  the  past  six  months  (chart). 
CANNED  GOODS.  Investors'  jitters  have 
not  been  soothed  by  a  series  of  manage- 
ment shakeups.  Last  September,  Merrill 
Lynch  Capital  Partners,  which  led  the 
buyout  and  now  owns  527^  of  SGC,  re- 
placed its  highly  regarded  chief  execu- 
tive, Kenneth  Peskin,  after  only  two 
years.  Analysts  say  Peskin  fell  out  with 
Merrill  over  the  Rickel  chain's  troubles. 
President  James  D.  Dougherty  quit  soon 
after.  Futterman,  a  pharmacist  v/ho 
built  SGC's  Pathmark  drugstore  chain 
into  an  industry  leader,  got  both  posts. 

The  aura  of  trouble  at  SGC  turned  gris- 
ly in  November,  when  the  company's 
well-known  vice-president  for  public  af- 
fairs, Robert  E.  Wunderle,  was  killed  in 
an  execution-style  shooting  that  is  being 
probed  by  the  FBL  Mystified  SGC  officials 
say  none  of  Wunderle's  responsibilities 
would  have  provoked  organized  crime. 

Despite  all  the  turmoil,  SGC  executives 
insist  they  have  the  company's  problems 
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800  reasons 
to  leave  ATSaC 

Choose  MCI  800  Service'"  for  reasons  like 
Direct  Termination  Overflow'"  (DTO),  one 
of  our  advanced  routing  features.  If  your 
dedicated  MCI  800  lines  are  jammed  with 
customers,  the  extra  calls  will  be  automatically 
switched  onto  your  regular  business  lines. 
Something  AT&T  doesn't  do  for  you. 

Another  good  reason  to  choose  MCI  800 
Service  is  itemized  Call  Detail.  Unlike  AT&T, 
we  offer  it  to  all  our  customers.  And  MCI's 
Call  Detail  provides  the  complete  phone 
number  of  virtually  every  call.  Imagine  what 
you  could  do  with  that  information. 

And  only  MCP  can  offer  your  business 
real-time  calling  number  identification  today, 
using  the  standard  signaling  technology  you 
already  have.  So  you  can  help  your  customers 
faster  than  ever  before. 

But  some  of  the  best  reasons  to  choose 
MCI  800  Service  are  unsurpassed  call  quality 
and  MCI  specialists  who  will  customize  our 
800  service  to  your  needs  and  be  there  to  an- 
swer questions,  24  hours  a  day  7  days  a  week. 

If  you  sign  up  now,  we'll  give  you  a  spe- 
cial credit*  just  for  switching,  plus  a  satisfac- 
tion guarantee.  If  you're  not  completely  satis- 
fied, we'll  pay  to  re-install  you  to  your  old 
carrier. 

For  even  more  reasons  to  switch,  contact 
your  MCI  Account  Representative  or  call 
1-800-888-0800. 


MCI 

Let  us  show  you: 


equal  to  25"..  ot  fourth  month'^  bill  tor  all  c 
pcndine  S2,^0U+/  mi.nth  per  800  num 
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Corporate 
Membership 


In  An  Earlier  Day  The  Business  Traveler 
Was  Someone  Special. 


Today  Thats  StillTrue. 

Share  the  benefits  of  Corporate  Membership  with  Americas  best. 

The  American  Express'  Corporate  Card  is  designed  from  the  ground  up  to  make  doing  business 
easier.  Corporate  Membership  offers  you  efficient  ways  to  organize  and  document  your  expenses,  save 
money,  smooth  your  business  travel,  protect  you,  your  employees  and  your  purchases.  And  more. 

Nearly  two  thirds  of  the  Fortune  500  corporations  have  discovered  how  well  the  Corporate  Card 
succeeds  So  have  business  people  at  many  of  Americas  most  admired  companies.  And  they're  joined 
by  more  than  a  million  dynamic  entrepreneurs. 

The  Corporate  Card  from  American  Express.  Preferential  treatment  for  Americas  best. 

For  information  about  Corporate  Membership  call  1  800-SUCCESS. 


To  Your  Success 
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in  hand.  They  say  new  management  is 
fixing  the  troubled  Ricl<el  unit,  which 
has  been  losing  out  to  competitors  such 
is  the  larger  and  more  efficient  Home 
Depot  chain.  Rickel  is  the  last  vestige  of 
1  diversification  strategy  the  company 
rias  long  since  abandoned,  and  analysts 
jxpect  it  to  be  sold.  SGC  won't  comment. 
The  supermarkets,  says  Futterman, 
lave  emerged  from  their  post-LBO  uncer- 
tainty with  new  focus  and  discipline. 
'We've  learned  to  be  even  more  effi- 
cient," he  says.  While  new  store  open- 
ngs  have  slowed,  modernization  and  ex- 
jansion  are  moving  along  at  the  143 
existing  Pathmarks  and  the  66-store 
Boston-based  Purity  Supreme  Inc.  unit. 
SOUR  GRAPES.  SGC's  rivals  have  rushed 
;o  seize  the  advantage,  however.  Thanks 
;o  a  spate  of  acquisitions  since  1986, 
So.  1  A&P  now  controls  more  than  20% 
)f  the  $22.2  billion  New  York  metro  area 
narket.  The  trade  journal  Modern  Gro- 
wer estimates  that  privately  held  Wake- 
"ern's  ShopRites  overtook  Pathmark  as 
.>Jo.  2  in  the  region  in  1988  and  gained 
jtill  more  ground  last  year,  capturing 
L3.22%  of  the  market  vs.  Pathmark's 
L2.93%.  SGC  officials,  who  once  bragged 
)n  their  trucks  about  being  No.  1,  now 
jay  market  share  isn't  so  important. 

The  gap  will  only  worsen  as  SGC's  ri- 
vals open  new  stores.  Members  of  Wake- 
■ern,  a  cooperative,  intend  to  open  17 
ShopRites  in  the  next  two  years,  for  a 
;otal  of  194.  A&P  has  17  new  stores 
jlanned  for  the  Northeast  this  year, 
A^hich  would  bring  it  to  466.  And  it's 
considering  56  more  outlets  by  1992.  By 
contrast,  Pathmark  expects  to  field  only 
line  new  stores  in  the  next  two  years, 
vhile  Purity  Supreme  may  add  four. 

Even  more  troubling,  rivals  are  using 
liche  marketing  to  carve  up  Pathmark's 
customer  base.  A&P  is  wooing  high-end 
)uyers  with  its  flashy  A&P  Food  Bazaars 
md  its  Food  Emporiums,  based  in  New 
ifork.  It's  winning  budget  shoppers  with 
^&P  Sav-A-Center  and  Super  Fresh  Food 
Vlarkets  and  going  after  the  upscale 
suburban  market  with  A&P  Futurestores. 

At  the  same  time,  price-cutting  by 
ShopRite  has  undermined  Pathmark's 
ong-standing  claim  to  be  the  low-price 
eader.  Some  ShopRites  have  also  been 
uring  Pathmark's  customers  with  such 
ittractions  as  in-store  snack  bars  and 
computerized  ordering  to  eliminate  wait- 
ng  at  the  deli  counter.  "Pathmark  has 
dipped  a  lot,"  says  George  Zallie  Sr.,  a 
ShopRite  owner.  "The  stores  are  not  as 
;harp  and  crisp  as  they  used  to  be." 

That's  quite  a  comedown  for  a  chain 
;hat  once  set  the  pace  for  supermarket- 
ng.  During  the  1970s,  SGC  pioneered 
Pathmark  Super  Centers:  55,000-square- 
"oot  outlets  with  pharmacies,  books,  and 
lealth-and-beauty  aids.  Computer  scan- 


ning at  checkouts  was  tried  first  at 
Pathmark  in  1974.  "They  don't  have  the 
money  to  do  that  kind  of  thing  anymore. 
Others  have  the  resources  and  are  tak- 
ing the  risks,"  says  Kim  Emerson  Mor- 
ris, a  PaineWebber  Inc.  analyst. 

Futterman  insists  SGC's  glory  days  are 
far  from  over.  As  evidence  of  its  smart 
risk-taking,  he  points  to  a  gleaming  new 
Pathmark  that  will  open  in  July  in  a 


depressed  part  of  Newark,  N.  J.  SGC  is 
betting  that  the  store's  neighbors  will 
turn  it  into  a  money-maker,  as  they  have 
with  Pathmarks  in  comparable  sections 
of  New  York.  Success  in  Newark  will 
have  to  be  followed  by  a  string  of  other 
trailblazing  moves,  however,  before 
Pathmark  can  again  paint  "We're  No.  1" 
on  its  trucks. 

By  Jost  ph  Weber  in  Woodbridge.  N.  J. 


HOW  BORROWING  BOUGHT 
KROGER  MORE  THAN  TIME 


When  Kohlberg  Kravis  Rob- 
erts &  Co.  went  shopping 
for  Kroger  Co.  in  Septem- 
ber, 1988,  few  expected  the  nation's 
No.  2  grocery-store  chain  to  remain  in- 
dependent. After  all,  previous  attempts 
by  Kroger  Chairman  Lyle  Everingham 
to  keep  the  company  out  of  play  had 
failed.  Instead  of  hiking  the  stock, 


MEAT  MARKET:  PART  OF  KROGER' S  GLITZY  NEW  LOOK 


Kroger's  cost-cutting  and  asset  sales 
managed  only  to  attract  unwanted  bids 
from  both  Dart  Group  and  kkr. 

Everingham  fended  off  the  suitors 
with  a  steadfast  just-say-no  defense, 
however,  and  launched  his  own  re- 
structuring. Instead  of  being  hobbled 
by  the  resulting  debt,  Kroger  has 
emerged  as  a  more  efficient,  focused 
operator.  "We  e.xpected  them  to  be 
somewhat  weakened,"  says  one  com- 
petitor. "But  very  little  has  changed." 

Actually,  a  great  deal  has  changed 
at  the  Cincinnati-based  company.  The 
1988  restructuring,  which  included  a 
onetime  dividend  of  $40,  forced  Kroger 
to  take  on  debt  of  $5.5  billion,  $1.9 
billion  of  which  was  in  junk  bonds. 
Debt  service  handed  the  company  a  net 
loss  of  $72.7  million  in  1989.  But  oper- 


ating cash  flow,  the  most  important 
measure  of  a  company's  ability  to  ser- 
vice its  debt,  increased  22%,  to  $896.2 
million,  while  sales  rose  7.5%,  to  $18.8 
billion.  Kroger  paid  $380  million  of 
principal  and  $515  million  of  interest  in 
1989.  Analysts  expect  Kroger  to  have 
cash  flow  of  $941  million  and  debt  ser- 
vice of  $460  million  in  1989. 

SPENDING  SPREE.  Ironically, 
Kroger  is  now  reaping  the 
benefits  of  some  of  the  very 
moves  that  depressed  its  earn- 
ings and  stock  price  before  the 
restructuring.  In  the  five  years 
preceding  the  kkr  bid,  Kroger 
spent  a  total  of  $1.9  billion  to 
build  its  so-called  "combo" 
stores — behemoths  of  up  to 
60,000  square  feet.  That  spend- 
ing spree  helped  sap  Kroger's 
earnings  over  a  three-year  peri- 
od. But  now,  half  of  Kroger's 
1,234  stores  are  glitzy  combos, 
whose  eye-catching  and  high- 
margin  departments — such  as 
videotape  rentals  and  greeting 
cards — give  Kroger  ways  to 
compete  besides  price. 
With  construction  spending 


behind  it,  Kroger  should  get  by  on  cap- 
ital expenditures  of  as  little  as  $160 
million  a  year  over  the  next  few  years. 
Kroger  has  also  been  selling  off  as- 
sets, both  to  pay  down  debt  and  to 
focus  on  those  markets  where  it  is 
No.  1  or  No.  2. 

Bondholders  like  what  they  see 
(chart,  page  68).  Not  so  Kroger's  stock- 
holders. The  "stub,"  which  was  issued 
at  9  in  the  restructuring  and  hit  a  high 
of  19%  last  August,  has  fallen  to 
around  13.  "The  market  has  a  strong 
distaste  for  leveraged  companies,  suc- 
cessful or  not,"  says  Debra  J.  Levin, 
an  analyst  with  Salomon  Brothers  Inc. 
There's  little  Everingham  can  do  about 
that.  But  in  most  other  ways,  leverage 
has  been  pretty  good  to  Kroger. 

By  Stephen  Phillips  in  Citicimiati 


E  CORPORATION 


BUSINESS  WEEK/FEBRUARY  26.  1990  71 


kroducinfThe  Lexus  LS400 
Tlie  Brain  diil(10fl4D0Braiii 


Six  years  ago,  1400  of  Toyotas  top 
engineers  set  out  to  build  an  en- 
tirely new  automobile.  They  began 
by  taking  two  steps. 

First  they  accepted  the  premise 
that  the  world  already  had  a  surfeit  of  very 
good  high-performance  luxury  sedans. 


I 

Then  they  accepted  the  chall< 
to  build  one  a  quantum  leap  better. 

Such  is  the  thinking  that's  gone 
the  Lexus  LS400. 

Take,  for  example,  the  very 
thing  about  this  automobile  that  gr 
your  eyes,  its  design. 


©1989  Lexus.  A 


Here  our  engineers  have  inge-  , achieve  this  kind  of  muscle  in  a  car,  let 


V  managed  to  reconcile  aesthetics  •  j 
rodynamics,  creating  an  ele- 


alone  in  a  luxury  sedan,  would  be  cause 
enough  to  celebrate. 


^  y  contoured  luxury  sedan  that  vt,  ^Lv  For  Lexus  engineers,  it  was  just 


happens  to  have  one  of  the 
it  drag  coefficients  of  g,^^^  ^ 
ar  in  America,  a  mere  0.29. 
Just  as  surprising,  the  , 
)0  is  equipped  with  a  Four- 
.  32-valve,  250-horsepower 
ngine. 

For  most  engineers,  to 


cause  enough  to  come  up  with 
^mmm^    another  brainstorm. 

Turn  the  key  and  listen. 
What  do  you  hear? 

Not  much  of  anything  be- 
cause our  engineers  have  found 
a  way  to  combine  extreme  power 
f  with  extreme  quiet. 


Of  course,  we've  also  given  you  the 
luxury  to  shatter  this  silence. 

The  Lexus  LS400  is  endowed 
with  a  choice  between  two  of  the  finest 
audio  systems  possible,  including  the 
optional  Lexus/Nakamichi  Premium 
Sound  System. 

YouTl  find  an  almost  obsessive 
amount  of  thought  went  into  other  aspects 
of  the  cars  interior  as  well. 

Lavished  in  California  Walnut, 
graced  (if  you  choose)  with  leather  trim 
and  seats,  and  provided  with  a  standard 
drivers-side  airbag  Supplemental  Res- 
traint System,  the  LS  400  s  cabin  is  a  rare 
pleasure  to  enter. 

To  do  precisely  that,  simply  call 
800-USA-LEXUS  for  the  name  of  your 
nearest  dealer. 

You'll  find  that  he's  extremely 
knowledgeable  and  able  to  answer  all 
your  questions. 

After  all,  not  all  our  top  brains 
are  engineers. 


® 


The  Relentless  Pursuit  Of  Perfection. 


Volor  Sales  U.S.A..  Inc.  Lexus  reminds  you  to  wear  seal  bells  and  obey  all  speed  laws.  *Esi.  18  city/2.3  hwy.  preliminary  1990  mileage  figures  determined  by  Lexus.  See  your  dealer  for  details. 
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ADVERTISING! 


THE  HAPPY  MEDIUMS 
COHQUERING  MADISON  AVENUE 


Creative  and  quick  to  respond,  midsize  ad  agencies  are  confounding  bigger  rivals 


After  a  decade  of  advertising  mega- 
mergers,  a  )iew  generation  of  smaller 
agencies  is  gaining  ground.  These  mid- 
size shops — with  billings  of  less  tha  n  $1 
billion — offer  service  and  crea  tive  flair 
that  the  huge  agencies  often  cannot 
match.  Some  are  independent;  some 
are  spijioffs;  some  even  are  parts  of 
smaller  conglomerates.  Here  are  three 
medium-size  agencies  worth  watching. 


HOW  A  DARK  HORSE 
GAIHS  THE  IHSIDE  TRACK 


"I'm  a  creative  guy,"  says  Andrew  J. 
Langer,  "not  a  numbers  guy."  Sitting  in 
an  office  lit  by  a  television's  bluish  glow 
and  lined  with  Clio  awards,  the  chief 
executive  of  Lowe  Marschalk  Inc.  does 


LOWE  MARSCHALK 


►  1989  BILLINGS:  $304  millioi. 

►  ESTIMATED  REVENUES:  $45.6  million 

►  MAJOR  ACCOUNTS:  Sprite,  Braun,  Prudential 

look  the  part  of  a  Madison  Avenue  cre- 
ative director.  Competitors  have  likened 
Langer — known  in  liie  business  for  his 
assertive  manner  and  signature  Art 
Deco  ties — to  Miles  Dr.  iitell,  the  sharply 
dressed,  mercurial  age}  icy  chief  on  TV's 
thirtijsomething. 


Although  Langer,  47,  has  worked 
mostly  as  a  creative  person — he  began 
at  Doyle  Dane  Bernbach  during  its  hey- 
day in  the  Sixties — he  has  impressed  ri- 
vals with  his  business  acumen  since  be- 
coming chief  executive  of  New  York- 
based  Marschalk  last  March.  Most 
notable  was  a  recent  victory  over  incum- 
bent Backer  Spielvogel  Bates  Inc.  to 
land  the  $60  million  Prudential  Insur- 
ance Co.  account.  With  billings  of  $4.7 
billion,  BSB  dwarfs  Marschalk.  Observers 
considered  Langer's  shop  a  dark  horse 
in  a  review  that  included  two  other  big 
agencies,  Grey  Advertising  Inc.  and 
Scali,  McCabe,  Sloves  Inc. 

Prudential  was  taken  with  the  agen- 
cy's "nimbleness,  responsiveness,  and 
creativity,"  says  William  M.  Weilbacher, 
the  consultant  who  ran  Prudential's  re- 
view. Marschalk  is  already  known  for  its 
witty  ads  for  brands  such  as  Sprite  and 
Grey  Poupon  mustard.  In  its  latest  Diet 
Sprite  spot,  a  girl  hops  off  a  train  to  buy 
the  soda.  As  the  train  pulls  away,  she 
goes  through  a  series  of  Indiana  Jones- 
like acrobatics  to  climb  back  on  board. 

Langer  does  credit  some  of  Mar- 
schalk's  success  to  its  British  parent, 
Lowe  Group.  Frank  Lowe,  the  garru- 
lous chairman  of  the  agency  network 
that  bought  Marschalk  last  year  from 
Interpublic  Group  of  Cos.,  has  a  repu- 
tation for  nurturing  creativity.  And 
he  is  a  master  at  snaring  accounts. 

Its  ties  with  Lowe  notwithstand- 
ing, Marschalk's  success  augurs 
well  for  all  midsize  agencies,  Weil- 
l)acher  and  other  industry  execu- 
tives say.  Such  shops  are  small 
enough  to  provide  clients  the  at- 
tention they  miss  at  some  of  the 
mega-agencies — but  big  enough  to 
have  the  market  research  and  ac- 
count management  departments  to 
handle  complex  national  work.  Ex- 
ecutives at  big  agencies,  of  course, 
deny  that  any  accounts  get  lost  in 
their  bureaucracies  and  certainly 
not  big  ones.  "A  company  of  [Pruden- 
tial's] size  would  never  be  overlooked  at 
an  agency  of  any  size,"  says  BSB  Chair- 
man Carl  Spielvogel. 

The  challenges  of  size  are  exactly 
what  Marschalk  will  face  in  the  near 


future.  Langer  soon  will  give  up  day-to 
day  creative  control  to  focus  on  running 
the  agency.  And  clients  drawn  to  this 
quintessential  "creative  guy"  may  fine 
him  spending  more  time  with  the  num 
bers  than  with  snappy  slogans  and  ele 
gant  storyboards. 


OH  THE  lOOSE  AGAIH 
— AHD  GLAD  OF  IT 


Like  Langer,  Martin  Puris  and  his  part 
ner  Ralph  Ammirati  have  had  the  experi- 
ence of  working  with  a  parent  company 
In  1987,  Puris  and  Ammirati  sold  the 
agency  they  founded  13  years  earlier  tc 
Britain's  Boase  Massimi  Pollitt  Partner 
ship.  But  instead  of  thriving  with  the 
help  of  its  European  parent,  Ammirati  & 
Puris  felt  itself  under  constant  pressure 
from  its  owner  to  cut  costs. 

Then,  to  escape  a  hostile  takeover  by 
a  French  agency,  BMP  sold  itself  to  U.  S 
advertising  giant  Omnicom  Group.  Sud- 
denly, conflicts  with  Omnicom's  clients 
jeopardized  New  York-based  Ammirati'? 


AMMIRATI  &  PURIS 


►  1989  BILLINGS:  $215  million 

►  ESTIMATED  REVENUES:  $32.3  million 

►  MAJOR  ACCOUNTS:  BMW,  United  Parcel  Service 
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mainstay  accounts,  such  as 
BMW  and  United  Parcel  Service 
Inc.  So,  Puris  and  Ammirati 
bought  their  agency  back  from 
Omnicom  in  January  for  an  esti- 
mated $30  milhon — about  what 
they  sold  it  for  in  1987. 

Now,  Puris,  the  agency's  CEO, 
wants  to  put  the  arcana  of  Wall 
Street  behind  him.  "It's  great 
knowing  all  these  terms,"  he  says 
dryly,  "but  I  wanted  to  get  back 
to  advertising."  He  and  Ammir- 
ati, his  co-chairman,  are  working 
to  revive  a  shop  famous  for  its 
stylish  work  on  blue-chip  accounts 
such  as  BMW  and  Club  Med  Inc. 
The  agency  won  no  new  business 
during  the  eight  months  of  negoti- 
ations that  led  to  the  buyback,  and 
revenues  have  been  flat  since  1988. 

The  agency  must  also  deal  with  the 
heavy  debt  of  a  leveraged  buyout.  And 
it  will  be  minus  its  president:  Edward  H. 
Vick  resigned  last  week,  saying  he  didn't 
want  to  commit  to  becoming  an  equity 
partner.  The  principals  won't  comment, 
but  industry  gossip  has  it  that  Vick  was 
dissatisfied  with  the  size  of  his  stake. 
SAVING  SLOGAN.  Ammirati  figures  that 
the  uncertainty  over  the  agency's  future 
kept  new  clients  away.  But  since  the 
buyback,  its  old  clients  have  rallied.  Cad- 
bury  Schweppes  Ltd.  has  awarded  Am- 
mirati a  new  $12  million  beverage  ac- 
count. And  clients  BMW  and  Next  Inc., 
Steve  Jobs's  computer  venture,  say  they 
are  staunch  supporters:  Kathryn  Kil- 
coyne,  director  of  marketing  for  Next, 
says  Ammirati  has  been  creating  classy 
advertising  for  the  new  worlvstation. 
And  BMW  still  uses  the  slogan  "the  Ulti- 
mate Driving  Machine" — coined  15  years 
ago  by  copywriter  Puris. 

The  agency  is  angling  for  new  busi- 
ness, including  the  Calvin  Klein  account. 
One  thing  Ammirati  and  Puris  are  not 
looking  for  is  another  partner. 


'WE  INTEND 

TO  BE  A  WORLD  POWER' 


After  escaping  their  entangling  merger, 
Puris  and  Ammirati  have  no  interest  in 
becoming  giants.  Not  so  William  Tragos, 
chairman  of  tbwa  Advertising  Inc.:  "We 
intend  to  be  a  world  power,"  he  says. 

So  far,  TBWA  is  known  in  the  U.S. 
mostly  for  its  Absolut  campaign.  The 
agency  has  used  the  Swedish  vodka's 
oddly  shaped  bottle  in  a  series  of  inge- 
nious visual  puns — most  recently  trans- 
posing it  onto  an  aerial  shot  of  New 
York's  Central  Park. 

But  that  reputation  isn't  enough  for 
Tragos.  A  St.  Louis  native  and  former 
head  of  Young  &  Rubicam  Inc.'s  Paris 
office,  he  started  TBWA  in  1970  with 
three  other  European  Y&R  executives. 


TBWA 


►  1989  BILLINGS:  $850  million 

►  ESTIMATED  REVENUES:  $127.5  million 

►  MAJOR  ACCOUNTS:  Absolut,  Evion 

DATA  COMPANY  REPORTS.  LEADING  NATIONAL  ADVERTISERS 

Today,  tbwa  has  offices  in  15  countries. 
Billings  have  grown  more  than  W/c  an- 
nually for  eight  years,  topping  $850  mil- 
lion in  1989.  In  the  U.  S.,  besides  Abso- 
lut, TBWA  has  the  accounts  for  Laughing 
Cow  cheese  and  Carlsberg  beer.  Abroad, 
it  is  known  for  its  work  with  clients  such 
as  French  water  merchant  Evian  and 
German  detergent  maker  Henkel. 

With  an  ability  to  handle  a  single  ac- 
count such  as  Evian  in  many  countries, 
TBWA  is  likely  to  benefit  as  European 
markets  evolve.  Says  Alan  J.  Gottesman, 
an  advertising  analyst  at  PaineWebber 
Inc.:  "Bill  has  already  accomplished 
what  everyone  else  is  trying  to  do,  which 
is  build  a  good  international  network." 

A  Greek-American  who  speaks  five 
languages,  Tragos,  55,  is  known  for  his 
blustery  style.  "He's  very  tender  and 
very  tough,"  says  Michel  Roux,  the 
French  CEO  of  Absolut's  importer.  Caril- 
lon Importers  Inc.  "He  wants  to  make 
sure  his  ideas  go  through." 

Not  everybody  is  dazzled.  Jean-Claude 
Boulet,  chief  of  the  French  agency  Bou- 
let  Dru  DuPuy  Petit,  says  tbwa  never 
matched  the  success  of  its  Paris  office  in 
other  countries.  Tragos  replies  that  all 
his  European  agencies  are  creative  pace- 
setters. Other  rivals  say  he  hasn't  been 
aggressive  enough  in  the  U.  S.,  although 
Tragos  has  been  more  active  of  late  in 
his  home  country.  Last  year,  he  snapped 
up  two  small  agencies  in  St.  Louis  and 
Greenwich,  Conn.  Also,  he  teamed  up 
recently  with  Japanese  agency  Haku- 
hodo  Inc.  to  open  an  agency  in  the  Neth- 
erlands, and  he  is  negotiating  to  buy  a 
small  British  shop.  At  this  rate,  TBWA 
won't  be  in  the  ranks  of  midsize  agen- 
cies for  long. 

By  Mark  handler  in  New  York 


Money 
Market 
Income 

B.22% 

Effective  yield* 

7.91% 

Current  yield* 

CALL 
1800368-3863 

24  hours,  toll-free. 

For  more  complete  information,  includ- 
ing charges  and  expenses,  call  or  write  for 
a  free  prospectus.  Please  read  it  carefully 
before  you  invest  or  send  money.  Yields 
are  historical  and  will  fluctuate. 

Strong  Money  Market  Fund 

PA  Box  2920 
Milwaukee,  WI 53201 


STRONG 


BWF260290 


*Annualized  7-day  yields  for  1/25/90.  Effective  yield 
assumes  reinvested  income.  Yields  reflect  a  tempo- 
rary waiver  of  .256%  in  expenses  and  would  other- 
wise have  been :  7.95  %  (effective) ,  7.65  %  (current) . 


Uncover  new  business 
opportunities  with  fast-growing 
high-tech  manufacturers 
Target: 

•  hard-to-find  private  companies 

•  key  decision  makers 

•  divisions  of  large  companies 

•  makers  of  3,000  +  product  types 

Identify: 

•  new  markets 

•  no//  opportunities 

•  new  partners 

•  new  investments 

Directories  •  Databases 
Mailing  Lists  •  Reports 

National/ Regional/Custom 

FREE  Information  Kit:  1-800-333-8036 
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12  Alfred  Street.  Suite  200 
Woburn.  Massactnusetts  01801 
(617)  932-3939  •  FAX;  (617)  932-6335 
TLX:  497-2961  CRPTECH 
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IntrodiOTg  the 

first  notebook  PC  that 
doesn't  leave  loan 
trconpijmise. 


The  TIOOOSE  isn't  just  the  smallest,  lightest 
portable  computer  we've  ever  made.  It's  also  the 
most  uncompromising  notebook  PC  ever  created. 

Unlike  most  notebooks,  the 
TIOOOSE  has  a  built  in  1.44MB  3.5-inch 
diskette  drive,  the  industry- standard 
media  that  ensures  compatibility  with  existing  systems. 

And  unlike  most  notebooks,  the  TIOOOSE 's  function 


■7% 


iMrge.  easy-to-read  640x400 
pixel  high-resolution  screen. 


'^^letiTiSTn   hasn't  been  sacrificed  to  form.  There's  a  full-size  82-key 
industry  standard,    ergonomically-sculpturcd  keyboard  with  standard  layout. 
And  to  help  you  work  even  more  efficiently,  we've  incorporated  a 
640x400  supertwist  backlit  screen.  Its  doublescan  CGA  design 


i      lA'      lili  1 

Another  standard  feature  is  our 

Ergonomically  sculptured  keyboard  with  AutoReSUme,  Whlch  IctS  yOU  reStaTt 
a  look  and  feel  you're  already  familiar  with,  youf  WOrk  whcrCVCr  yOU  fiuish, 

eliminating  the  need  to  reboot  or  reload  programs 
Then  there's  the  price.  It  fits  any  budget  as 
nicely  as  our  notebook  fits  a  briefcase 
The  TIOOOSE. 
Take  it.  See 
how  far 
you  can  go. 

The  Toshiba  TIOOOSE:  Battery-operated  80C86/9.5MHz.  L44MB  3V2  diskette  drive.  1MB 
RAM  expandable  to  3MB,  backlit  LCD.  removable  rechargeable  battery  pack,  AutoResume, 
dual-function  port  for  parallel  printer  or  external  5'/2"  FDD,  RS-232C  serial  port,  dedicated 
modem  slot.  For  more  information  call  1-800-457-7777. 


The  TIOOOSE  weighs 
5.9 pottnds  and  is  only 
1.78  inches  thick. 


In  Touch  with  Tomorrow 

TOSHIBA 


Toshiba  America  Information  Systems  Inc.,  Computer  Systems  Division 
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INFORMATION  MANAGEMENT  I 


CIO  IS  STARTING  TO  STAND  FOR 
'CAREER  IS  OYER' 


Once  deemed  indispensable,  the  chief  information  officer  has  become  an  endangered  species 


Ri 


onald  Brzezinski  thought  he  had 
finally  arrived.  When  Quaker 
Oats  Co.  hired  him  in  1983  as  its 
chief  information  officer,  top  manage- 
ment gave  him  carte  blanche  to  overhaul 
the  foodmaker's  antiquated  information 
system.  During  the  next  five  years,  as 
Brzezinski's  technicians  networked  per- 
sonal computers  throughout  the  compa- 
ny, Quaker's  computer  budget  rose  by 
4007f.  The  company  pros})ered,  but  by 
1988,  Brzezinski  no  longer  seemed  criti- 
cal to  that  success  and  was  out  of  a 
job — a  mutual  decision,  he  says.  "I  rep- 
resented change,"  says  Brzezinski,  now 
a  partner  in  charge  of  information  tech- 
nology planning  and  strategy  at  Coopers 
&  Lybrand,  "and  Quaker  didn't  want 
that  anymore." 

Brzezinski  is  not  alone.  These  days, 
being  a  CIO — in  title  or  in  function — is 
perilous.  A  decade  ago,  ClOs  were  the 
up-and-coming  darlings  of  the  executive 
suite,  hired  to  turn  computers  into  stra- 
tegic weapons.  Now,  many  like  Brzezin- 
ski are  finding  they're  no  longer  wanted. 
According  to  Touche  Ross  &  Co.,  the  CIO 
dismissal  rate  doubled  last  year,  to  13%. 
That  compares  with  around  9'X  for  all 
top  executives.  Facing  heavy  debt  or 
lean  times,  many  corporations  are  par- 
ing technology  budgets.  And  ClOs,  some 
of  whom  earn  seven-figure  incomes,  are 
getting  the  ax.  Others  are  hang- 
ing on,   but   with  diminished 
power.  The  cio  title  may 
sound  impressive,  but  "it 
can  be  a  hollow  shell," 
says  Thomas  R.  Madi- 
son, vice-president  for  in- 
formation technology  at 
consultants  United  Re- 
search Co. 

It's  a  surprising 
turnabout.  When 
William  R.  Synott 
coined  the  term 
"CIO"  in  his  1981 


book.  Information  Resource  Manage- 
ment: Opportunities  &  Strategies  for 
the  1980s,  his  timing  seemed  perfect.  In- 
formation technology  was  bursting  be- 
yond back-office  accounting  jobs  and  be- 
ing used  creatively.  Managers  were 
tapping  into  market  information  on  cor- 
porate data  bases;  clerks  were  using  far- 
flung  networks  to  complete  transactions. 

More  than  just  a  technology  whiz,  the 
CIO  was  expected  to  think  up  strategical- 
ly important  information  systems — and 
then  lead  the  hardware  and  software  de- 
velopment. CIOs  sprouted  all  over.  By 
1989,  407'  of  BUSINESS  WEEK  Top  1000 
companies  had  a  CIO,  according  to  Syn- 
ott, now  banking  technology  director  at 
consultants  Nolan  Norton  &  Co. 

But  despite  this  early  rush  to  hire 


them,  only  a  handful  have  ever  gaine- 
real  power.  "The  CIO  is  usually  the  od' 
man  out  among  the  executives,"  say 
Thomas  A.  Cooper,  a  former  BankAmei 
ica  Corp.  chief  operating  officer  and  no\ 
chief  executive  officer  at  Goldome,  : 
Buffalo-based  bank  holding  compan\ 
Indeed,  a  half-dozen  recent  surveys  sa; 
that  less  than  107^  of  ClOs  take  part  it 
strategic  planning  sessions,  and  evt  i 
fewer  report  to  the  CEO  or  president  ( t  a 
ble).  Without  influence  at  the  top,  "it 
impossible  to  make  a  difference,"  sa.\; 
R.  W.  Eaton,  CIO  at  Levi  Strauss  &  (  n 
Eaton  says  that  because  he  reports  1 1 
Levi's  chief  operating  officer,  he  devd' 
oped  in  only  18  months  the  huge  Lex  \ 
Link  network  that  ties  the  apparel  mak 
er's  computers  to  those  at  its  retailer> 
suppliers,  factories,  and  warehouses. 
THIN  ICE.  And  without  a  secure  power 
base,  even  a  visionary  CIO  is  likely  t( 
lose  the  political  struggle  with  other  f\ 
ecutives.   Take   BankAmerica.   In  tin 
1980s,  it  hired  a  series  of  high-profilf 
CIOs,  including  Max  D.  Hopper,  now  sf 
nior  vice-president  for  information  sys 
terns  at  American  Airlines  Inc.  Each 
time,  other  executives  clashed  with  th- 
CIO.  Old-liners  had  little  interest  in  refin- 
ing the  bank's  internal  systems  and  de- 
veloping consumer  services  such  as 
home  electronic  banking.  "There  were 
shouting  matches  in  the  halls,"  says  a 
former  BankAmerica  vice-president. 

Another  occupational  hazard  for  CKis 
is  overblown  expectations.  When  new  in- 
formation systems  don't  produce  instant 
results,  management  tends  to  "blame 
the  CIO,"  says  Herbert  Z.  Halbrecht, 
president  of  executive  search  firm  Hal 
brecht  &  Associates,  which  places  cms. 
That  seems  to  be  the  case  at  Merrill 
Lynch  &  Co.  In  1986,  Merrill  chose 
DuWayne  J.  Peterson  to  be  its  ClO.  .\t 
the  time,  Peterson  was  a  CIO  superstai- 
because  of  pioneering  work  at  Security' 

Parific  r'(i)-|i.  Tllere  lie  set   ill)  a  pl'iifit- 
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ible  unit  that  sells  high-tech  banking 
lystems  and  computer  expertise  to  the 
)arent  bank  and  to  other  banks  as  well, 
^lerrill  wanted  advanced  technology  to 
landle  vast  numbers  of  new  customers 
n  global  and  domestic  services. 

Peterson  has  been  modernizing  Merrill 
)y  decentralizing  computer  systems  and 
liring  MCI  Telecommunications,  Ameri- 
:an  Telephone  &  Telegraph,  and  IBM  to 
•ig  new  networks.  But  he  hasn't  created 
I  breakthrough  service,  such  as  the 
[lash  Management  Account  system, 
vhich  helped  Merrill  win  new  customers 
n  the  early  1980s.  "He  hasn't  hit  any 
lome  runs,"  says  a  computer  consultant. 
^Jow,  sources  close  to  Merrill  say  that 
X)p  management  is  upset  that  Peterson 
lasn't  helped  the  bottom  line.  During  a 
•ecent  reorganization,  three  technology 
jroups  were  taken  from  Peterson  and 
;urned  over  to  Merrill  business  units. 

Peterson's  asso- 
ciates say  the  56- 
year-old  CIO  may 
leave  when  his  con- 
tract ends  next 
year.  Merrill  and 
Peterson  refused  to 
comment. 

For  some  compa- 
nies, cio-bashing 
could  be  costly,  an- 
alysts say.  In  the 
next  few  years,  CIO 
expertise  will  be  a 
must  for,  among 
other  things,  forg- 
ing electronic  links 


WHERE  DO 
IPs  STAND? 

iurvey  of 300  chief 
formation  officers 

he  corporate  board? 
2%    NO  98% 


irt  to  the  CEO 
'or  president? 

7.7%  NO  92.3% 


senior 

agement  committee? 
40%    NO  60% 


JfcHEIORICK  4  STRUGGLES  INC, 


for  exchanging  money  and  documents 
ivith  customers  and  suppliers  and  build- 
ing sophisticated  data  banks  for  market- 
ing, sales,  and  decision  support.  Compa- 
nies ignoring  these  technologies  "are 
^oing  to  find  themselves  playing  an  ex- 
pensive game  of  catch-up,"  warns  Fred 
Forman,  executive  vice-president  at  com- 
puter consultants  American  Manage- 
ment Systems  Inc. 

TOUGH  LESSON.  Indeed,  BankAmerica 
discovered  why  it  needed  a  CIO — the 
hard  way.  In  1984,  when  massive  prob- 
lems in  its  loan  portfolio  surfaced,  Bank- 
America  "lacked  a  computer  system  for 
getting  a  handle  on  how  bad  the  situa- 
tion was,"  says  Charlie  H.  Rand,  a  for- 
mer BankAmerica  vice-president  and 
now  executive  vice-president  of  consum- 
er services  at  Crestar  Financial  Corp.  in 
Richmond,  Va.  BankAmerica  learned  its 
lesson.  The  current  CIO,  Michael  Sim- 
mons, and  the  bankers  are  cooperating. 
BankAmerica  is  turning  a  profit  again, 
and  Simmons  has  played  a  role.  He  has 
installed  the  largest  network  of  ATMs  in 
California,  helping  the  bank  cut  costs  by 
shutting  320  branches. 

Still,  embattled  ClOs  get  little  sympa- 
thy from  their  colleagues  at  other  com- 
panies. Frequently,  they  say,  chief  infor- 


What  are  we  going  to  do  with  your 
extra  robots,  Fenton? 


Maybe  a  small  college  football  team 
needs  a  new  front  line! 


CALL  B51-  IF  YOUR  CORPORATION  HAS 
MATERIAL  AVAILABLE  FOR  DONATION. 

BSL  -  Will  take  your  donated  material  and  use  it  to  generate 
scholarships  for  needy,  deserving  students.  Donations  could  mean 
an  above  cost  tax  deduction  -  IRS  Reg. 170(e)(3).  Scholarships  are 
given  in  the  donating  corporation's  name. 


k5X 


Educational  Assistance  Ltd.^-M 

PO  BOX  3021  -GLEN  ELLYN.  ILLINOIS  60138-FAX  (312)  690-0565 


For  More  Details 
Call  312-690-0010 
Peter  Roskam 
Executive  Director 


HOW  TO 
CHOOSE  A  TAX-FREE 
PORTFOLIO 


STEP  1:  CONSIDER 
YIELD  POTENTIAL.  In  a 

bond  fund,  other  things  being  equal, 
lower  costs  mean  higher  yields.  The 
Vanguard  Municipal  Bond  Fund  has 
virtually  the  lowest  operating  costs 
in  the  industry:  0.27  of  1%*— with  no 
commissions,  no  fees.  Minimum 
investment:  $3,000. 

STEP  2j  choose  MATURITY  LEVEL. 

The  longer  the  average  maturity 
length  of  the  bonds,  the  higher  the 
mariiet  volatility— and  potential 
returns. 

Vanguard  offers  you  two  short- 
term  portfolios  for  lowest  risk;  two 
intermediate-term  portfolios  for 
higher  yields  with  some  volatility; 
three  long-term  portfolios  for  high- 
est yield  potential. 

STEP  3:  CALL  l-800-662-SHIPfor 

our  free  Tax-Free  Investing  Kit. 

*Lipper  Directors'  Analytical  Data,  Winter  '89 


Please  send  me  the  free  Vanguard  ^ 
Tax-Free  Investing  Information  Kit. 

I  understand  the  Kit  contains  a  pro- 
spectus with  more  complete  infor- 
mation on  the  Vanguard  Municipal 
Bond  Fund,  including  advisory  fees, 
distribution  charges  and  other 
expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

Vanguard  Municipal  Bond  Fund 

P.O.  Box  2800 
Valley  Forge,  Pennsylvania  19482 


Name  - 


Address - 
City  


State - 


-Zip- 


Home  Phone*  L 

(95) 
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DEADLINE:  APRIL  16TH 

Until  then,  no  minimum  investment  required.  Suitable  for  IRAs. 


The  Primary  tad  Income  Alternatives. 

Krnm  tlie  recognized  experts  in  no-load  mutual  funds  come  three  new  income  funds,  each  with  its 
own  individual  advantages. . . 

■  THE  NEW  PRIMARY  MONEY  MARKET  FUND 

Seeks  a  high  level  ol' current  income,  preser\'ati<in  of  capital  and  a  stable  net  asset  value,  from  a 
diversified  portfolio  of  high-guality,  highly  liquid  money  market  instruments.  This  Fund  is  designed 
for  investors  who  desire  income  without  any  fluctuation  in  their  principal.  Telephone  redemption 
senices  are  available 

■  THE  NEW  PRIMARY  INCOME  FUND 

Seeks  a  higli  kwl  ( )f  current  income,  with  a  reas(  )nable  opportunity  for  capital  appreciation,  by  actively 
managinga  porlfoluj  of  income-producing  securities.  This  Fund  is  designed  for  long-term  investors 
who  desire  higln  current  income  coupled  with  capital  appreciation  potential. 

■  THE  NEW  PRIMARY  U.S.  GOVERNMENT  FUND 

Seeks  a  high  level  of  current  income  from  a  diversified  portfolio  of  securities  issued  or  guaranteed 
as  to  principal  by  the  U.S.  Owernment  and  its  agencies.  This  Fund  is  designed  for  long-term  investors 
desiring  a  combination  of  high  income,  safety  and  quality. 

These  three  new  Funds  are  linked  to  our  original  Primary  Trend  Fund,  creating  The  Primary 
TVend  Family  of  Funds,  a  broad  spectrum  of  investment  opportunities  managed  by  Arnold  Investment 
Coun.sel,  inc. . .  ideal  for  IRAs,  401K  plans  and  tor  individuals  with  specific  investment  goals.  Share- 
holders in  the  Income  Funds  receive  our  new  quarterly  investment  letter,  "Primary  Income  Drends," 
at  no  charge.  Ask  for  our  prospectus,  and  please  read  it  carefulK'  before  you  invest 

CALL  TOLL  FREE  1-800-443-6544 

»•  I 


FUNDS 


l-,SO()-4,'4:!-(S544  ■  7()(t  N.  Water  Street,  Milwaukee.  Wisconsin 


PRESERVATION 

PLAN  ON  IT 

Planning  on  restoring  a  house, 
saving  a  landmark,  reviving  your 
neighborhood; 

Gain  a  wealth  of  experience  and 
help  preserve  our  historic  and 
architectural  heritage,  loin  the 
National  Trust  for  Historic 
Preservation, 

Make  preservation  a  blueprint  for 
the  future. 

Wute: 

National  Trust  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


mation  officers  have  been  guilty  o 
empire  building — measuring  their  infh; 
ence  by  the  number  of  computers  am  ' 
networks  they  control,  not  by  whethi 
.they  have  helped  to  improve  the  comp; 
ny's  competitiveness.  "Equipment  is  ; 
commodity,"  says  Gary  J.  Biddle,  corpi 
rate  vice-president  for  information  aii< 
systems  technology  at  American  Stan 
dard  Inc.  "A  ciO  has  to  prove  that  he  cat 
use  it  strategically." 
NO  GROWTH.  Biddle,  in  fact,  has  largely 
dismantled  American  Standard's  intern: i 
computer  empire.  In  1988,  he  shut  it: 
data  center  and  hired  Genix  Enterprise - 
Inc.  to  do  the  industrial  supplier's  com 
puting  operations.  This  "outsourcinij 
cut  Riddle's  staff  from  200  to  only  5  ain 
allowed  him  to  slash  his  budget  by  s: 
million  a  year.  Now,  he  says,  he  cai 
focus  on  building  an  information  systeii 
to  "reduce  the  customer  order-to-del i\ 
ery  cycle  from  16  weeks  to  48  hours."  Ii 
helps,  Biddle  says,  that  he  has  a  gom 
working  relationship  with  CEO  Emman 
uel  Kampouris,  who  backs  him. 


BankAmerica's  Simmons  has 
installed  the  largest  network 
of  ATMs  in  California,  helpin^t^ 
the  bank  to  shut  320  branches 


That's  promising,  analysts  say,  biiu 
the  proof  that  CIOs  are  taken  seriously 
will  be  when  one  becomes  CEO  or  presi- 
dent. So  far,  the  ClO  has  been  mostly  a 
dead-end  job.  Despite  his  success,  Levi's 
Eaton  has  no  illusions  of  obtaining  the 
corner  office:  "COO's  come  from  market- 
ing, and  that's  not  likely  to  change 
soon."  There  are  exceptions.  Frank  E. 
Glover  at  Owens-Corning  Fiberglas 
Corp.  moved  from  CiO  to  become  a  vice- 
president  for  marketing — but  he  had 
spent  most  of  his  career  in  sales  and 
accounting  before  becoming  CIO. 

The  CIO  may  yet  make  a  mark  on  Cor- 
porate America.  The  current  crop  of 
mostly  computer-illiterate  CEOs  will  soon 
give  way  to  a  new  generation  of  comput- 
er-wise executives.  Moreover,  as  compa- 
nies see  competitors  use  information 
systems  to  gain  an  advantage,  ClOs  will 
be  prized  again.  According  to  Thomas 
Friel,  managing  partner  for  information 
technology  at  headhunters  Heidrick  & 
Struggles  Inc.,  in  five  years,  virtually 
every  major  company  will  have  a  CIO 
who's  a  peer  to  the  CEO.  ClOs  welcome 
such  optimism.  They  just  hope  this  time 
it's  for  real. 

By  Jeffrey  Rothfeder  in  New  York,  with 
Lisa  Driscoll  in  New  Haven. 
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evelopments  to  Watc 


)ITED  BY  EMILY  SMITH 


40W  GENE-SPLICERS  ARE  MAKING 
FIDWER  OF  A  DIFFERENT  COIOR 


One  of  the  key  challenges 
facing  genetic  engi- 
neers is  figuring  out  how  to 
turn  off  genes  that  manufac- 
ture unwanted  enzymes.  In 
plants,  DNA  Plant  Technology 
Corp.  (DNAP)  has  done  it. 

DNAP  scientists  looked  for 
ways  to  turn  off  the  gene 
that  codes  for  color  in  flow- 
ers. The  goal:  valuable  pure- 
white  varieties.  They  found 
that  they  can  grow  these 
beauties  by  cloning  the  gene 
at  codes  for  colors  and  adding  it  to  the  original.  Theoretical- 
,  introducing  a  copy  of  the  native  gene  should  double  the 
•eduction  of  the  relevant  enzyme;  instead,  it  turns  the  pro- 
iss  off.  By  inserting  the  extra  gene  in  purple  petunias,  the 
■ientists  shut  down  pigmentation  about  407'^  of  the  time, 
impared  with  about  5%  using  other  genetic  methods. 
Now,  the  company's  Floragene  subsidiary,  a  Dutch  joint 
;nture  with  Sandoz  Ltd.,  will  try  the  approach  to  produce 
hite  carnations  and  chrysanthemums.  DNAP  scientists  also 
tend  to  try  to  stop  the  breakdown  of  sugar  in  fruits  and 
;getables  after  harvest  to  preserve  their  fresh  taste  longer 
-and  to  produce  "healthy"  oils  by  changing  the  mix  of  satu- 
tted  and  unsaturated  fats  in  the  seeds  they're  pressed  from. 


BRITAIN'S  RACAL:  RACING  TO 

HE  LEAD  IN  AUTOMATED  DESIGN? 


In  the  U.S.,  Daisy  Systems,  Mentor  Graphics,  and  Valid 
I  Logic  Systems  are  synonymous  with  design-automation  sys- 
ms  for  the  electronics  industry.  In  Europe,  that  list  would  be 
complete  without  Racal-Redac  Group  Ltd.  This  British  com- 
iny,  a  unit  of  Racal  Electronics  PLC,  is  the  world's  No.  2 
ipplier  of  electronic-design-automation  (EDA)  tools.  In  design 
retems  for  printed-circuit  boards,  Racal-Redac  dominates. 
Now,  Racal-Redac  aims  to  grab  the  lead  in  the  overall  EDA 
ime.  Last  summer,  it  picked  up  hhb  Systems  Inc.,  a  compu- 
;r-aided-engineering  company  in  Mahwah,  N.  J.,  that  has 
iluable  distribution  channels  in  the  U.  S.  and  Japan.  With 
he's  technology  for  simulating  complex  systems,  many  ana- 
sts  believe  that  Racal-Redac  now  offers  the  best  tools  in 
Jsign  for  manufacturability  (DFM)  of  complete  products.  The 
3w  capabilities  are  unsurpassed  at  handling  designs  that 
,volve  both  digital  and  analog  chips — including  those  for  new 
/s,  compact-disk  players,  and  multimedia  computers. 


i  DNA  REGISTRY  THAT  CAN  HELP 
(RING  LOST  KIDS  HOME 


heel  print  made  at  birth  is  often  the  only  record  parents 
P%  have  of  a  child's  identity.  But  because  a  heel  can  change 
3  a  child  grows  or  prints  get  smudged  in  the  making  by  hos- 
ital  personnel,  such  prints  may  not  be  useful  in  identifying 
oungsters  involved  in  baby-switching  foul-ups,  kidnappings, 
r  natural  disasters.  In  these  cases,  the  only  accurate  identifi- 
ition  is  the  genetic  information  stored  in  a  child's  DNA.  Ex- 
3pt  for  identical  twins,  no  two  people  have  the  same  pattern. 


For  $200,  parents  can  now  store  a  copy  of  a  baby's  DNA 
pattern  with  Lifebank  Inc.  in  Bridgewater,  N.J.  An  additional 
$150  will  get  them  a  keepsake — an  enlarged  graphic  rendition 
of  the  child's  DNA.  After  the  age  of  18,  the  child  can  decide  to 
have  the  sample  destroyed  or  pay  to  keep  it  in  the  repository. 
As  scientists  learn  about  the  genetic  links  to  disease,  the 
sample  could  be  screened  for  predisposition  to  maladies  such 
as  cystic  fibrosis,  sickle-cell  anemia,  and  even  cancer.  Life- 
bank,  a  subsidiary  of  Quantum  Chemical  Corp.,  is  marketing 
the  service  through  obstetricians  and  pediatricians. 

TURNING  ON  THE  POWER 
WITHOUT  TURNING  OUT  POLLUTION 


With  places  like  Los  Angeles  and  Mexico  City  buried  in 
smog,  finding  nonpolluting  ways  to  generate  electricity 
is  a  top  priority.  In  February,  researchers  at  Bell  Communica- 
tions Research  took  a  step  toward  that  goal  when  they  an- 
nounced the  invention  of  a  promising  new  fuel  cell. 

The  cell  converts  hydrogen  gas  to  electricity  using  a  thinner- 
than-paper  layer  of  aluminum  oxide  sandwiched  between  two 
layers  of  thin  platinum  film.  The  device  generates  electricity 
when  hydrogen  or  other  fuel  gases  pass  over  its  surface  in  the 
presence  of  oxygen  or  air.  The  hydrogen  is  converted  into 
water  vapor.  Bellcore's  new  cell  is  a  marked  improvement  over 
earlier  hydrogen  cells,  which  had  to  keep  the  gases  separate  to 
prevent  the  process  from  shorting  out.  That  made  the  cells 
expensive  to  manufacture.  In  the  new  cell,  the  platinum  layers 
separate  the  gases. 

The  next  challenge,  says  Thomas  M.  Taylor,  Bellcore's  dis- 
trict manager  for  energy-systems  technology,  is  to  improve 
efficiency  so  that  less  energy  is  wasted  in  the  form  of  heat. 
The  cell  can  now  produce  10  milliwatts,  or  '/,o(|th  of  a  watt  of 
power — enough  to  run  a  pocket  calculator.  At  10  watts,  cells 
could  power  portable  telephones.  But  it  would  require  far 
greater  power — up  to  20  kilowatts — to  run  electric  cars. 


THIS  LASER  'NEEDLE'  IS  EASY  ON  OLD 
RECORDS— BUT  HARD  ON  THE  BUDGET 


If  you  have  a  valuable 
collection  of  old  phono- 
graph records,  and  the 
thought  of  a  needle  wear- 
ing down  their  grooves 
makes  you  cringe,  Finial 
Technology  Inc.  has  an 
answer:  a  no-needle  turn- 
table. Instead  of  a  stylus 
that  mechanically  "feels" 
the  music  that's  embed- 
ded in  the  sides  of  the 
grooves,  the  new  turntable  uses  a  complex  laser  system  to 
"read"  the  grooves  without  touching  the  plastic.  It  also  makes 
badly  worn  records  sound  almost  new,  says  Jacques  Robinson, 
president  of  Finial's  parent.  Carillon  Technology  Inc. 

Finial's  laser  pickup  is  even  more  sophisticated  than  the 
ones  used  in  compact-disk  players — and  it  shows  in  the  price: 
$32,000.  The  Sunnyvale  (Calif.)  company  is  aiming  the  turnta- 
ble mainly  at  radio  stations  and  other  commercial  customers, 
but  that  hasn't  deterred  some  two  dozen  audiophiles  from 
plunking  down  the  cash.  When  Finial  first  unveiled  a  proto- 
type three  years  ago,  it  had  hoped  to  hold  the  price  to  around 
$3,000.  But  the  company  underestimated  how  complicated  the 
pickup  system  would  have  to  be  to  keep  the  laser  beams  on 
target  when  a  record  is  warped,  as  many  old-timers  are. 
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BIGGER,  WIDER,  FLATTER,  BRIGHTER: 
THE  KEY  TO  MAKIHG  IT  IN  HDTV 


Japan  is  better  positioned  now — ^but  U.S.  companies  are  working  on  some  promising  technologies 


ec.  19,  1989:  Under  cover  of  dark- 
ness, U.  S.  warplanes  are  sweep- 
ing south  along  both  coasts  of 
Mexico.  In  a  dimly  lit  crisis  center  out- 
side St.  Louis,  Air  Force  brass  track  the 
unfolding  attack  on  a  huge  video  screen. 
A  second  is  tuned  to  the  news,  where  a 
congressman  proclaims  that  the  Presi- 
dent must  act  soon  to  resolve  the  Pana- 
ma crisis.  One  wag,  looking  at  all  the 
invasion  data  displayed 
nearby  on  giant,  high-res- 
olution screens,  asks:  "Is 
two  and  a  half  hours 
soon  enough  for  you?" 

Screens  like  those  in 
the  situation  room  at 
Scott  Air  Force  Base  are 
the  centerpiece  in  a  war 
that  will  last  much  longer 
than  the  battle  of  Pana- 
ma. The  U.  S.,  Japan,  and 
Europe  all  are  racing  to 
build  a  new  generation  of 
high-resolution  displays, 
one  key  to  success  in 
computers — and  dominat- 
ing the  emerging  technol- 
ogy of  high-definition 
television  (HDTV).  Whoev- 
er wins  may  have  a  cru- 
cial advantage  in  the  mul- 
timedia 21st  century, 
when  computers,  TVs, 
telecommunications  gear, 
and  other  electronic  tech- 
nologies will  merge.  "The 
market  is  absolutely 
enormous,"  says  Henry 
F.  Gray,  a  physicist  and 
pioneer  in  vacuum  micro- 
electronics. "We're  talk- 
ing about  a  technology 
that  will  address  every 
house,  every  computer, 
every  car." 

With  so  much  at  stake, 
the  fight  is  turning 
fierce.  The  goal  is  to 
build  large,  thin,  extra- 
sharp  screens,  so  light 
that  they  can  be  hung  on 
a  wall,  for  an  affordable 
price.  At  least  five  tech- 
nologies have  a  shot  at 


the  prize,  ranging  from  so-called  active- 
matrix  liquid-crystal  displays,  which  the 
Japanese  already  make  for  some  laptop 
computers,  to  the  process  that  Gray 
helped  develop,  in  which  a  single  screen 
is  controlled  by  millions  of  microscopic 
vacuum  tubes. 

Japan's  electronics  giants  have  target- 
ed displays  as  the  next  blockbuster  in- 
dustry— and  are  spending  their  way  to  a 


COMPETING  DESIGNS  FOR  HDTV  SCREENS 


ACTIVE  MATRIX  LIQUID-CRYSTAL  DISPLAYS 

Sharp,  Hitachi,  Matsushita,  Sarnoff  Research, 
Toshiba/IBM,  Magnascreen,  Ovonic  Imaging 

When  a  transistor  at  each  dot  (or  pixel)  on  the 
screen  is  turned  on,  it  causes  a  liquid  crystal  to 
twist,  allowing  light  to  pass  through 

PLASMA  TECHNOLOGY 

Photonics  Technology,  NHK,  Matsushita, 
Sharp,  Thomson,  Hitachi 

An  electric  current  to  each  pixel  causes  a  gas 
to  glow.  The  light  then  stimulates  a  phosphor 
coating  on  the  screen  to  produce  the  image 

ELECTROLUMINESCENCE  (EL) 

Planar  Systems,  Sharp,  Hitachi 

An  electric  current  causes  the  phosphor 
coating  at  each  pixel  to  glow 


VACUUM  MICROELECTRONICS 

Coloray  Display,  Thomson 

Unlike  a  conventional  TV,  in  which  a  single 
electron  beam  sweeps  back  and  forth,  this 
technology  uses  a  microscopic  electronic 
source,  or  cathode,  for  each  pixel 

DEFORMABLE  MIRRORS 

Texas  Instruments 

One  of  several  projection  systems,  this  relies  on 
tiny  movable  mirrors  on  a  sheet 
of  silicon.  The  angle  of  reflection 
controls  each  pixel 

DAW:  BW 


formidable  lead.  Using  the  muscle 
their  semiconductor,  computer,  and  cor 
sumer  electronics  businesses  as  a  base 
Sharp,  Toshiba,  Hitachi,  and  more  than 
dozen  others  will  invest  an  estimate' 
$690  million  this  year  in  active-matri 
LCDS.  This  effort  "builds  on  their  tw 
strengths:  semiconductor  technolog 
and  low-cost  capital,"  says  Peter  5 
Friedman,  director  of  research  at  Phc 
tonics  Technology  Inc.  ii 
Northwood,  Ohio.  Th 
Japanese  are  hedgini 
their  bets  by  pumpinj 
millions  into  other  tech 
nologies.  In  Europe,  bij 
companies  such  as  Philip; 
and  Thomson  are  doinj 
the  same. 

BORN  IN  THE  U.S.A.  Th 

underdog  is  the  U.  S.  In 
stead  of  matching  th( 
Japanese  millions, 
handful  of  innovative 
small  U.  S.  companies 
along  with  a  few  big  one; 
such  as  Texas  Instru 
ments  Inc. — are  trying  t( 
out-innovate  Japan  on  ex 
isting  technologies  oj 
leapfrog  to  more  exotic 
ones  that  will  take  longe 
to  emerge  from  the  lab 
The  Pentagon's  Defense 
Advanced  Research  Pro 
jects  Agency  (DARPA)  i 
plowing  $15  million  ovei 
three  years  into  thes 
various  efforts — ar 
amount  critics  call  far  toe 
small.  "The  Japanese  are 
breathing  down  ou 
necks  in  the  laboratory 
and  in  manufacturing 
they  are  ahead,"  says  Ar 
thur  H.  Firester,  directoi 
of  displays  research 
David  Sarnoff  Research 
Center  in  Princeton,  N 

Ironically,  virtually  all 
the  display  techno 
ogies — including  active 
matrix  LCDs — were  born 
in  the  U.  S.  A.  And  Amer 
ican  laboratories  are  still 
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fertile  ground.  When  DARPA  requested 
display  proposals,  47  companies  respond- 
ed. "We  found  some  fantastic  pockets  of 
technology,"  says  Marko  M.  G.  Slusarc- 
zuk,  DARPa's  program  manager  for 
high-definition  systems.  Even  some  Jap- 
anese concede  that  Photonics,  which 
built  the  60-inch  flat-panel  screens  at 
Scott  AFB,  makes  perhaps  the  world's 
best  plasma  displays  (table).  Planar  Sys- 
tems in  Beaverton,  Ore.,  just  landed  a 
major  contract  to  supply  Digital  Equip- 
ment Corp.  with  flat-panel  workstation 
screens.  And  Texas  Instruments  is 
working  on  a  display  based  on  micro- 
scopic mirrors. 

The  problem  is  that  no  big  U.  S.  com- 
pany is  investing  in  large-scale  produc- 
tion facilities.  IBM  has  abandoned  its 
plasma  display  program,  turning  to  a 
joint  venture  with  Toshiba  Corp.  Apple 
Computer  Inc.  wanted  to  buy  active-ma- 
trix displays  in  the  U.  S.  but  had  to  turn 
to  Japan — where  prices  are  cheaper  and 
production  volumes  larger.  "It's  depress- 
ing to  see  the  incredible  enthusiasm  for 
displays  in  Japan,  then  come  back  here 
to  an  almost  total  lack  of  interest,"  says 
David  E.  Mentley,  an  analyst  at  Stan- 
ford Resources  Inc. 

Still,  money  alone  won't  guarantee  vic- 
tory, even  for  the  Japanese.  Full-color, 
flat-panel  HDTV  displays  won't  be  a  com- 
mercial success  until  engineers  solve 
some  formidable  technical  problems.  For 
starters,  there's  the  big  job  of  scaling 
up.  Any  electronic  picture  is  made  up  of 
a  series  of  individual  dots,  or  pixels.  The 
image  is  created  by  varying  the  color 
and  intensity  of  the  pixels.  Where  a  typi- 
cal TV  set  has  336,000  pixels,  wider,  mov- 
ie-like HDTV  screens  will  require  about  2 
million  to  create  the  sharper  image  that 
will  make  them  sell. 

The  fastest  solution  is  to  build  HDTV 
displays  with  the  conventional  cathode 


ray  tube  (CRT)  found  in  TV  sets.  CRTs 
shoot  electrons  at  a  phosphor  coating  on 
the  screen,  which  glows  when  hit.  By 
increasing  the  speed  at  which  the  elec- 
tron beams  scan  the  screen  and  by  con- 
trolling the  beams  more  precisely,  engi- 
neers can  make  40-inch  diagonal 
displays.  They  also  can  create  theater- 
like systems  that  project  on  a  wall  or 
large  screen:  One  from  Hitachi  can  pro- 
duce 25-foot-high  images.  But  ordinary 
picture  tubes  are  too  heavy  and  bulky 
for  very  large  screens.  Above  40  inches, 
predicts  Photonics'  Friedman,  flat-panel 
technologies  will  come  out  ahead  on 
price. 

That's  why  Japan  is  investing  so 
heavily  in  thin  liquid-crystal  screens.  In 
simple  LCDS  on  digital  watches  or  pocket 
TVs,  each  pixel  consists  of  a  crystal  that 
twists  to  block  light  or  allow  it  to  pass 
through.  High-definition  displays,  which 
convey  far  more  detail,  require  many 
more  crystals  and  more  precise  control. 
One  solution  is  to  add  a  transistor  for 
each  pixel,  creating  a  matrix  of  millions 
of  "active"  elements. 
TOUGH  BARRIER.  Westinghouse  Electric 
Corp.  built  the  first  active-matrix  LCDs 
in  the  early  1970s,  but  now  the  Japanese 
lead  the  market.  By  spring.  Sharp  ex- 
pects to  be  making  3,000  or  more  10-inch 
active-matrix  screens  a  month  for  com- 
puter displays.  Its  top  competitor,  To- 
shiba, is  spending  $21  million  this  year 
to  build  similar  devices — and  has  ear- 
marked $69  million  more  to  mass-pro- 
duce 10-inch  displays  by  1991  in  a  joint 
venture  with  IBM  Japan  Ltd. 

Or  at  least  to  try.  The  millions  of  tran- 
sistors the  screen  requires  make  fabri- 
cating even  a  14-inch  display  a  night- 
mare. "If  one  element  is  bad,  the  screen 
is  useless,"  says  Masahiro  Kosaka,  di- 
rector of  Matsushita  Electric  Works 
Ltd.'s  display  technology  research  lab- 
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27 
million 
Americans 
can't  read. 
And  guess 
who  pays 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

.You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


alition  for  Literacy 
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SOME  PLAIN  TALK 
ABOUT  MUTUAL  FUND  COSTS 
AND  YIELDS 


Look  at  the  small  print 
in  many  of  today  s  top 
yielding  money  market  ads  and  you'll 
see  why  the  promise  of  high  yields  can 
be  misleading— and  how  some  mutual 
fund  firms  are  boosting  yields  by  tem- 
porarily waiving  operating  costs. 
When  costs  come  back . .  .yields  go 
down. 

Vanguard's  new  booklet,  "Some 
Plain  Talk  About  Mutual  Fund  Costs" 
shows  how  dramatically  expenses  can 
reduce  returns. 

You'll  see  how  less  than  1%  in 
costs  between  funds  can  make  thou- 
sands of  dollars  difference  in  returns 
over  time.  You'll  learn  what  to  look 
for  in  choosing  a  fund  . . .  and  how  to 
determine  a  fund's  charges. 

Compare  Vanguard  funds  with 
those  you  own  or  are  considering.  Our 
average  expense  ratio,  less  than  half 
the  1989  mutual  fund  industry  aver- 
age,* gives  Vanguard  mutual  funds  an 
advantage  few— if  any  competitors- 
can  match. 

*Source:  Lipper  Analytical  Data. 


Call  1-800-662-SHIP 
For  a  Free  Copy  of  "Some  Plain 
Talk  About  Mutual  Fund  Costs." 


'Please  send  me  a  free 
copy  of  "Some  Plain 
Talk  About  Mutual 
Fund  Costs"  and  a 

free  Vanguard  Infor- 
mation Kit  contain- 
ing a  Vanguard 
Money  Market  Fund 
prospectus  with 
more  complete 
information  on  advi- 
sory fees,  distribu- 
tion charges  and 
other  expenses.  I 
will  read  it  carefully 
before  I  invest  or  send  money 
Vanguard  Investor  Information  Dept.  30 
Valley  Forge,  Pennsylvania  19482 

Name  


Address - 


Clty/State/Zlp_ 


Phone 


I  _     _  ^  I 

TH^anq^iardGROUP 

*^OF  INVESTMENT  COMPANIES 


Tadkecaieof 
business. 


A I  In 
yimr  prcscnl 
Business  Week 
ni.iilini;  l.ibel 
here 


I    I  I'm  nun  ing.  plcjse  chaiiLie  ni\  address  as  indi- 
caled  helow 

I    I  Please  e\lend       Business  Week  suhseriplion  tor 
(ine  year  at  $39.95  (In  Canada.  C'S  54 

[    I  I'd  like  lo  heeome  a  subscriber  Uir  one  \ear  (51 
issues)  al  $39.95 

Name  ( please  prini  i 

Address 
Cilv 

St. lie  /ip 
J     Q  C  heek  enelosed  Bill  me  l.iler 


To  take  care  ol  anv  other  busmess.eall  toll-Ire 


1-800-635-1200 

Busines^V^^eek 

SUBSCRIBER  SERVICE  - 


\1.iil  entire  ad  lu 
Business  Week 
P.O.  Box  421 
lyhlslDHii.  N.[  (IS52(I 


oratory.  What's  more,  no  one  has  gotten 
past  the  14-inch  barrier,  a  limit  imposed 
by  today's  semiconductor  fabrication 
equipment. 

,  Some  experts  believe  that  Japan  won't 
easily  solve  these  problems.  "Even  the 
Japanese  tactic  of  almost  bleeding  to 
death  until  they  corner  the  market  won't 
work,"  insists  T.  Peter  Brody,  who  in- 
vented active-matrix  displays  and  now 
heads  Pittsburgh-based  Magnascreen 
Corp.  Although  he  won't  say  what  it  is, 
Brody  thinks  he  has  a  solution  to  mak- 
ing active-matrix  screens.  So  does  Ovon- 
ic  Imaging  Sytems  Inc.  in  Troy,  Mich., 
which  has  raised  almost  $30  million  for  a 
production  plant  that  will  supply  active- 
matrix  LCDs  to  the  avionics  market. 

In  the  meantime,  other  U.  S.  compa- 
nies are  carving  out  different  niches. 
The  plasma  technology  in  Photonics' 
large  screens  uses  an  electric  current  to 
cause  a  gas  in  each  pixel  to  give  off 
light.  For  full-color  displays,  that  light 
stimulates  a  phosphor  coating  on  the 
screen  to  glow.  Photonics  officials  be- 
lieve a  60-inch,  high-definition  plasma 
display  might  cost  only  $1,000  in  mass 
production.  But  that's  a  long  way  off. 
Photonics  sells  only  about  15  of  its  60- 
inch  monochrome  screens  a  year — at 
$100,000  each.  Other  experts  wonder  if 
there  will  be  problems  getting  a  full 
range  of  color  on  very  large  screens. 
WITH  MIRRORS.  In  Beaverton,  Planar's 
engineers  are  developing  very  large 
screens  using  electroluminescence  (ED 
displays.  Planar,  a  130-employee,  seven- 
year-old  company,  has  been  scaling  up 
EL  displays,  in  which  an  electric  current 
directly  causes  phosphor  coatings  at 
each  pixel  to  glow.  The  company's  latest 
model  is  a  19-inch  computer  display.  But 
EL,  too,  has  a  weakness:  For  full  color  it 
requires  a  phosphor  that  glows  an  in- 
tense blue  for  the  screen  to  sport  a  full 
spectrum  of  colors.  So  far,  no  one  has 
made  a  phosphor  that  is  blue  enough. 

While  that  search  continues,  Texas  In- 
struments is  pursuing  an  ingenious  tech- 
nology in  its  Dallas  labs.  Tl's  display  is  a 
projection  system  that  uses  hundreds  of 
thousands  of  electrically  controlled  mi- 
croscopic mirrors  on  sheets  of  silicon. 
When  light  shines  on  the  mirrors,  they 
change  position,  and  the  angle  of  reflec- 
tion turns  pixels  on  or  off. 

So  far,  TI  has  built  a  display  with 
16,000  of  these  so-called  deformable  mir- 
rors. But  it  doesn't  expect  to  come  up 
with  a  high-definition  unit — one  with  a 
million  mirrors — for  at  least  three  years. 
The  good  news  is  that  the  company  has 
the  manufacturing  capability  to  pro- 
duce the  devices  right  now — and  it  holds 
all  the  patents.  "If  the  Japanese  want  to 
play  in  this  game,  they  have  to  come  to 
TI,"  says  George  H.  Heilmeier,  head  of 
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•esearch.  "It's  a  good  bet  that  we  will  be 
I  major  player  in  the  HDTV  business  if 
,he  deformable  mirror  is  successful." 
Before  that  happens,  however,  Ti  will 
lave  to  solve  the  inevitable  problems 
;hat  arise  when  a  technology  is  scaled 
ip.  And  it  has  to  improve  the  contrast  in 
jictures  produced  by  its  device. 
ULTIMATE  TEST.'  Ironically,  these  tech- 
lologies  could  be  beaten  out  by  an  exot- 
c  offshoot  of  conventional  TVs:  vacuum 
nicroelectronics.  These  displays  would 
ise  arrays  of  microscopic  vacuum  tubes. 
\  conventional  TV  has  several  electron 
sources,  or  cathodes,  that  shoot  beams 
)ack  and  forth  across  the  screen.  In  the 
ate  1960s,  researchers  at  SRl  Interna- 
;ional  began  making  microscopic  cath- 
)lds.  Engineers  are  using  these  so-called 
"ield-emitters  to  develop  a  radically  dif- 
'erent  screen  in  which  each  pixel  has  its 
)wn  tiny  cathodes. 
The  result  is  a  flat-panel  design  that 


Ironically,  one  of  the  most 
intriguing  approaches 
uses  vacuum  tubes — 
albeit  microscopic  ones 


:ould  be  as  bright  and  reliable  as  today's 
rv  technology.  Scientists  at  LETI  labs  in 
jrenoble,  France,  have  built  flat  screens 
;hat  can  display  moving  images.  In  the 
J.  S.,  Coloray  Display  Corp.  in  Fremont, 
3alif.,  was  set  up  last  year  to  develop 
jRl's  technology.  The  Japanese  are 
ivorking  on  it,  too. 

It's  a  long  road  from  lab  ijrototypes  to 
wall-size  high-resolution  panels.  "There 
ire  a  lot  of  clever  people  on  both  sides 
of  the  ocean,"  says  darpa's  Slusarczuk. 
'But  no  one  is  yet  capable  of  producing 
1  large  flat-panel  display  that  can  com- 
pete with  a  CRT.  That  is  the  ultimate 
test."  Given  the  pace  of  research,  it  may 
oe  the  late  1990s  before  inexpensive  flat- 
panel  HDTV  screens  are  ready. 

Whether  Japan  can  keep  its  lead  for 
that  long  isn't  clear.  But  the  odds 
against  U.  S.  producers  are  great.  By 
most  estimates,  they  are  investing  too 
little  in  manufacturing  systems  to  ever 
control  the  market  for  advanced  dis- 
plays. That  puts  them  behind  in  comput- 
er and  workstation  displays,  where  HDTV 
makers  are  honing  their  skills.  Add  the 
U.  S.  withdrawal  from  consumer  elec- 
tronics, another  big  buyer  of  screens, 
and  the  outlook  gets  more  discouraging. 
So  unlike  Operation  Just  Cause  in  Pana- 
ma, the  battle  over  HDTV  displays  may 
be  a  fight  the  U.  S.  won't  win. 

By  John  Careij  in  Washington,  irith  Neil 
'Gross  in  Tokyo  and  Robert  D.  Hof  in  San 
i  Francisco 


WHY  VANGUARD'S 
MONEY  MARKET  YIELDS 
HAVE  BEEN  CONSISTENTLY 
HIGHER  MONTH  AFTER  MONTH 


You  can  earn  high 
current  yields,  without 
sacrificing  quality  or  safety,  with 
any  ofVanguard  Money  Market 
Reserves  portfolios:  Prime, 
Federal  or  U.S.  Treasury. 

Why?  In  money  market  funds, 
other  things  being  equal,  lower 
costs  mean  higher  yields.  And 
Vanguard's  costs  are  among  the 
lowest  in  the  fund  industry. 

For  example.  Prime  Portfolio's 
annual  operating  costs,  as  a  per- 
centage of  net  assets,  are  more 
than  one  half  lower  than  average 
money  market  funds  (.28%  vs. 
.78%*).  We  pass  along  the  savings 
to  you  in  higher  yields. 

Minimum  initial  investment: 
$3,000;  $500forIRAs. 

*Lippei  -Directors'  Analytical  Data, 
Winter  1989  (Excludes  Institutional 
Money  Market  Funds). 
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EMPLOYMENT 


A  MPANESE  IMPORT 
THAT'S  NOT  SELLING 


Job  security  still  hasn't  gained  much  currency  in  the  U.S. 


American  tnanagement  treats  workers 
as  just  a  tool  to  make  money.  You 
know,  when  the  economy  is  booming, 
they  hire  more  workers,  and  [when]  the 
recession  comes,  they  lay  off  the  work- 
ers. But,  you  know,  recession  is  not 
caused  by  the  workers. 

— Akio  Morita,  Chairman,  Sony  Corp. 

Or,  as  unemployed  auto  worker 
Bobby  Sparks  puts  it,  "We've 
been  totally  shafted."  With  22 
years  of  service.  Sparks  lost  his  job 
when  Chrysler  Corp.  recently  closed  its 
Jefferson  Avenue  plant  in  Detroit.  But 
he  is  only  one  of  more  than  48,000  em- 


WHERE  NO-LAYOFF 
PRACTICES  HAVE  VANISHED 


U.S.  employees 

ADVANCED  MICRO  DEVICES 

7,200 

BANK  OF  AMERICA 

47,000 

CHASE  MANHATTAN  BANK- 

41,570 

EASTMAN  KODAK 

82,900 

HEWLETT-PACKARD 

60,000 

MANUFACTURERS  HANOVER- 

23,550 

MORGAN  GUARANTY- 

14,207 

R.J.  REYNOLDS  TOBACCO 

12,500 

AND  WHERE  THEY  HAVEN'T 

U.S.  employees 

DELTA  AIRLINES 

60,000 

DIGITAL  EQUIPMENT 

74,000 

FEDERAL  EXPRESS 

69,000 

IBM 

216,000 

S.C.  JOHNSON 

3,450 

LINCOLN  ELECTRIC 

2,630 

MAZDA  MOTOR" 

3,555 

MOTOROLA  - 

60,000 

NATIONAL  STEEL" 

10,675 

NEW  UNITED  MOTOR" 

2,800 

NISSAN  MOTOR 

3,430 

NUCOR 

5,500 

XEROX" 

55,700 

*  Worldwide  employment  Labor  contract  prohibits  layoffs 

'  Applies  only  to  employees  with  10  years'  service 
DATA:  FRED  FOULKES,  BOSTON  UNIVERSITY,  STANDARD  8,  POOR  S 


ployees  already  relegated  to  "indefinite- 
layoff"  status  as  the  Big  Three  auto 
makers  plunge  deeper  into  their  own  re- 
cession. Practically  every  day  brings  fur- 
ther layoff  announcements  in  the  auto, 
tire,  aerospace,  and  other  defense-relat- 
ed industries,  adding  to  the  300,000  man- 
ufacturing jobs  cut  in  the  past  year.  The 
promise  of  "employment  security,"  not 
long  ago  a  bright  hope  for  curing  Ameri- 
ca's competitive  problems,  has  faded. 
U.  S.  managers  are  vulnerable  to  Mori- 
ta's  criticism — and  more. 

Layoffs  are  most  visible  in  the  auto 
industry.  But  job  security  is  a  critical 
issue  throughout  the  economy,  for 
white-collar  employees  in  financial  ser- 
vices as  well  as  blue-collar  workers  on 
the  factory  floor.  Only  a  relative  handful 
of  companies  with  more  than  1,000  em- 
ployees maintain  a  no-layoff  practice, 
and  their  numbers  are  diminishing  under 
competitive  pressures  (table).  By  con- 
trast, most  Japanese  manufacturers  that 
set  up  shop  in  the  U.  S.  take  extraordi- 
nary measures  to  avoid  layoffs.  Al- 
though only  about  0.25%  of  all  manufac- 
turing concerns  in  the  U.  S.  are 
Japanese,  more  of  them  already  operate 
with  a  de  facto  no-layoff  policy  than 
U.  S. -owned  companies. 
LIFETIME  SECURITY.  Contrasting  images 
of  American  and  Japanese  companies 
are  beginning  to  emerge,  usually  to  the 
detriment  of  the  Americans.  In  the  auto 
industry,  while  laid-off  Chrysler  and 
General  Motors  Corp.  workers  protest 
their  lot,  employees  at  Honda,  Toyota, 
Mitsubishi,  Nissan,  and  Mazda  factories 
in  the  U.  S.  are  producing  cars.  Sales  of 
Hondas  and  Toyotas  are  booming.  But 
even  if  they  weren't,  the  Japanese  likely 
would  keep  their  plants  going.  Despite 
some  decline  in  sales,  Nissan  and  Mazda 
remain  fully  staffed.  Of  course,  it  is  eas- 
ier to  keep  a  few  hundred  surplus  work- 
ers on  the  job  in  a  single-plant  Japanese 
company  than  thousands  of  employees 
in  a  multiplant  behemoth  such  as  GM. 

Even  so,  such  behavior  is  odd  by 
American  standards.  For  more  than  a 
century,  U.  S.  employers  have  responded 
to  declining  sales  and  profit  margins  by 


cutting  what  they  regarded  as  their 
most  expendable  resource:  employees. 
This  tradition  came  under  fire  in  the  ear- 
ly 1980s,  when  U.  S.  management  and 
labor  began  studying  Japanese  industri- 
al relations.  One  conclusion:  By  offering 
workers  extensive  training,  involvement 
in  workplace  decisions,  and  "lifetime  job 
security,"  Japanese  companies  gained  a 
work  force  committed  to  quality  and 
productivity.  True,  only  about  20%  of 
Japanese  employees  enjoy  lifetime  secu- 
rity, but  they  are  the  core  workers  in 
major  industrial  companies. 

Many  U.  S.  companies-  borrowed  some 
of  these  concepts,  but  few  were  willing 
to  protect  jobs  in  business  slumps — the 
cornerstone  of  the  Japanese  system. 
"Too  many  companies  still  view  labor  as 
a  commodity  and  an  expense,  not  an  as- 
set to  invest  in,"  says  Fred  K.  Foulkes,  a 
management  specialist  at  Boston  Uni- 
versity. "When  the  pressures  come, 
management  still  turns  to  short-term 
thinking  and  lays  off  employees  to  re- 
duce costs  quickly."  Japanese  compa- 
nies, however,  spend  enormous  amounts 
of  money  recruiting  and  training  work- 
ers— and  keeping  them  on  the  job  during 
downturns.  "They  view  that  training  as 
an  investment,  and  they  don't  want  to 
let  the  investment  slip  away,"  says  Mar- 
tin K.  Starr  of  Columbia  University. 

More  than  200,000  Americans  now 
work  for  roughly  800  Japanese  manufac- 
turers. In  surveys  of  140  of  these  compa- 
nies, Starr  has  found  that  a  large  major- 
ity try  to  avoid  layoffs.  Koji  Taira,  an 
expert  on  Japanese  labor  relations  at  the 
University  of  Illinois,  concludes  that 
"the  200,000  American  employees  of  Jap- 
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MICHIGAN  MAZDA  WORKERS  ON  THE  LINE,  CHRYSLER  WORKERS  IN  THE  STREET:  EVEN  IF  SALES 
WEREN'T  BOOMING,  MAZDA  WOULD  PROBABLY  KEEP  ITS  PLANTS  RUNNING 


,nese  transplants  work  under  a  totally 
lifferent  employment  system  than  other 
^.mericans." 

The  no-layoff  system  used  in  the  U.  S. 
5  different  from  the  "lifetime"  system 
ti  Japan,  where  the  cost  of  protecting 
he  jobs  of  core  male  workers  is  largely 
lorne  by  expendable  women  employees, 
n  the  U.  S.,  both  Japanese  and  the  few 
Lmerican  companies  that  avoid  layoffs 
ise  a  different  range  of  techniques. 
Vritten  no-layoff  guarantees  are  rare, 
■xisting  mostly  in  a  few  union  contracts 
table).  In  nonunion  companies  such  as 
BM  Corp.,  the  no-layoff  practice  is  root- 
id  in  tradition,  not  written  policy. 
ilUSiCAL  JOBS.  The  first  step  most  com- 
panies take  is  to  hire  temporary  workers 
ind  require  permanent  employees  to 
vork  overtime  as  output  rises.  When 
>usiness  falls,  the  temps  are  fired,  and 
ivertime  or  even  regular  hours  are  cut. 
Vork  performed  by  outside  contractors 
3  brought  back  in-house.  Employees  are 
ransferred  from  declining  operations  to 
:xpanding  units.  If  all  else  fails,  surplus 
)roduction  workers  are  reassigned  to 
■ales  and  maintenance  jobs,  new-product 
ask  forces,  or  training  programs. 

Japanese  and  nonunion  U.  S.  compa- 
lies  have  a  lot  of  flexibility  to  move 
vorkers  from  job  to  job.  When  U.  S.- 
•wned  Lincoln  Electric  Co.  in  Euclid, 
)hio,  experienced  a  demand  slump  a  few 
^ears  ago,  it  trained  54  factory  and  of- 
"ice  workers  to  sell  a  new  welding  ma- 
;hine.  They  went  into  the  field  for  four 
^ears,  ending  in  1987,  and  sold  $10  mil- 
ion  worth  of  equipment.  When  a  Knox- 
nWe  (Tenn.)  Matsushita  Electronic  Com- 
ponents Corp.  plant  had  a  break  in  its 


raw-materials  supply  line  in  1984,  all  350 
workers  and  managers  spent  two  weeks 
cleaning  and  repainting  the  plant.  As 
costly  as  this  was,  says  personnel  man- 
ager Vonnie  Scott,  "it  showed  the  em- 
ployees we're  going  to  be  committed  to 
them  in  the  same  way  we  want  them  to 
be  committed  to  us." 

Most  Japanese  companies  have  not  yet 
faced  a  sales  downturn  but  contend  that 
they  will  lay  off  people  only  as  "a  last 
resort."  Still,  these  companies  have  yet 
to  be  tested.  Some  transplants,  including 
units  of  Toshiba,  Sanyo,  NEC,  and  Matsu- 
shita, have  already  laid  off  workers.  In 


Many  U.S.  managers  once  felt 

job-security  offers  could 
improve  productivity.  But  few 
have  taken  the  idea  to  heart 


the  volatile  financial  services  industry, 
Nomura  Securities  International  Inc. 
fired  65  American  traders  in  two  cut- 
backs but  merely  reshuffled  Japanese 
employees  to  other  parts  of  the  firm. 
The  "last  resort"  commitment  may  fade 
with  declining  sales  at  other  companies, 
especially  if  the  Japanese  follow  through 
on  their  plan  to  put  Americans  in 
charge.  But  experts  on  Japanese  em- 
ployment policies  expect  most  companies 
to  stick  to  the  commitment. 

How  long  can  American  no-layoff 
companies  stand  by  their  philosophy? 
Some  that  started  the  practice  in  the 


halcyon  days  of  ever-expanding  business 
had  to  cut  back  jobs  in  the  competitive 
1980s.  This  was  true  of  Advanced  Micro 
Devices  and  Hewlett-Packard  in  elec- 
tronics, R.  J.  Reynolds  in  tobacco,  and 
the  big  commercial  banks  in  New  York. 

Other  companies  are  hanging  on,  but 
they  have  to  trot  out  every  trick  in  the 
trade  to  do  so.  IBM  says  it  will  keep  its 
"full  employment  policy"  despite  calls 
from  Wall  Street  for  huge  work-force 
reductions.  Instead,  it  hopes  to  induce 
thousands  of  employees  to  retire  or  re- 
sign early  with  financial  incentives. 
Since  1986,  some  22,000  workers  have 
left  voluntarily,  and  IBM  is  offering  new 
incentives.  With  this  and  other  pro- 
grams, it  hopes  to  cut  the  work  force  by 
10,000  this  year.  Both  IBM  and  Digital 
Equipment  Corp.  (DEC)  have  reduced 
overhead  costs  by  shifting  large  num- 
bers of  employees — 60,000  in  IBM's 
case — from  paper-shuffling  operations 
to  direct  sales  and  engineering  jobs  in 
the  field.  While  dec's  earnings  have  fall- 
en every  quarter  since  September,  1988, 
President  Kenneth  H.  Olsen  says  the 
company  will  keep  its  no-layoff  practice. 

Despite  strong  stands  by  companies 
such  as  IBM  and  DEC,  the  old  lay-'em-off 
philosophy  still  dominates  Corporate 
America's  thinking.  But  this  may  change 
as  more  and  more  Japanese  companies 
introduce  their  practices  to  American 
workers.  In  the  end,  it  is  these  competi- 
tive pressures — rather  than  those  ema- 
nating from  Wall  Street — that  could 
force  U.  S.  companies  to  change  the  way 
they  manage  people. 

By  John  Hoerr  in  New  York,  with  Wendy 
Zellner  in  Detroit  and  bureau  reports 
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GAIL  AND  MICHAEL  PARKS  LOST  ABOUT  $79,000  INVESTED  WITH  PRU-BACHE.  SOME  OF  IT  HAD  BEEN  SET  ASIDE  FOR  A  NIECE  WHOSE  FATHER  DIED 


HOW  PUSHING  REAL  ESTATE 
BACKFIRED  ON  PRU-BACHE 


Stunning  losses  have  many  investors  up  in  arms.  Even  some  brokers  are  complaining 


Gail  and  Michael  Parks  felt  they 
knew  everything  they  needed  to 
know  about  Prudential-Bache  Se- 
curities Inc.  Just  as  the  ads  said,  they 
viewed  it  as  a  "Rock  Solid,  Market 
Wise"  citizen  of  Wall  Street.  So  when 
their  broker  in  Atlanta  quit  his  job  at 
Shearson  Lehman  Hutton  Inc.  early  in 
1987  to  move  to  Pru-Bache,  the  Parkses 
had  no  qualms  about  letting  him  trans- 
fer the  nearly  $100,000  in  their  accounts 
to  his  new  firm.  But  their  investment 
requirements  were  explicit:  "We  couldn't 
take  risks,"  says  Gail  Parks.  No 
wonder.  About  half  the  money 
was  insurance  proceeds  from  her 
brother's  1985  death  that  were  be- 
ing held  in  trust  for  his  daughter's 
education. 

The  broker  found  what  looked 
to  be  a  perfect  investment:  a  new 
form  of  mortgage-backed  security 
that  would  trade  on  the  New  York 
Stock  Exchange  and  yield  at  least 
a  127'-'  return.  "He  told  us  it  was 
very  safe,  had  a  high  yield,  and  no 


risk — better  than  a  CD,"  says  Gail. 
Trusting  that  advice,  the  Parkses  agreed 
to  plow  almost  all  of  their  retirement 
nest  egg,  as  well  as  their  niece's  college 
fund,  into  RAC  Mortgage  Investment 
Corp.,  a  real  estate  investment  trust. 

Beginning  in  early  1989,  the  Parkses 
watched  in  horror  as  RAC  plunged  from 
$10  a  share  to  nearly  $2.  Their  broker 
advised  them  to  wait  for  a  reversal,  but 
by  September  they  had  had  enough. 
They  liquidated  their  holdings  at  a 
$79,000  loss.  "I  was  scared  it  would  go 


'I 


t's  the  Eighth 
Wonder  of  the 
World  that 
clients  kept 
coming  back 
every  time  they 
got  burned' 


bankrupt,"  Gail  says.  With  their  shriv- 
eled funds  now  in  a  money-market  ac- 
count at  another  firm,  the  Parkses  are 
bitter.  "How  can  you  depend  on  any  of 
these  brokers  for  advice?"  fumes  Gail. 
TENSE  DAYS.  The  Parkses  are  not  alone. 
Pru-Bache  was  the  lead  underwriter  for 
14.5  million  shares  worth  $130  million  of 
RAC.  Its  brokers  sold  much  of  the  issue. 
RAC  is  not  the  only  Pru-Bache  real  estate 
product  in  trouble.  The  firm  also  aggres- 
sively sold  limited  partnerships  spon- 
sored by  VMS  Realty  Partners  and  Fogel- 
man  Properties  L.  P.  Both 
sponsors  are  suffering  from  se- 
vere financial  difficulties.  Says  Os- 
car Spitz,  a  Corjjus  Christi  (Tex.) 
attorney  and  investor  with 
$500,000  in  VMS  funds:  "I  was  mis- 
lead by  Pru-Bache's  reputation 
and  the  representation  that  they 
would  investigate  everything  thor- 
oughly." Now,  he  laments,  "it 
looks  like  I'm  going  to  lo.se  it  all." 

George  L.  Ball,  Pru-Bache  chair- 
man and  CEO,  vigorously  defends 
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I  s  firm.  Through  a  spokeswoman,  he 
.ys:  "We  offer  clients  a  wide  range  of 
lality  investments.  Obviously,  any  ar- 
,y  of  investments  will  produce  some 
inners  and  some  losers.  The  point  is  to 
ive  a  good  batting  average  and  a  diver- 
fied  range  of  holdings.  We  are  pleased 
ith  the  overall  performance  of  our  rec- 
nmendations."  Robert  C.  Winters, 
lairman  of  Prudential  Insurance  Co., 
•u-Bache's  parent,  couldn't  be  reached 
r  comment.  But  he  issued  a  statement 
1  Jan.  17  saying  he 
tcked  Ball  as  an  "able 
id  valuable  member  of 
e  Prudential." 
Still,  the  losses  on  real 
tate  products  may  hit 
*u-Bache  directly  in  the 
)cketbook.  The  Compa- 
q's capital  stands  at  $1.;! 
llion,  but  an  onslaught  of 
wsuits  and  arbitration 
aims  could  eat  into  that 
tal.  For  example,  the 
irkses'  attorney,  J.  Boyd 
ige,  says  he  has  informa- 
m  that  Pru-Bache's  own 
wyers  have  estimated 
e  firm's  exposure  for  one 
•oduct  alone — the  group 
'  mortgage-related  stocks 
,e  Parkses  and  other  cus- 
mers  bought — could  top 
75  million.  "That  is  sim- 
y  untrue,"  says  Loren 
;hechter,  general  counsel 
■  Prudential  Securities 
roup. 

Whatever  the  precise 
amber,  the  real  estate 
aagmire  is  only  the 
3west  problem  facing 
all,  who  was  supposed  to 
irn  a  second-rate  retail 
-okerage  firm  into  a  first- 
ass  investment  banking 
Tipire.  Thus  far.  Ball's 
iadache  has  been  the 
eager  return  to  show  for 
lA  billion  of  parent  Pru- 
jntial's  money  spent  pur- 
ling that  goal.  But  now, 
le  damage  appears  to  be 
Jtentially  far  more  seri- 
as.  By  chasing  fatter 
rofits,  Pru-Bache,  accord- 
ig  to  some  former  execu- 
ves,  pressured  its  brokers  to  recom- 
lend  investments  costing  their 
istomers  millions. 

Inside  Pru-Bache,  employees  describe 
le  atmosphere  as  tense.  The  brokerage 
)nfirms  that  it  posted  a  $48  million  loss 
)r  1989,  a  reversal  from  1988's  $111 
lillion  profit  (chart).  Employees  say 
lat  management  continues  to  pressure 
le  sales  force  to  boost  its  gross  com- 
lissions.  After  a  regional  sales  meeting 
1   Atlanta  early   in   February,  word 


spread  that  Joseph  E.  Haick,  an  execu- 
tive vice-president  in  Pru-Bache's  retail 
group,  had  taken  a  tough  line:  Branch 
managers  who  won't  aggressively  push 
high-profit  in-house  investment  products 
should  leave  the  firm.  Pru-Bache  says 
Haick  denies  he  made  the  statement. 

In  any  case,  Pru-Bache  is  hardly  the 
only  firm  on  Wall  Street  that  tries  to 
persuade  its  customers  to  buy  its  own 
mutual  funds,  closed-end  funds,  and 
partnerships.  The  economics  are  simple: 


BALL  RAIDED 
RIVAL  FIRMS 
FOR  THEIR 
TOP  HITTERS 


PRU-BACHE'S  AIIING  REAL  ESTATE  PRODUCTS 

LIMITED  PARTNERSHIPS  Public  or  private  pools  of  money  raised  to 
buy  office  buildings,  apartment  complexes,  hotels,  and  even  mort- 
gages. Pru-Bache  brokers  sold  limited  partnership  units  to  retail  cus- 
tomers. The  value  of  the  units  has  plunged  because  of  severe  liquidity 
problems  and  falling  re;al  estate  values 

REAL  ESTATE  INVESTMENT  TRUSTS  (REITs)  Publicly  traded  companies 
that  own  and  manage  a  group  of  real  estate  projects.  By  law,  at  least 
90%  of  the  income  must  be  distributed  to  shareholders,  and  REITs 
pay  no  taxes. 

RISERS  A  specialized  form  of  REIT  created  and  sold  aggressively  by 
Pru-Bache,  beginning  in  1987.  Riser  is  an  acronym  for  Residual  In- 
come Stream  Equity  REIT.  Income  is  derived  from  the  stream  of  reve- 
nue coDected  from  pools  of  residential  mortgages.  Some  Risers  have 
since  lost  more  than  70%  of  their  original  value  as  interest  rates  have 
become  more  volatile 


Commissions  on  in-house  products  can 
run  as  high  as  7%'  vs.  2%  or  less  for 
stock  trading.  And  there  is  a  lucrative 
stream  of  management-fee  income  ac- 
cruing to  the  firms  once  those  products 
are  sold.  But  in  the  case  of  Pru-Bache, 
brokei-s  at  the  firm  and  several  former 
executives  report  that  the  sales  force  is 
in  near-mutiny  because  of  the  low  quali- 
ty of  many  products  coming  froin  New 
York.  Says  one  broker  who  recently  left: 
"These  products  were  supposed  to  be 


slam-dunk  guarantees.  They  have  clients 
who  want  to  kill  them  and  are  ready  to 
sue  them." 

Much  of  the  anger  revolves  around 
real  estate  limited  partnerships  (table). 
Ironically,  only  a  few  years  ago,  that 
investment  category  was  considered  one 
of  Ball's  rare  success  stories.  Coming 
out  of  nowhere  in  the  early  1980s,  Pru- 
Bache  quickly  gained  a  leading  market 
share  on  Wall  Street.  Ball  showed  his 
pleasure  by  rewarding  partnership  chief 
James  J.  Darr  with  several 
promotions  and  a  seven- 
figure  income.  As  the  de- 
cade drew  to  a  close,  Pru- 
Bache  had  sold  about  $4 
billion  in  partnerships  to 
375,000  customers. 

Signs  of  stress  began  to 
appear  in  the  late  1980s, 
however.  First,  the  1986 
Tax  Act  removed  much  of 
the  allure  of  real  estate 
deals  for  investors.  And 
plunging  real  estate  values 
in  many  areas  of  the  coun- 
try quickly  wiped  out  the 
equity  of  leveraged  funds 
that  had  already  been 
tapped  for  15%-  to  35%  in 
up-front  fees  and  commis- 
sions. Pru-Bache's  Darr 
left  the  firm  in  late  1988. 

Now,  with  bad  news 
mounting,  L.  P.  investors 
are  left  with  the  choice  of 
yelling  at  their  brokers, 
selling  their  holdings  for 
only  cents  on  the  dollar  to 
the  vulture  funds  that 
have  sprung  up,  or  filing 
lawsuits. 

A  trip  to  the  courthouse 
increasingly  looks  like  the 
method  of  choice.  The  lat- 
est class  action  naming 
Pru-Bache  was  filed  in  Chi- 
cago on  Feb.  13,  bringing 
the  total  in  that  city  alone 
to  seven.  The  brokerage  is 
accused  of  not  properly  in- 
vestigating VMS  before  rec- 
ommending to  customers 
that  they  buy  limited  part- 
nership shares  in  a  VMS 
fund  that  was  to  acquire 
28  Holiday  Inns.  Only  26 
hotels  ended  up  in  the  partnership, 
which  now  suffers  from  heavy  negative 
cash  flow.  Worse,  according  to  the  law- 
suit, VMS  piled  up  debt  in  the  fund  far  in 
excess  of  the  market  value  of  the  hotels, 
eliminating  any  chance  of  a  profit.  The 
suit  was  filed  under  the  Racketeer-Influ- 
enced &  Corrupt  Organization  Act  and 
asks  treble  damages  for  the  more  than 
600  investors  who  paid  in  excess  of  $80 
million  for  their  partnership  shares. 
Given  VMS's  financial  problems,  it's 
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not  surprising  that  the  deep  pockets  of 
Pru-Bache  and  other  brokerages  are  the 
targets  of  these  lawsuits.  But  attorney 
Herbert  Beige!  of  New  York,  who  is  rep- 
resenting the  plaintiffs,  asserts  that 
Pru-Bache  bears  particular  liability. 
"They  prided  themselves  on  their  special 
expertise  in  evaluating  limited-partner- 
ship investments,"  he  says.  "What  gave 
them  so  much  confidence  in  VMS?"  Pru- 
Bache  replies:  "Our  due  diligence  efforts 
on  V.MS  were  proper." 

However,  investor  pessimism  seems 
warranted.  The  same  day  Beigel  filed 
the  suit,  VMS  announced  that  "severe 
cash-flow  problems"  forced  it  to  suspend 
payments  to  lenders  and  holders  of  its 
publicly  traded  funds.  Investment  bank- 
er Lazard  Freres  &  Co.  is  seeking  to 
devise  a  recapitalization  plan.  And  VMS 
officers  hope  to  persuade  bankers  to 
ease  terms  on  loans  used  to  acquire 
more  than  $9  billion  in  assets.  A  source 
close  to  VMS  says  the  firm's  e.xecutives 
are  feverishly  working  to  avoid  bank- 
ruptcy. "But  they  know  what  the 
B-word  is,"  the  source  said.  The  firm 
currently  is  considering  either  an  infu- 
sion of  outside  capital  or  additional  in- 
vestment by  Xerox  Corp.,  which  already 
has  a  $.560  million  exposure  to  V.MS. 
SHORT  OF  CASH.  Another  group  of  Pru- 
Bache  limited  partnerships  is  also  in 
deep  trouble.  Lawyers  and  bankers  have 
been  struggling  for  several  months  in 
Memphis  to  untangle  the  affairs  of  one- 
time apartment  king  Avron  Fogelman. 
So  prominent  a  local  citizen  is  Fogelman 
that  both  a  major  highway  and  Memphis 
State  University's  business  school  are 
named  in  his  honor.  Pru-Bache  was  his 
principal  backer,  raising  more  than  $300 
million  in  the  past  three  years  for  Fogel- 
man apartment,  resort,  and  mort- 
gage syndicates.  As  general  part- 
ner, Fogelman  promised  to  cover 
all  operating  shortfalls  and  to 
guarantee  cash  payouts  to  limitcl 
partners.  But  Fogelman  ran  shoi  i 
of  cash  last  summer,  and  thusi 
promises  evaporated. 

For  a  time,  it  appeared  th;ii 
Kansas  City  businessman  Ewing 
M.  Kauffman  would  rescue  Fogel- 
man from  his  liquidity  crisis  by 
providing  a  $34  million  loan.  It 
was  to  be  secured  by  the  50'  ■ 
stake  in  the  Kansas  City  Royals 
baseball  team  he  had  sold  Fogel- 
man in  the  mid-1980s  for  $12  mil- 
lion. Fogelman  and  his  lawyers 
have  not  returned  calls,  but  other 
sources  say  that  deal  is  now  in 
doubt. 

Problems  like  Fogelman  and 
VMS  help  explain  why  Pru-Bache 
brokers  are  tui'ning  on  George 
Ball.  That's  quite  a  change.  When 


Ball,  now  51,  was  picked  to  lead  the 
brokerage  in  1982,  the  year  after  it  was 
taken  over  by  Prudential  for  $385  mil- 
lion, he  was  viewed  as  the  broker's 
friend.  But  he  needed  to  make  changes. 
Bache's  brokers  were  laggards,  averag- 
ing only  $110,000  a  year  in  gross  com- 
missions, low  by  industry  standards. 
Taking  advantage  of  Prudential's  deep 
pockets.  Ball  began  raiding  rival  firms 
for  their  best  brokers.  He  was  a  big 
spender,  shelling  out  bonuses  that  often 
equaled  a  broker's  en- 
tire payout  for  the  pre- 
vious year. 

Ball  had  to  ensure 
that  there  was  a  steady 
stream  of  high-margin 
in-house  products  for 
the  brokers  to  sell. 
That's  why  he  was 
paying  top  dollar  for 
the  rocket  scientists 
charged  with  coming  up 
with  original  invest- 
ment ideas.  And  when 
tax-law  changes  low- 
ered the  boom  on  real  estate  and  oil  and 
gas  shelters.  Ball's  quandary  became 
acute. 

That  gamble  is  now  coming  back  to 
dog  him.  Much  of  the  blame  rests  on  the 
new  products  themselves.  Former  execu- 
tives say  that  for  the  most  part,  Pru- 
Bache's  new  offerings  were  me-too  de- 
rivatives of  ideas  developed  by  other 
Wall  Street  firms.  For  investors,  unfor- 
tunately, these  clones  were  notable  in 
one  respect:  disappointing  results.  In- 
deed, a  series  of  closed-end  sector  funds 
in  both  stocks  and  bonds  sold  in  1987 
and  1988  are  almost  all  selling  below 
their  offering  prices. 


GEORGE  BALL'S  RECORD 
AT  PRU-BACHE 


BALL'S  FIRST  FULL 

YEAR  AS  CEO  OF 

PRU-BACHF 

83     '84  '85 
▲  MILLIONS  OF  DOLLARS 

DATA  PRUDENTIAL  BACHE  SECURITIES  INC 


MEMPHIS  BLUES:  PRU-BACHE  RAISED  $300  MILLION  FOR 
FOGELMAN'S  NOW-STRUGGLING  REAL  ESTATE  SYNDICATES 


The  biggest  fiasco  from  the  rocke 
shop  proved  to  be  Risers,  however.  Tha 
was  Pru-Bache's  acronym  for  Residua 
Income  Stream  Equity  REITs,  a  produc 
that  specialty  shops  shied  away  from 
That's  because  they  were  a  potentiall 
volatile  investment  that  could  react  vie 
lently  to  changes  in  interest  rates.  Bu 
Pru-Bache  believed  it  had  found  a  wa; 
to  hedge  against  interest  swings  so  tha 
Risers  could  provide  a  steady  stream  o 
income.  In  internal  sales  literature,  Pri; 

Bache  strongly  sug 
gested  that  return 
would  be  12%  to  18%. 

James  E.  Trice,  whi 
at  the  time  was  one  o 
Pru-Bache's  nine  re 
gional  directors  over 
seeing  branches  in  thi 
Southeast,  says  he  an( 
most  of  the  sales  forC' 
couldn't  understanc 
how  the  produc 
worked.  "I  was  chas 
tised,"  says  Trice,  wh< 
was  later  fired  and  i: 
now  suing  the  firm.  "It  looks  like  the^ 
didn't  understand  it  either." 

No  such  skepticism  was  allowed  a 
first.  An  investment  alert  sent  to  Pru 
Bache  branches  on  Jan.  25,  1988,  madf 
the  point  that  in  the  aftermath  of  th 
October,  1987,  market  crash,  fear  couk 
be  used  as  an  effective  selling  tool.  Pu 
clients  into  funds  that  are  safe  havens,  i 
advised.  Among  the  recommendations 
RAG  Mortgage,  the  investment  sold  t( 
Gail  and  Michael  Parks. 

Brokers  remember  the  intense  pres 
sure  to  sell  RAC  and  other  Riser  prod 
ucts.  Seventeen  months  later,  after  RA( 
Mortgage  had  lost  nearly  80%'  of  its  val 
ue,  the  tune  was  completely  differ 
ent.  A  June  27,  1989,  investmen 
alert  described  RAf  as  a  stock  tha 
should  be  held  "by  those  witl 
strong  stomachs  and  high-risk  tol 
erance."  A  Pru-Bache  analyst  pu 
most  of  the  blame  on  RAC  manage 
ment.  He  concluded  that  theii 
hedging  strategies  proved  to  bt 
more  expensive  than  expected  anc 
far  less  effective  than  had  beer 
hoped. 

NO  DRY  RUNS.  Several  former  Pru 
Bache  executives  describe  the  Ris 
er  funds  as  the  worst — but  no' 
only — example  of  products  tha 
should  have  been  thoroughly  test 
ed  on  computers  before  being  un 
leashed  on  the  firm's  customers 
But  they  say  there  never  appearef 
to  be  enough  time.  A  concertec 
push  from  the  top  was  made  t( 
get  new  funds  on  the  streei 
monthly  to  help  cover  the  higi 
costs  of  Ball's  empire-building 


90  BUSINESS  WEEK/FEBR'JARY26,  1990 


FINAN' 


irns 


The  most  damning  part  of  it  is  that  the 
slentless  pressure  to  sell  these  things 
rove  a  wedge  between  the  best  interest 
f  the  client  and  the  broker,"  says  one 
jrmer  branch  manager.  Adds  another: 
It's  the  Eighth  Wonder  of  the  World 
lat  clients  kept  coming  back  every  time 
ley  got  burned.  Eventually  they're  go- 
ig  to  learn,  though,  and  New  York  just 
oesn't  get  it." 


The  Parkses  have  formally  demanded 
that  Pru-Bache  repay  the  $79,000  they 
lost.  If,  as  expected,  the  firm  refuses,  it 
will  set  the  stage  for  a  New  York  Stock 
Exchange-sponsored  arbitration  hearing 
later  this  year.  Now  that  they  have  spo- 
ken publicly  for  the  first  time  about 
their  woes,  the  Parkses  are  steeling 
themselves  for  a  call  they  don't  relish: 
explaining  to  their  12-year-old  niece,  who 
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SOON,  LBOs 

BE  UNION-MADE 


'he  AFL-CIO  sets  up  a  fund  and  looks  for  partners  on  Wall  Street 


MflLJVith  the  junk-bond  market  in 
H^^V  disarray,  this  would  seem  like 

mm  mm  the  wrong  time  to  start  a  new 
and  to  finance  leveraged  buyouts.  The 
FL-CIO  doesn't  see  it  that  way.  On  Feb. 
9,  it  plans  to  unveil  an  LBO  fund  with  a 
ffist:  It  will  provide  money  for  employ- 
e  groups  that  buy  a  chunk  of  their  own 
ompanies.  The  fund's  creators  hope 
lat  the  chance  to  become  partners  with 
'orkers  will  be  more  attractive  to  inves- 
)rs  than  traditional  deals. 

The  Employee  Partnership  Fund  (EPF) 
'as  born  of  frustration.  Before  putting 
p  the  pile  of  debt  that 
lakes  LBOs  work,  lend- 
rs  usually  insist  that 
omeone  put  up  a  hunk 
f  equity,  too.  In  a  clas- 
ic  LBO,  it  comes  from 
ne  company's  manage- 
lent.  Highly  paid  em- 
loyees  such  as  airline 
ilots  can  muster  the 
ash.  But  $7-an-hour 
/orkers  have  a  harder 
ime,  as  textile  workers 
iscovered  when  they 
)st  in  the  bidding  for 
;iuett,  Peabody  &  Co. 
1st  year. 

So  Jack  Sheinkman, 
resident  of  the  Amal- 
:amated  Clothing  & 
'extile  Workers  Union 
^CTWU),  proposed  a 
pecial  fund  that  would 
ake  an  equity  position  with  workers, 
^his  could  make  such  deals  more  com- 
letitive.  "We're  doing  two  transactions 
evolving  unions  now,  and  it  has  taken 
IS  months  to  find  outside  sources  of 
■quity,"  says  Malon  Wilkus,  president  of 
k.merican  Capital  Strategies  Ltd.,  an  in- 
■estment  banking  firm  that  does  em- 
iloyee  buyouts.  "The  new  fund  will  elim- 
nate  this  problem." 


This  is  not  a  humanitarian  exercise. 
The  AFI^CIO,  which  has  no  firm  commit- 
ments yet,  hopes  union  pension  funds 
will  invest  in  the  effort  to  raise  $200 
million  for  small  and  medium-size  deals. 
But  under  federal  law,  pension  funds 
must  convince  regulators  that  their  goal 
is  to  turn  a  profit.  Attracting  money 
from  traditional  Wall  Street  sources  is 
one  way  to  do  so.  "The  fund  won't  work 
if  we  don't  get  nonunion  investors,"  says 
William  Patterson,  the  ACTWU's  financial 
affairs  director. 

To  help  woo  Wall  Street,  the  afl-CIo 


lives  in  Florida  with  her  mother,  what 
happened  to  her  education  fund.  If  they 
win,  Gail  Parks  vows  the  replenished 
trust  fund  proceeds  will  be  placed  in  cer- 
tificates of  deposits  or  Treasury  bills. 
"We  just  cannot  afford  to  take  any  more 
risks,"  she  says. 

By  Chuck  Hawkins  in  Atlanta  and  Jon 
Friedman  in  New  York,  with  David  Greis- 
ing  in  Chicago 


FUND  MANAGER  KEILIN:  A  REPUTATION  BUILT  ON  EMPLOYEE-LED  BUYOUTS 


spent  a  year  finding  independent  manag- 
ers for  the  fund.  Drexel  Burnham  Lam- 
bert Inc.,  which  has  done  several  union 
buyouts  in  recent  years,  was  one  bidder. 
But  the  AFL-CIO  ultimately  chose  Eugene 
J.  Keilin  and  Ron  A.  Bloom,  who  recent- 
ly set  up  their  own  firm,  Keilin  &  Bloom. 
The  two  departed  in  January  from  La- 
zard  Freres  &  Co.,  where  they  made 
their  reputation  working  on  employee 


buyouts,  including  the  airline  unions'  ef- 
forts to  buy  United  Airlines  Inc.  The 
fund  will  have  an  independent  advisory 
board,  consisting  of  union  leaders  and 
Wall  Street  professionals,  to  give  advice 
and  suggest  possible  deals.  But  Keilin 
and  Bloom  will  have  final  authority  over 
all  investment  decisions. 
CASHING  IN.  EPF  will  function  much  like 
other  LBO  funds.  After  several  years,  the 
fund  will  cash  in  on  its  investment,  pref- 
erably by  selling  its  shares  to  employ- 
ees. If  that's  not  possible,  "the  company 
could  go  public,  or  someone  else  could 
buy  it,"  says  Keilin. 

If  he  can  convince  investors  that  EPF 
can  earn  a  good  return,  it  shouldn't  have 
too  much  trouble  getting  off  the  ground, 
predict  Wall  Street  money  managers. 
While  he  was  at  Lazard  Freres,  Keilin 
was  the  financier  who  put  together  the 
Weirton  Steel  Corp.  deal,  which  became 
the  model  of  a  successful  employee 
buyout.  "They'll  have  to  stand  up  and 
say,  'Here's  my  record,  therefore  you 
should  invest  in  me,'  "  says  Joseph  L. 

Rice  III,  the  president 
of  Clayton  Dubilier  Inc., 
an  LBO  fund  that  owns 
Uniroyal  Goodrich  Tire 
Co.  "If  the  AFL-CIO  fund 
does  that,  there's  no 
reason  why  they 
shouldn't  be  successful 
in  raising  capital." 

Some  investors  agree 
that  EPF  could  make 
sense  as  a  new  type  of 
LBO  fund.  They  think 
that  buyouts  will  give 
workers  an  incentive 
to  boost  efficiency. 
"There's  a  benefit  to  in- 
vesting side  by  side 
with  employees,"  says 
Richard  Hrabchak,  an 
investment  manager  at 
Prudential  Insurance 
Co.  "The  concept  of  this 
fund  is  interesting." 

Because  employee  buyouts  typically 
use  bank  lending  rather  than  junk 
bonds,  Keilin  figures  he  should  be  insu- 
lated from  the  turmoil  in  the  junk  mar- 
ket. "This  is  a  new  niche  market,"  he 
says.  If  he  can  persuade  investors,  orga- 
nized labor  may  find  that  it  has  friends 
on  Wall  Street  after  all. 

By  Aaron  Bernstein  in  New  York 
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BY  GENE  G.  MARCIAL 

TWO-FOR-ONE 
PLUMS  RIPE 
FOR  THE  PICKING 


Investment  manager  Herb  Ehlers  is 
a  skinflint  when  it  comes  to  buying 
shares  of  companies.  He  operates 
on  the  principle  of  "buy  one,  get  one 
free."  In  other  words,  Ehlers  won't 
purchase  a  stock  unless  there  is  $2  in 
breakup  value  for  every  dollar  of  share 
price.  He  also  looks  for  a  sustainable 
earnings-growth  rate  of  at  least  20% 
and  lots  of  free  cash  flow — that  is, 
funds  remaining  after  capital  expendi- 
tures and  dividend  payouts. 

Ehlers'  parsimonious  ways  have  paid 
off  handsomely  for  Eagle  Asset  Man- 
agement, the  St.  Petersburg  (Fla.)  firm 
he  heads.  Eagle's  performance  was 
among  the  top  1%  of  the  nation's  mon- 
ey managers  for  1989.  And  for  the 
1980s,  Eagle  logged  an  average  yearly 
gain  of  23.3%,  vs.  17.5%  for  the  Stan- 
dard &  Poor's  500-stock  index. 

As  a  result.  Eagle's  assets  under 
management  have  grown  from  $500 
million  in  1980  to  $3.5  billion.  And  right 
now,  only  about  707<  of  that  is  invested 
in  stocks,  with  the  remainder  parked  in 
cash.  But  since  January's  market  sell- 
off,  Ehlers  has  begun  to  buy  again. 

Three  stocks  on  the  Eagle  shopping 
list  are  Time  Warner,  the  publishing- 
and-entertainment  giant;  Dreyfus,  the 
mutual-fund  company  that  manages 
assets  of  about  $50  billion;  and  Contel, 
a  telephone  utility  with  a  major  stake 
in  cellular  communications. 
ASSET  LEAP?  Ehlers  figures  that  Time 
Warner,  which  has  tumbled  from  its 
52-week  high  of  $182  a  share  to  100y4, 
has  a  private  market,  or  breakup,  val- 
ue of  $227  a  share.  And  he  expects  that 
underlying  value  to  grow  at  an  annual 
rate  of  20%,  so  that  three  years  from 
now.  Time  Warner's  assets  would  be 
worth  about  $330  a  share. 

Here's  how  Ehlers  sees  Time 
Warner  now:  magazines  and  books,  $65 
a  share;  film  library,  $47;  cable  pro- 
gramming, including  Home  Box  Office, 
$20;  recorded  music,  $70;  Warner  Cable 
Communications,  $45;  an  82%  stake  in 
American  Television  &  Communica- 
tions, which  operates  cable-TV  systems, 
$60;  and  other  assets,  plus  stakes  in 
Hasbro,  Atari,  and  real  estate,  $30.  To- 
tal asset  value,  after  deducting  debt  of 
$110  a  share  comes  to  $227  a  share. 

Dreyfus  is  another  buy-one,  take-one 
stock,  says  Ehlers.  With  a  breakup  val- 


EHLERS:  BEATING  THE  S&P  500  FOR  A  DECADE 


ue  of  about  $60  a  share,  the  mutual- 
fund  manager  sells  for  only  37%  a 
share.  Another  attractive  feature  is 
that  Dreyfus  has  cash  on  hand  of  $17  a 
share  and  no  debt.  So,  Ehlers  figures 
he's  only  paying  a  bit  more  than  $20  a 
share  for  the  rest  of  the  company. 

By  Ehlers'  estimate,  Contel  may  be 
the  cheapest  of  all.  The  provider  of 
telephone  services  to  2.5  million  cus- 
tomers in  30  states  and  the  Caribbean 
sells  for  $27^/8  a  share,  but  Ehlers 
prices  its  breakup  value  at  $66.  He 
thinks  the  company's  90%'  stake  in  pub- 
licly traded  Contel  Cellular  alone  is 
worth  about  $10  a  share.  If  so,  inves- 
tors get  the  rest  of  Contel  for  only  $17. 


IS  SOMEONE  TAILING 
AGENCY  RENT-A-CAR? 


Agency  Rent-A-Car's  stock  has 
been  in  a  downspin  lately  as  an- 
alysts have  slashed  earnings 
estimates  for  the  quarter  that  ended 
on  Jan.  31.  The  shares  are  down  to  10 
from  their  52-week  high  of  23,  attract- 
ing bargain  hunters  such  as  invest- 
ment adviser  John  Groome  of  the  New 
York  money-management  firm  that 
bears  his  name.  Groome  thinks  Agency 
Rent-A-Car  is  a  steal:  In  a  takeover,  he 
figures  it  would  go  for  25  a  share. 

Agency  specializes  in  renting  cars  to 
people  whose  insurance  coverage  enti- 
tles them  to  a  replacement  when  their 
vehicle  is  damaged  or  stolen.  With  a 
fleet  of  more  than  41,000  cars,  and  620 
offices  in  the  U.  S.  and  Canada,  Agen- 
cy "is  an  attractive  takeover  target  for 
any  of  the  major  carmakers  or  auto 
rental  agencies,"  says  Groome,  a  for- 


mer research  director  and  investment 
strategist  at  U.  S.  Trust. 

Agency  has  been  the  subject  of  take- 
over rumors  before.  The  stock  ran  up 
.some  30%,  to  14,  in  late  November  on 
whispers  that  a  U.  S.  car-rental  compa- 
ny was  preparing  a  bid.  So  far,  no  bid 
has  emerged,  and  that  has  contributed 
to  the  stock's  decline. 

But  several  big  investors  are  now 
betting  that  a  Japanese  auto  company 
will  soon  make  a  move  on  Agency. 
Groome  thinks  the  carmaker  is  keenly 
interested  because  Agency  would  be 
;in  ideal  adjunct  to  its  U.  S.  operations. 

He  notes  that  last  year,  Agency's 
f  ounder  and  chairman,  Sam  Frankino, 
who  owns  55%  of  the  stock,  was  said  to 
be  interested  in  selling  out.  In  recent 
weeks,  similar  rumors  have  surfaced. 
The  company  has  declined  comment. 


A  GLOBAL  SHIPPER 
BUILDS  UP  STEAM 


The  big  upturn  in  world  bulk  ship- 
ping over  the  past  two  years  has 
been  a  boon  to  Stolt  Tankers  & 
Terminals — and  some  major  investors 
have  taken  notice.  The  Luxembourg- 
based  shipper  controls  nearly  30%  of 
the  world's  parcel  tankers — vessels 
that  are  used  to  deliver  industrial 
chemicals,  edible  oils,  and  specialty 
bulk  liquids.  Some  think  that  Stolt, 
which  trades  over  the  counter  at  22%, 
down  6%  from  its  high  of  last  year,  is 
a  bargain.  The  shipper  has  attracted 
such  shrewd  money  managers  as  John 
Templeton,  who  has  acquired  a  3%' 
stake  for  his  mutual  funds. 

Worldwide  demand  for  parcel  tank- 
ers has  grown  some  5'/''  a  year  during 
the  past  decade.  As  a  result,  "the  bal- 
ance of  supply  and  demand  in  the 
world  liquid-bulk  shipping  markets  has 
tightened  considerably,"  says  Mike 
Carstens,  a  transportation  analyst  at 
Tucker  Anthony.  Stolt  has  been  the 
chief  beneficiary  of  that  squeeze. 

Some  60%  of  Stolt's  shares  are  con- 
trolled by  founder  Jacob  Stolt-Nielsen 
Jr.  Another  big  stakeholder:  Nippon 
Yusen  Kaisha,  a  large  Japanese  ship- 
ping company  that  is  a  unit  of  Mitsubi- 
shi, the  industrial  conglomerate. 

Carsten  thinks  the  opening  of  East- 
ern Europe  and  the  Soviet  Union 
should  accelerate  demand  for  Stolt's 
tankers.  Robust  economic  growth  in 
Asia  will  help,  too.  Carstens  figures 
that  even  in  a  weak  economy,  the  stock 
shouldn't  fall  below  20.  And  the  upside 
potential  is  enormous:  He  sees  a  gain 
to  nearly  40  within  a  year. 
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•  ^      ■  When  Your  Business  Grows, 

Will  Your  Communication  System  Have  To  Go? 


Will  You  Be  Locked  Out  Of  Global  Markets 
Because  Your  Network  Isn't  Up  To  World  Standards? 


If  New  Communications  Technology  Gave  A  Competitor 
An  Advantage,  WbuLDY(3ufXu.BEHiND?  t 


WmL  Your  Phone  System  Deliver '90s  Applications? 


lb  know  for  sure,you'd  need  a  time  machine. 


Presenting  Meridian  1. 
It  Will  Take  You  Confidently 
 Into  The  Future.  

Get  ready  for  the  future  of 
business— faster,  more  intense, 
more  global,  and  more  unpredict- 
able than  ever. 

New  Meridian  1  communica- 
tion systems  were  desit^ed  for 
that  future.  They're  ready  for 

voice,  data  and 
video.  Ready 
W:-^  z*^^^^"  ^  to  connect  your 
operations 
worldwide. 
Ready  for  'j,r()\\'th,  planned  or  not. 
Ready  for  future  technoloi^ies  like 
ISDN  and  fiber  optics. 


In  short,  they're  ready  for 
whatever  the  future  brint^s— a 
statement  that  mi,i?ht  strain 
credibility  coming  from  anyone 
else.  But  consider  this. 

Since  the  day  we  introduced 
the  first  digital  business  phone 


system— the  Meridian  SL-1— 
we've  continuously  offered  our 
customers  the  latest  technology. 
Yet  we've  never  made  a  single 
one  of  their  systems  obsolete. 
That  commitment  has  made 
us  No.  1  with 

businesses    I  > 
worldwide. 

And  with  Meridian  1,  the  com- 
mitment continues.  Every 
Meridian  SLT  and  SLTOO  can  be 
upgi-aded  to  Meridian  1. 

If  you  want  to  move  into  the 
future  of  business  communica- 
tions with  confidence,  Meridian  1 
can  take  you  there. 
Call  l-8()6-:328-880() 


norfhorn 
foiccom 


NORTHERN  TELECOM 


technology  the  world  calls  on 

©  IWO  Niirtlu'i-n  'R-li-riim.  Mt-n.liiin  1,  Mi-ri<li;in.  SL-1  .im\  Sl.-IDd  aii'  tratlemurks  <if  Nortlu-rn  "R'li-iom. 
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FIXED-INCOME  FUNDS: 
WHERE  SAFETY  PAYS 

IN  1989,  THE  BLANDEST  BOND  FUNDS  SCORED  THE  BIGGEST  RETURNS 


F 


lixed-income  mutual  funds  are  no 
I  way  to  get  rich,  but  they  have  oth- 
er virtues:  reliable  income,  relative 
safety,  and  far  less  volatility  than  equity 
mutual  funds.  For  the  most  part,  1989 
provided  a  ringing  reaffirmation  that 
safety  pays  off.  The  highest  returns 
were  scored  by  the  blandest,  most  rock- 
solid  bond  funds  of  all — those  investing 


in  U.  S.  Treasury  issues.  They  gained 
15.2%,  which  put  them  within  shouting 
distance  of  the  24%  average  gain  by 
stock  funds.  By  contrast,  high-yielding 
junk-bond  funds  declined  1.9%.  Overall, 
the  average  fixed-income  fund  rose  by  a 
respectable  9.3%  in  1989,  in  a  virtual  re- 
peat of  the  9.4%  showing  in  1988. 

The  striking  consistency  of  bond-fund 
performance  did  not  end  there.  Only  two 
categories  of  bond  funds  failed  to  pro- 
vide gains  of  9%  or  better:  those  invest- 
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The  follwing  fixed-income  mutual  funds  earned 
three  up-arrows,  the  highest  rating  for 
risk-adjusted  performance 


Three-year  average 
annual  total  return* 


Type  of  fund 


BOSTON  COMPANY  MANAGED  INCOME 
CALVERT  T/F  RESERVES  LIMITED-TERM 
DELAWARE  GROUP  TREASURY  RESERVES  INV. 
FEDERATED  GNMA 
FEDERATED  INCOME 


8.5%  Corporate-general 
5.8  Municipal-general 

7.1  Government-Treasury 
8.8  Government-mortgage 

8.2  Government-mortgage 


FEDERATED  SHORT-INTERMEDIATE  GOVT.  6  9  Government  Treasury 

FEDERATED  SHORT-INTERMEDIATE  MUNI.  4  7  Municipal  general 

FIDELITY  AGGRESSIVE  TAX-FREE  8 . 1  Municipal-high  yield 

FIDELITY  SHORT-TERM  BOND  6.7  Corporate-high  quality 

FRANKLIN  HIGH-YIELD  TAX-FREE  INCOME  9.2  Municipal  high  yield 


FREEDOM  GLOBAL  INCOME  PLUS  14.0 

GOVERNMENT  INCOME  SECURITIES  8.2 

lAI  RESERVE  7  1 

INCOME  PORTFOLIOS  SHORT  GOVERNMENT  7  5 

LIMITED-TERM  MUNICIPAL  NATIONAL  6.6 


International 
Government-mortgage 
Corporate-high  quality 
Government-general 
Municipal-general 


MERRILL  LYNCH  MUNICIPAL  LTD.  MATURITY  5  3  Municipal  general 

MFS  MANAGED  HIGH-YIELD  MUNICIPAL  BOND  7  0  Municipal  high  yield 

NEUBERGER  &  BERMAN  LTD.  MATURITY  BOND  7  2  Corporate  high  quality 

T.  ROWE  PRICE  SHORT-TERM  BOND  6.8  Corporate-high  quality 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD  7.2  Municipol-high  yield 

ROCHESTER  FUND  MUNICIPALS  8.6  Municipal  general 

SAFECO  MUNICIPAL  BOND  7.9  Municipal-general 

STEINROE  HIGH-YIELD  MUNICIPALS  8  1  Municipal  high  yield 

USAA  TAX-EXEMPT  SHORT-TERM  5.4  Municipal-general 

VALUE  LIKE  U.S.  GOVERNMENT  SECURITIES  7  7  Government  general 


VANGUARD  FIXED-INCOME  SHORT-TERM  BOND 
VANGUARD  MUHICIPAL  INSURED  LONG-TERM 
VANGUARD  MUNICIPAL  SHORT-TERM 
WPG  GOVERNMENT  SECURITIES 


7.6  Corporate-high  quality 

7.7  Municipol-insured 
5.6  Municipal-general 
8.1  Government-general 


'Includes  reinvested  dividends  and  capital  gains 

DATA.  MORNINGSTAR  INC. 


ing  in  overseas  issues,  which  were  hur 
by  a  strengthening  dollar,  and  special 
ists  in  high-yielding  "junk"  bonds,  whos( 
market  all  but  collapsed.  The  interna 
tional  funds  did  provide  top-notch  gains 
for  investors  who  have  stuck  with  then 
since  1987.  Even  with  a  poor  1989,  th( 
three-year  average  was  10.1%.  But  tha' 
wasn't  the  case  for  customers  of  high 
yield  bond  funds,  whose  1.5%  downturi 
in  1989  brought  their  three-year  annua 
return  to  a  dismal  3.9%  (table,  page  95) 
The  prosperity  enjoyed  by  bone 
funds  should  continue  into  1990,  sc 
long  as  the  economic  winds  blow 
more  or  less  as  forecast.  Economists 
expect  a  continued  softening  of  the  econ 
omy  that  would  cause  bond  prices  tc 
rise,  though  probably  they  won't  gain  as 
much  as  they  did  in  1989,  when  the 
Shearson  Lehman  Government/ Corpo- 
rate Bond  Index  rose  14.2%.  Fund  man- 
agers certainly  don't  expect  that  their 
funds  will  repeat  their  heady  1989  per- 
formance. "You'll  see  returns  on  Trea- 
sury bond  funds  of  87'  to  10%  a  year,' 
says  Ellen  Welsh,  a  bond-fund  manager 
at  Weiss,  Peck  &  Greer,  which  runs  WPG 
Government  Securities,  a  fund  that 
earned  the  highest  performance  rating 
in  BUSINESS  week's  Mutual  Fund  Score- 
board. The  downside  risk  is  an  unexpect- 
ed return  of  the  kind  of  inflation  fears 
that  hammered  bonds  in  the  spring  of 
1987,  causing  bond  funds  to  tank. 
DIRE  STRAITS.  For  investors  in  junk-bond 
funds,  a  further  danger  is  the  possibility 
of  a  recession,  which  could  touch  off  a 
wave  of  junk-bond  defaults.  Last  year, 
junk-bond  prices  declined  precipitously 
because  of  the  mounting  legal  woes  of 
Drexel  Burnham  Lambert  Inc.  and  the 
well-publicized  troubles  besetting  big 
borrowers  such  as  Allied  Stores,  Feder- 
ated Department  Stores,  and  Resorts 
International. 

Not  surprisingly,  investors  in  high- 
yield  bond  funds  fled  in  droves.  During 
the  year,  redemptions  of  junk  bonds  ex- 
ceeded purchases  by  almost  $2.9  bil- 
lion— taking  a  hefty  chunk  out  of  funds 
whose  assets  totaled  $33.4  billion  at  the 
end  of  1988.  By  contrast,  bond  funds  on 
the  whole  enjoyed  the  same  kind  of  pros- 
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)erity  as  their  equity  bretiiren.  In 
989,  net  purciiases,  including  intra- 
jroup  transfers,  came  to  $3.1  billion. 

Investors  have  good  reason  to 
lOntinue  avoiding  junk-bond  funds, 
iniess  they  are  exceptionally  adven- 
urous.  Drexel's  Chapter  11  filing 
lad  no  immediate  effect  on  junk 
irices,  but  the  woes  that  are  beset- 
ing  junk  issuers  remain  unchecked. 
Vnk  bond  prices  had  fallen  3.3% 
hrough  Feb.  9. 

A  safer  course  for  now  is  to  aim 
.t  funds  investing  in  high-quality  se- 
urities.  And  a  good  place  to  start  is 
lUSINESS  week's  annual  Mutual 
i\ind  Scoreboard  of  fLxed-income 
unds,  which  begins  on  page  96.  It 
ontains  performance  and  expense 
igures  on  455  fixed-income  funds 
.nd  rates  them  on  the  basis  of  their 
isk-adjusted  performance.  A  total 
if  29  earned  the  highest  rating, 
hree  up-arrows  (table,  page  94). 
'EMPTING  BUYS.  This  year's  listing 
if  top-ranked  funds  is  dominated  by 
J.  S.  government  and  municipal  bond 
unds,  with  the  munis  appearing  in  far 
greater  proportion  to  their  numbers, 
ligh-yield  funds  dominated  the  rankings 
ast  year,  but  this  time  around  there 
3n't  a  single  high-yield  corporate  bond 
und  on  the  roster.  In  fact,  only  six  of 
he  29  top  funds  specialize  in  corporate 
londs  of  any  kind,  and  those  that  do  are 
luyers  of  short-term  bonds  that  are  less 
•rone  to  interest-rate  fluctuations  than 
ong-term  bonds.  One  of  the  built-in 
Irawbacks  of  fixed-income  mutual  funds 
s  that  while  the  income  may  be  fixed, 
he  principal  value  of  the  funds  is  not. 
^hus,  investors  in  funds  that  own  long- 
erm  bonds,  whose  prices  are  more  vola- 
ile  than  shorter  issues,  find  their  inter- 
!St  payments  offset  by  principal  declines 
vhen  interest  rates  increase. 

Buying  funds  investing  in  short-term 
)onds  minimizes  the  rate  risk.  Another 
vay  to  lessen  the  effect  of  rate  fluctua- 
ions  is  to  spread  your  fixed-income  in- 
vestments among  different  kinds  of 
unds.  Sheldon  Jacobs,  editor  of  The  No- 
lioad  Fund  Investor,  suggests  deploy- 
ng  some  cash  in  funds  that  buy  mort- 
gage-backed securities,  which  tend  to 
)ay  higher  yields  than  Treasury  bonds 
)ut  have  credit  ratings  nearly  as  good, 
n  1989,  such  funds  were  the  second- 
)est-performing  category,  with  an  aver- 
ige  gain  of  12.4%  .  He  recommends  buy- 
ng  into  international  bond  funds,  such 
IS  the  Fidelity  Global  Bond  Fund  or  the 
kudder  International  Bond  Fund,  as  a 
ledge  against  declines  in  the  dollar. 

For  investors  living  in  states  with 
ligh  taxes,  municipal  bond  funds  offer 
;empting  buys.  There's  not  much  differ- 
ence between  the  yield  available  on  tax- 
:ree  bonds  and  those  on  taxable  Trea- 
suries. After  taxes,  munis  are  often  the 


BOHD  rUNDS  PERFORMED  WELL 
—IF  THEY  DIDN'T  BUY  JUNK 


Total  return* 


Type  of  fund 

1989  1987-89** 

GOVERNMENT-TREASURY 

15.2% 

8.7% 

GOVERNMENT-MORTGAGE 

12.4 

7.3 

CONVERTIBLE  BOND 

12.0 

6.1 

CORPORATE-HIGH  QUALITY 

11.9 

7,0 

GOVERNMENT-GENERAL 

11.8 

6.4 

MUNICIPAL-HIGH  YIELD 

9.9 

6.6 

CORPORATE-GENERAL 

9.6 

6.7 

MUNICIPAL-INSURED 

9.5 

6.0 

MUNICIPAL-GENERAL 

7.6 

O.z 

IIITEDIIATimiAl  RAUn 

6.7 

10.1 

CORPORATE-HIGH  YIELD 

-1.5 

3.9 

TAXABLE  BOND  AVERAGE 

9.3 

6.4 

TAX-EXEMPT  AVERAGE 

9.4 

6.2 

FIXED  INCOME  AVERAGE 

9.3 

6.3 

SHEARSON  GOVT/ 

CORP  INDEX 

14.2 

7.9 

*lncludes  reinvested  dividends  and  capital  gains 
* 'Annual  overage 

DATA:  MORNINGSTAR  INC. 


better  buy  for  investors  in  states  with 
heavy  tax  burdens.  For  a  New  York  City 
investor  in  the  highest  tax  bracket,  a  7% 
tax-free  yield  is  equivalent  to  an  11.7% 
taxable  payout. 

Bold  fund-shoppers  might  consider  a 
zero-coupon  fund.  Zeros  sell  at  a  deep 
discount  to  their  face  value  now  and  ma- 
ture at  par  in  the  distant  future.  Prices 
of  zeros  react  violently  to  swings  in  in- 
terest rates,  making  the  funds  ideal  for 
investors  who  want  to  bet  on  a  fall  in 
rates.  Two  Benham  Group  funds,  the 
Target  Maturities  Trust  Portfolio  2000 
and  Target  Maturities  Trust  Portfolio 
2015,  were  the  best-performing  bond 
funds  of  1989,  with  the  2015  fund  gain- 
ing 357' .  But  the  2015  fund's  three-year 
return  is  7.6%-,  and  the  fund's  volatile 
performance  rates  it  three  down-arrows, 
the  lowest  rating. 

Closed-end  bond  funds  are  also  best- 
suited  for  the  adventurous.  Unlike  ordi- 
nary mutual  funds,  which  issue  shares 
as  investor  cash  comes  in,  closed-end 
funds  are  structured  like  stocks.  Once 
the  initial  offering  is  complete,  no  addi- 
tional shares  are  created.  The  shares 
then  trade  on  the  stock  exchanges  and 
frequently  rise  to  premiums  over,  or 
drop  to  discounts  under,  their  net  asset 
values.  Closed-end  bond  funds,  however, 
usually  don't  drop  to  the  huge  discounts 
that  often  affect  closed-end  stock  funds. 


In  perusing  track  records, 
keep  an  eye  out  for  funds  that 
performed  well  in  mediocre 

years  as  well  as  good  ones 


Right  now,  closed-end  bond  funds 
are  trading  at  slight  premiums  to 
net  asset  value,  a  median  average  of 
2.1%',  according  to  Morningstar  Inc., 
the  company  that  compiles  fund  sta- 
tistics for  BUSINESS  WEEK.  But  the 
variations  in  share  price  are  consid- 
erably steeper  than  can  be  found 
among  mutual  funds  in  general.  As 
the  Scoreboard  on  page  108  indi- 
cates, the  closed-end  funds  general- 
ly would  have  fared  better  had  they 
been  ordinary  mutual  funds.  Of  40 
closed-end  funds,  only  the  High-In- 
come Advantage  II  Fund  declined  in 
net  asset  value.  Yet  the  share  prices 
of  that  fund  and  an  additional  six 
funds  declined  during  the  year. 

Indeed,  some  of  the  closed-end 
funds  that  reported  share  price  de- 
clines actually  did  a  respectable  job 
of  managing  their  assets.  A  case  in 
point  is  the  Van  Kampen  Merritt 
Municipal  Income  Fund,  whose  net 
asset  value  gained  10.6%>  during  the 
year.  That's  a  full  percentage  point 
better  than  the  performance  of  the  aver- 
age muni  bond  fund.  Yet  because  the 
shares  dropped  to  a  discount  of  just  un- 
der 1%,  the  stock  price  of  the  fund  de- 
clined 3.2%  during  the  year.  Likewise, 
the  Global  Government  Plus  Fund  saw 
its  13.57'  gain  in  net  asset  value  trans- 
late into  a  1.7%  decline  in  share  price. 
STRONG  HISTORY.  Folks  who  track 
closed-end  funds  generally  don't  recom- 
mend investing  in  bond  funds  that  trade 
at  substantial  premiums.  From  that 
standpoint,  there  isn't  much  to  buy.  Ste- 
ven Samuels,  publisher  of  Deep  Dis- 
count Digest,  which  follows  closed-end 
funds,  recommends  that  investors  stay 
with  funds  with  good  track  records  that 
are  selling  at  a  discount  and  have  ex- 
pense ratios  of  well  under  1%.  One  fund 
that  meets  his  criteria  is  the  Comstock 
Partners  Strategy  Fund,  a  government 
bond  fund  run  by  Stanley  D.  Salvigsen, 
a  respected  portfolio  strategist.  The 
Comstock  Fund,  which  gained  26%  last 
year,  trades  at  a  discount  of  5.5%. 

The  same  principles — a  strong  history 
and  low  overhead — apply  to  selecting  or- 
dinary bond  funds,  except  that  you  don't 
have  to  worry  about  discounts  or  premi- 
ums. But  pay  attention  to  sales  charges, 
whether  they're  imposed  at  the  initial 
purchase  or  on  redemption.  They  aver- 
age about  4%',  though  some  can  be  as 
high  as  8.5%.  All  things  being  equal,  no- 
load  funds  make  a  lot  of  sense  for  bond 
investors. 

In  perusing  fund  track  records,  keep 
an  eye  open  for  funds  that  have  per- 
formed well  in  mediocre  years  such  as 
1987  as  well  as  good  years  such  as  1989. 
If  1990  proves  ill-starred,  funds  that 
have  withstood  bond  market  downturns 
are  likely  to  prove  resilient  again. 

By  Gary  Weiss  in  New  York 
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HOW  TO  USE  THE  TABLES 


BUSINESS  WEEK  RATING 

Ratings  measure  risk-adjusted  perfor- 
mance. This  shows  how  well  a  fund  per- 
formed relative  to  other  funds  and  rela- 
tive to  the  level  of  risk  it  took.  Risk- 
adjusted  performance  is  determined  by 
subtracting  a  fund's  risk-of-loss  factor 
(see  below)  from  its  historic  total  return. 
Performance  calculations  are  based  on 
the  three-year  time  period  between  Jan. 
1,  1987,  and  Dec.  31,  1989.  For  rating 
purposes,  funds  ore  divided  into  two 
groups:  municipal  bond  funds  and  all 
other  funds.  Ratings  are  based  on  a  nor- 
mal statistical  distribution  within  each 
group  and  awarded  as  follows 

♦  ♦  ♦  Superior  performance 

♦  ♦        Very  good  performance 

♦  Above-average  performance 
Ave          Average  performance 

Below-average  performance 
■(J  "sj         Poor  performance 
•(y  ^  ^    Very  poor  performance 

RISK 

The  risk-of-loss  factor  is  the  potential  for 
losing  money  in  a  fund,  calculated  as 
follows:  The  monthly  Treasury  bill  return 
is  subtracted  from  the  fund's  total  return 
for  each  of  the  36  months  in  the  rating 


period.  V/hen  a  fund  has  not  performed 
as  well  as  Treasury  bills,  the  result  is 
negative.  The  sum  of  these  negative 
numbers  is  then  divided  by  the  number 
of  months  in  the  period.  The  result  is  a 
negative  number,  and  the  greater  its 
magnitude,  the  higher  a  shareholder's 
risk  of  loss. 

PERFORMANCE  COMPARISON 

The  tables  provide  performance  data 
over  two  time  periods.  Here  are  equiva- 
lent total  return  figures  for  the  Sheorson 
Lehman  Government/Corporate  Bond  In- 
dex during  those  periods: 

1989  +14.2% 
Three-year  average  (1987-89)  +7.9% 

FUND  CATEGORIES 

The  tables  group  funds  in  one  of  six 
categories,  based  on  assets:  Corporate, 
Government,   Municipal,  International, 
Convertible,  and  Closed-end. 
SALES  CHARGE 

The  cost  of  buying  a  fund,  commonly 
called  the  "load."  Most  funds  take  loads 
out  of  initial  investments,  and  for  BW 
rating  purposes  performance  is  reduced 
by  the  amount  of  these  charges.  Loads 
on  withdrawals  can  take  two  forms.  De- 
ferred charges  decrease  over  time,  usual- 
ly ending  after  shares  have  been  owned 
five  years.  Redemption  fees  are  imposed 
whenever  investors  sell  their  shares. 
Funds  with  none  of  these  charges  ore 
called  "no-load." 


EXPENSE  RATIO 

Fund  expenses  for  1989  as  a  percentage 
of  overage  net  assets.  The  measures  show 
how  much  shareholders  pay  for  fund  man 
agement.  Footnotes  indicate  12(b)-l 
plans,  which  allocate  shareholder  money 
for  distribution  costs. 
TOTAL  RETURN 
A  fund's  net  gain  to  investors,  including 
reinvestment  of  dividends  and  capita 
gains  at  month-end  prices. 
YIELD 

The  income  a  fund  earned  on  its  portfo 
lio  investments  during  1989,  expressec 
as  o  percentage  of  the  fund's  yearenc 
net  asset  value  per  shore. 
MATURITY 
The  average  maturity  of  the  securities  ir 
a  fund's  portfolio,  weighted  according  tc 
the  market  value  of  those  securities. 
TREND 

A  fund's  relative  performance  during  the 
three  12-month  periods  from  Jan.  1 
1987,  to  Dec.  31,  1989.  The  boxes  reac 
from  left  to  right,  and  the  level  of  red  ir 
each  box  tells  how  the  fund  performec 
relative  to  other  funds  during  the  period 
H  for  the  top  quartile;  H  for  the  sec 
ond  quartile;  Q  for  the  third  quartile 
and  □  for  the  bottom  quartile.  An  emp 
ty  box  indicates  that  a  fund  is  not  rotec 
for  that  time  period. 
TELEPHONE  NUMBERS 
The  index  on  page  109  has  telephone 
numbers  for  each  fund  or  fund  group. 


RATING 


SIZE 


FEES 


PERFORMANCE  PORTFOLIO 


ASSETS     %  CHG. 


SALES 


EXPENSE 


TOTAL  RET  (%) 


YIELD  MATURITY 


TREND 

3YEAR 


$  MIL 

1988-89 

CHARGE (%) 

RATIO  (%l 

1  YR. 

3  YRS. 

(YEARS) 

ANALYSIS 

CORPORATE 

AAL  INCOME 

82.0 

85 

4.75 

0.83t 

12.4 

8.5 

11.7 

AARP  GENERAL  BOND 

•ft- 

134.4 

10 

No  load 

1.16 

12.3 

7.1 

8.0 

9.7 

AUIANCE  BOND  HIGH-YIELD 

o 

o 

175.8 

-41 

5.50 

1.27t 

-12.9 

-1.9 

17.0 

9.7 

AMERICAN  UPITAL  CORPORATE  BOND 

225.2 

2 

4.75 

0.74t 

4,0 

7.6 

10.7 

14.3 

AMERICAN  CAPITAL  HIGH-YIELD 

o 

o 

427.2 

-30 

4.75 

0.77t 

-12.0 

0.9 

16.7 

10.3 

AMERICAN  HIGH-INCOME 

125.5 

43 

4.75 

0.97t 

5.6 

1 1.9 

7.7 

BABSONBONDL 

it 

77.1 

16 

No  load 

0.97 

13.5 

8.3 

9.4 

11.8 

BARTLETT  CAPITAL  FIXED-INCOME 

•ft- 

159.8 

13 

No  load 

1.00 

13.0 

7.7 

9.0 

5.6 

BERNSTEIN  INTERMEDIATE  DURATION 

208.1 

NM 

No  load 

0.83 

7.2 

1 1.2 

rm 

BERNSTEIN  SHORT  DURATION  PUIS 

356.6 

NM 

No  load 

0.75 

9.8 

7.9 

4.2 

rra 

BOND  FUND  OF  AMERICA 

Ave 

1480.8 

45 

4.75 

0.77t 

10.0 

7.7 

9.8 

15.1 

BOSTON  COMPANY  MANAGED  INCOME 

•ft- 

# 

•ft- 

84.1 

30 

No  load 

l,40t 

6.2 

7.3 

8.4 

9.3 

CIGNA  HIGH-YIELD 

AVG 

261.9 

-5 

5.00 

0.991 

1.2 

6.7 

13.6 

8.4 

Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  $  Not  currently  accepting  new  accounts  or  deposits.  NA  —  Not  available.  NM  =  Not  meoningfiil 
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iL  FUND 


RATING 


SIZE 


FEES 


PERFORMANCE    PORTFOLIO  TREND 


ASSETS 
$  MIL. 


%  CHG. 
1988-89 


SALES 
CHARGE  (%l 


EXPENSE 
RATIO  (%) 


TOTAL  RET.  (%] 


1  YR. 


3  YRS. 


YIELD  MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


KNA  INCOME  AVG 

mONIALHICH-YIELD  SECURITIES  O 

mONIAL  INCOME  PLUS  O  O 

OlONIAL  INCOME  AVG 
eUlMBIA  FIXED-INCOME  SECURITIES 


229.2  5 

365.4  -21 
93.6  -23 

161.5  1 
110.5  8 


5.00  0.96t 

4.75  1.20t 

6.75  1.16 

4.75  1.1 7t 

No  load  0.75 


13.6 
0.1 

12.9 
8.0 

14.4 


7.6 
5.6 
7.4 
6.8 
7.6 


9.1 
14.1 

7.6 
10.4 

8.1 


17.5 
9.2 
10.9 
17.2 
10.9 


OMPOSITE  INCOME  ♦  ♦                  96.4  -37  4.00  0.96t 

CAN  WITTER  HIGH-YIELD  SECURITIES  <>  O  O          1121.8  -47  5.50  0.49 

lEAN  WITTER  INTERMED.  INCOME  SECS.                              109.1  NM  5.00**  0.83t 

CUWAREGRP.DEUHESTERH/YBONDI  O                      601.9  -1  6.75  0.85 

lEUWAREGRP.DEUHESTERH/YII                                     85.1  13  4.75  1.1 5t 


6.9 
-13.7 


1.1 
0.8 


6.6 

-1.9 


6.2 


10.6 
19.5 
4.5 
13.8 
13.4 


6.6 
10.5 
NA 
9.6 
9.6 


iREYFUS  A  BONDS  PLUS 

AVG 

306.4 

17 

No  load 

0.94 

14.2 

7.5 

8.5 

22.5 

ATON  VANCE  HIGH-INCOME 

AVG 

254.1 

-2 

6.00** 

2.14t 

1.1 

6.3 

13.7 

9.8 

MLJ 

ATON  VANCE  INCOME  FUND  OF  BOSTON 

AVG 

80.5 

72 

4.75 

1.39 

4.2 

7.5 

12.9 

9.7 

EDERATED  HIGH-INCOME  SECURITIES 

318.6 

-15 

4.50 

1.00 

-0.4 

4.7 

14.4 

10.9 

IDELITY  FLEXIBLE  BOND 

405.3 

32 

No  load 

0.66 

13.0 

6.9 

8.8 

11.5 

IDELITY  HIGH-INCOME 

1288.9 

-24 

No  load 

0.77 

-3.1 

3.4 

14.8 

10.8 

IDELITY  INTERMEDIATE  BOND 

626.6 

25 

No  load 

0.62 

11.8 

6.9 

8.8 

8.7 

iDELITY  SHORT-TERM  BOND 

#  «  ♦ 

203.5 

-29 

No  load 

0.89 

10.5 

6.7 

8.6 

2.7 

IRST  INVESTORS  FUND  FOR  INCOME 

o  o  o 

1308.8 

-24 

8.50 

i.oit 

-8.1 

1.1 

15.9 

9.5 

IRST  INVESTORS  HIGH-YIELD 

o  o  o 

747.0 

18 

7.25 

1.23t 

-8.1 

0.7 

14.8 

10.1 

!RSr  INVESTORS  SPECIAL  BOND 

o 

84.7 

22 

7.25 

0.82 

-1.5 

5.3 

13.6 

7.8 

UNXLIN  AGE  HIGH-INCOME 

1938.7 

-6 

4.00 

0.56 

-3.6 

3.7 

15.6 

9.9 

UARDIANBOND 

147.8 

30 

No  load 

0.61 

13.9 

7.8 

8.7 

15.9 

DHN  HANCOCK  BOND 

1110.1 

1 

4.50 

0.80t 

12.1 

7.8 

9.8 

15.9 

ANCOCK  HIGH-INCOME  FIXED 

92.9 

1 1 

4.50 

1.33t 

-1.4 

5.6 

13.1 

9.1 

U  RESERVE 

^ 

101.5 

43 

No  load 

0.80 

8.8 

7.1 

7.8 

0.5 

»BOND 

1836.3 

7 

5.00 

0.75t 

10.6 

6.6 

9.1 

19.4 

)S  EXTRA  INCOME 

1139.5 

-9 

5.00 

0.82t 

-3.9 

3.1 

13.4 

12.2 

>S  SELECTIVE 

AVG 

1180.7 

10 

5.00 

0.77t 

12.2 

7.5 

8.5 

16.3 

j  )S  STRATEGY  INCOME 

AVG 

233.8 

38 

5.00** 

1.68t 

9.8 

6.2 

7.4 

18.0 

>S  STRATEGY  SHORT-TERM  INCOME  (a) 
ITERMEDIATE  BOND  FUND  OF  AMERICA 
IVESTMENT  PORTFOLIOS  HIGH-YIELD  O 
EMPER  HIGH-YIELD  AVG 
EMPER  INCOME  &  CAPITAL  PRESERV.  # 


120.0  NM 

112.0  41 

721.3  15 
1406.3  22 

410.4  28 


5.00**  1.29t 

4.75  0.88t 

5.00**  2.05t 

4.50  0.67 

4.50  0.67 


10.3 
-3.5 
-1.1 
8.6 


4.7 
7.2 
7.3 


7.9  0.6 

9.1  10.8 

13.3  10.1 

14.3  10.2 

10.7  7.4 


EYSTONE  AMERICA  HIGH-YIELD  BOND 
EYSTONE  CUSTODIAN  B-l 
EYSTONE  CUSTODIAN  B-2 
EYSTONE  CUSTODIAN  B-4 
ITHERAN  BROTHERHOOD  HIGH-YIELD 


o  o  ^ 


106.9  -5 

492.6  16 

989.7  8 
905.0  -26 
153.4  29 


4.00**  1.81t 

4.00**  1.82t 

4,00**  1.84t 

4.00**  1.97t 

5.00  1.14 


0.4 
12.0 
5.2 

-5.3 
-2.7 


5.0 
5.4 
0.6 


13.9 
8.3 
10.7 
16.1 
13.9 


10.5 
12.9 
16.3 
10.8 
11.0 


ITHERAN  BROTHERHOOD  IHCOME  # 

lAINSTAY  HIGH-YIELD  CORPORATE  (b)  O  ^ 

lASS.  FINANCIAL  BOND  O 

iASS.  FINANCIAL  HIGH-INCOME  I  O  O 
lASSMUTUAL  INVESTMENT  GRADE  BOND 


731.7  2 

177.3  37 

315.7  3 

628.6  -27 

96.4  -6 


5.00  1.03 
5.00**  2.10t 
7.25  0.83 
7.25     1 0.89 
4.50       1.1 4t 


12.4 
-5.0 
13.5 
-2.0 
11.3 


8.6 
3.6 
6.9 
3.2 


9.3 
13.4 

8.8 
14.9 

9.1 


18.0 
11.5 
8.4 
9.2 
7.8 


□IH 


lERRIU  LYNCH  CORP.  HIGH-IHCOME  A  AVG  574  1  -19  4.00  0.66  4.3  7.3  13.5  10.4 

lERRIULYHCH  CORP.  HIGH-QUALITY  A  AVG  306  7  21  4.00  0.66  13.6  7.4  8  8  11.2 

IERRILL>v*ICHCORP.INTERM.-TERM  AVG  88.4  -4  2.00  0  72  12.3  6  7  8  8  5.0 

imiFE-5!.ATE  STREET  HIGH-INCOME  AVG  149.1  121  4.50  1.25t  1.6  7.3  13.6  9  7 

iiFSLIFET>"iE  HIGH-IHCOME  O  O  O           121.0  -9  6.00**  2.38t  -5.1  1.4  12.9  9.2 


Includes  redemption  fee.  **  Includes  deferred  soles  charge,  t  12(b)-l  plon  in  effect.  X  Not  currently  accepting  new  accounts  or  deposits.  NA 
)  Formerly  IDS  Strategy  Fund  Money  Market  Fund,  (b)  Formerly  MocKay-Shields  MoinStay  H/Y  Corp.  Bond. 

See  page  96  for  an  explanation  of  BW  Rating,  Trend,  and  other  terms 
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"^NATIONAL  BOND  O  O  O           437.6  -48  7.25  0.94  -12.2  -3.4  15.0 

NEUBERGER/BERMAN LTD. MATURITY  ^  #  #           112.5  -10  Noload  0  65  11  1  7.2  8.3 

NORTHEAST  INVESTORS  AVG                    339.2  -17  Noload  1.33  0.0  4.5  14.3 

OPPENHEIMER  HIGH-YIELD  AVG                    718  1  -16  6  75  0  88  3  9  7.6  13  5 

PAINEWEBBER  FIXED-INCOME  H/Y  <>  O  O           301.4  -39  4.25  0.73  -1.2  1.7  15.5 


10.1 
2.6 
9.6 
7.7 
8.0 


PAINEWEBBER  FIXED  INVST.  GRADE  O 
PAINEWEBBER  MASTER  INCOME  O 
PARKSTONEBOND 

PHOENIX  HIGH-YIELD  O  O 

PIMIT  LOW  DURATION 


265.5 
204.5 
232.2 
130.9 
242.5 


-17 
-19 
NM 
-16 
41 


4.25 
5.00* 
4.50 
4.75 
No  load 


0.65 

1.93t 

0.78 

0.88 

0.60 


12.4 
9.7 
11.3 
-1.0 
11.5 


6.0 
4.8 

4.6 


9.0 
8.4 
7.7 
12.9 
8.9 


11.1 
22.2 
9.7 
8.4 
3.3 


PIMIT  TOTAL  RETURN  586.7  257  Noload 

T.ROWE  PRICE  HIGH-YIELD  AVG  774  0  -31  Noload 

T.  ROWE  PRICE  NEW  INCOME  ^   #  1043  6  21  Noload 

T.ROWE  PRICE  SHORT-TERM  BOND  ^  ^  ^          216  1  -18  Noload 

PRUDENTIAL-BACHE HIGH-YIELD  ^  O  2800  0  9  5.00** 


0.60 
0.99 
0.87 
1.00 
1.30t 


14.2 
-1.5 
12.2 
9.9 
-1.6 


6.2 
7.2 
6.8 
3.6 


8.6 
14.3 
8.9 
8.4 
12.5 


9.6 
10.1 
7.6 
1.8 
11.1 


PUTNAM  DIVERSIFIED  INCOME 
PUTNAM  HIGH-YIELD 
PUTNAM  HIGH-YIELD  II 
PUTHAM IHCOME 
SCUDDER  INCOME 


1 17.5 
1980.1 
330.4 
431.5 
271.5 


NM 

-19 
-22 
24 
11 


4.75 
6.75 
6.75 
4.75 
No  load 


NAt 
0.61 
1.07t 
0.76t 
0.96 


5.1 
-3.1 
-4.4 
12.2 
12.8 


5.0 
5.3 
8.0 
7.3 


9.6 
15.4 
15.1 
9.8 
8.2 


8.4 

7.9 
7.4 
16.2 
10.0 


SLH  HIGH-INCOME 

SLH  HIGH-YIELD 

SLH  INVESTMENT  GRADE  BOND 

STEINROE  INCOME  (c) 

STEINROE  MANAGED  BONDS 


o 

o 

AVG 


410.6 
349.6 
481.1 
94.4 
166.2 


-27 
-33 

-9 


5.00** 
5.00 
5.00** 
No  load 
No  load 


1.63t 

0.81 

1.69t 

0.90 

0.73 


-4.6 
-4.7 
15.8 
7.1 
12.6 


4.7 

3.9 
6.8 
7.5 
6.7 


14.3 
16.1 

8.1 
10.4 

8.5 


9.4 
9.5 
25.6 
15.4 
14.9 


STRONG  ADVANTAGE 

STRONG  INCOME  AVG 
STRONG  SHORT-TERM  BOND 
THOMSON  MCKINNON  INCOME  ^ 
TRANSAMERICA  INVESTMENT  QUALITY  (d)  AVG 


142.8 
195.4 
130.0 
533.0 
101.1 


NM 

No  load 

-4 

No  load 

27 

No  load 

-7 

5.00** 

-10 

4.75 

20 

8.50 

-20 

8.50$ 

5 

8.50 

-28 

4.90 

139 

No  load 

-23 

No  load 

39 

No  load 

20 

No  load 

16 

4.50 

-9 

4.50 

1.10 

1.20 

1.10 

1.60t 

1.16t 


9.5 
0.4 
8.9 
5.5 
11.6 


5.7 

6.7 
6.3 


10.5 
13.3 
10.6 
10.2 
10.0 


1.8 
5.3 
1.4 
4.6 
10.4 


UNITED  BOND  AVG  402  8 

UNITED  HIGH-INCOME  <>  O  O          1015  2 

UNITED  HIGH-INCOME  II  O  O  290.6 

VAN  KAMPEN  MERRin  HIGH-YIELD  O  ^  257.4 

VANGUARD  BOND  MARKET  ^  138.6 


0.65 

0.73 

0.84 

1.27t 

0.32 


10.6 
-8.1 
-3.2 
-8.1 
13.7 


8.0 
1.1 
3.9 
3.7 
7.4 


9.2 
15.8 
13.5 
15.4 

8.4 


25.6 
8.9 
9.9 
8.3 
9.2 


VANGUARD  FIXED-INCOME  HIGH-YIELD  AVG  895.3 

VANGUARD  FIXED-INCOME  INV.  GRADE  ^  987.1 

VANGUARD  FIXED-INCOME  SHORT-TERM  ^  #  #  597.2 

WESTCORE  BONDS  PLUS  78.1 

WESTCORE  INTERMEDIATE-TERM  BOND  109  3 


0.41 
0.38 
0.34 
0.69 
0.60 


1.9 
15.2 
1 1.5 
13.1 
11.3 


5.9 
8.2 
7.6 


13.4 
8.9 
8.6 
8.1 
8.4 


7.5 
19.7 
2.3 
6.6 
4.5 


GOVERNMENT 


AARP  GNMA  &  U.  S.  TREASURY  # 

2526.6 

-8 

No  load 

0.79 

1 1.7 

7.2 

8.6 

21.0 

&DVEST  ADJUTAGE  GOVERNMENT  SECS.  O 

123.9 

-27 

4.00** 

1.501 

11.7 

3.1 

8.5 

10.1 

AIM  LIMITED  MATURITY  TREASURY  SHARES 

68.9 

-7 

1.75 

0.45t 

9.7 

8.6 

1.5 

ALLIANCE  BOND  U.  S.  GOVERNMENT  # 

527.9 

0 

5.50 

l.llt 

12.5 

7.5 

10.3 

8.8 

ALLIANCE  MORTGAGE  SECURITIES  INCOME  AVG 

556.1 

-10 

5.50 

1.13t 

1 1.0 

7.6 

11.0 

4.0 

AMERICAN  CAPITAL  GOVERNMENT  SECS.  O 

4664.2 

-11 

4.75 

0.82t 

14,9 

6.6 

9.8 

9.6 

AMEV  U.  S.  GOVERNMENT  SECURITIES  ^ 

121.3 

12 

4.50 

0.83 

12.5 

7.8 

9.5 

12.8 

BENHAM  GNMA  INCOME  ^ 

281.1 

9 

No  load 

0.75 

13.9 

8.3 

8.9 

4.3 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  X  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  —  Not  meaningful 
(c)  Formerly  SteinRoe  Higfi-Yield  Bonds,  (d)  Formerly  Investment  Quality  interest. 
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ASSETS     %  CHG.  SALES  EXPENSE 

$MIL.      1988-89      CHARGE  (%)    RATIO  (%) 


TOTAL  RET.  (%) 


1  YR. 


3  YRS. 


YIELD  MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


fNHAM  TARGET  MATURITIES  2000  48.3  243  No  load  0.70  21.0  15.3  5.6  10.5 

fNHAM  TARGET  MATURITIES  201 5  O  O  O           318.1  170  No  load  0.70  35.0  7.6  3.1  25.2 

fNHAM  TREASURY  HOTEte)  <^                         95.2  44  No  load  0.75  12.0  5.2  7.7  3.1 

fRNSTEIN  GOVT.  SHORT  DURATION  151.8  NM  No  load  0.85  7  5  2.1 

ICE  PATHFINDER  GOVERNMENT  PLUS  65.7  67  6.25  0  60t  14.0  8.0  19  5 


ma 


.  J.  UWREHCE  TOTAL  RETURN  TREASURY 
ARDIMAL  GOVERNMENT  GUARANTEED  ^ 
KNA  GOVERNMENT  SECURITIES 
OLONIAL  GOVERNMENT  SECURITIES  PLUS  O 
MONIAL  U.  S.  GOVERNMENT 


103.2  NM 

118.4  -14 

57.1  18 

2616.4  -11 

64.6  15 


4.45  0.97t 

4.75  0.72 

5.00  l.OOt 

6.75  1.14t 

4.75  1.23t 


14.3 
12.4 
11.3 
13.4 
10.6 


7.8 
7.3 


7.3 
9.5 
8.5 
8.2 
10.0 


17.5 
11.0 
15.6 
17.4 
5.0 


nim 


OMMON  SENSE  GOVERNMENT 

OMPOSITE  U.  S.  GOVERNMENT  SECS.  AVG 

OUNSELLORS INTERMED.  GOVT. 

EAN  WITTER  GOVERNMENT  SECS.  PLUS 

EANWIHER  U.S.  GOVERNMENT  SECS.      #  # 


103.9  41 

82.3  -1 

45.6  NM 

1738.7  -13 

0122.7  -2 


6.75  1.20 

4.00  0.97t 

No  load  0.50 

5.00**  1.47t 

5.00**  1.21 1 


13.5 
13.3 
11.6 
14.5 
11.0 


7.2 


7.1 


8.4  8.7 

8.8  15.7 

8.0  4.1 

7.4  20.2 

9.4  13.5 


CUWARE  GROUP  GOVERNMENT  INCOME  AVG  154.2  4  4.75  1.22t  114  7.2  8.9  8.2 

lEUWARE  TREASURY  RESERVES  INV.        #  ^  ^           111.7  -19  Nolood  0.97t  9.3  7.1  8.7  2.4 

iREYFUSGNMA                                 ♦  1565.6  -11  No  load  0.99t  11.6  6.8  8.9  27.0 

IREYHIS  U.S.  GOVT.  INTERMEDIATE  61.0  -2  Nolood  0.80  13.1  9.0  4.7 

ATON  VANCE  GOVERNMENT  OBLIGATIONS  #  it  296.9  -8  4.75  2.36t  13.3  8.2  9.7  18.4 


□LB 


QU1TECSIEBELU.S.  GOVERNMENT  SECS.  ♦  ♦                380  0  45              5.00**  2.03t  8.3  6.4  9  9  4.0 

EDERATEDGNMA  ♦  ♦  ♦          1342.8  -22  No  load  0.52  15.1  8.8  9.0  9.2 

EDERATED  INCOME  ♦  ♦  ♦         1025.2  -16  Noload  0.55  12.5  8.2  9.1  4.5 

EDERATED  INTERMEDIATE  GOVERNMENT  ^  #                979.0  -23  Noload  0.51  12.1  6.9  8.2  3.5 

EDERATED  SHORT-INTERMEDIATE  GOVT.  ^  ^         1789.1  -24  Noload  0.49  10.3  6.9  8.4  1.8 


IDELITYGINNIEMAE  ^ 
IDEUTY  GOVERNMENT  SECURITIES  # 
IDELITY  MORTGAGE  SECURITIES  -#  ^ 

IDEUTY  SHORT-TERM  GOVERNMENT 
INANCIAL INDEPEND.  U.  S.  TREAS. 


663.0  -2 

557.6  -2 

399.3  -10 

134.3  25 

78.4  17 


No  load  0.85 

Noload  0.83 

No  load  0.88 

No  load  0.68 

4.00  1.23t 


13.9 
12.6 
13.6 
10.4 
14.5 


7.3 
6.6 
7.6 


8.2 
8.2 
8.3 
8.2 
6.9 


23.5 
6.8 

23.5 
1.5 

28.4 


mm 


IRST  INVESTORS  GOVERNMENT 
IRST  TRUST  U.  S.  GOVERNMENT 
LAG  INVESTORS  TOTAL  RET.  U.  S.  TREAS. 
RANKLIN  ADJUSTABLE  RATE  MORTGAGE 
KANKLIN  TAX-ADVANTAGED  U.  S.  GOVT. 


235.3  -7 

218.5  -10 

156.8  143 

67.1  44 

67.7  58 


7.25  1.02t 

2.50  0.98t 

4.50  0.97t 

4.00  0.46t 

4.00  0.46 


12.2 
13.8 
13.5 
10.3 
13.2 


6.7 
8.0 


9.1 
8.9 
6.6 
9.6 
9.5 


1.0 
23.6 
17.5 
30.0 
29.0 


nnm 


RANKLIN  U.  S.  GOVT.  SECURITIES 
REEDOM  GOVERNMENT  PLUS 
UND  FOR  U.  S.  GOVT.  SECURITIES 
iOVERNMENT  INCOME  SECURITIES 
UNCOCK  HIGH-INCOME  FEDERAL  PLUS 


AVG 

^  ^ 


1376.0  -2 

144.4  -6 

1058.0  -5 

1331.9  -14 

80.7  -4 


4.00  0.52 

3.00**  1.35t 

4.50  0.96 

1.75*  0.93 

4.50  1.41 1 


12.7 
14.9 
13.5 
13.6 
10.1 


7.8 
7.7 
8.7 
8.2 


10.0 
7.6 
9.0 
9.3 
9.6 


28.0 
12.0 
6.8 
6.0 
7.5 


IANCOCKU.S.GOVT.GTD.MTG.  AVG  338.9  -12  4.50  0.87  13.3  7.3  9.0  10.9 

OHN  HANCOCK  U.S.  GOVERNMENT  SECS.  O  179.0  -7  4.50  1.01 1  11  6  5.5  9.1  3.9 

lOME  INVESTORS  GOVT.  GTD.IHCOME  AVG  150.7  -11  5.00**  1.92t  12.0  6.9  8.0  80 

OS  FEDERAL  INCOME  ♦  204.3  10  5.00  0.79t  10.6  7.2  8.4  7.5 

NCOME  PORTFOLIOS  SHORT  GOVT.  ■#  ♦  ♦           146.1  NM  Nolood  0.45  10.8  7.5  9.2  NA 


NTEGRATED  INCOME  GOVT.  SECS.  PLUS 
NVESTMENT  PORTFOLIOS  GOVT.  PLUS 
(EMPER  ENHAHCED  GOVT.  IHCOME 
OMPERt]  S.GOVERHMENT  SECURITIES 
(EYSTOHF-  AMERICA  GOVERNMENT  SECS. 


AVG 


54.4  37 

5808.5  -7 

79.6  10 

4590.0  7 

66.8  3 


4.75  0.16t 

5.00**  1.98t 

4.50  1.41 1 

4.50  0.49 

4.00**  1.90t 


8.0 
11.4 
11.6 
14.0 
12.4 


5.8 
7.6 


11.1 
9.5 
9.9 
9.9 
7.4 


17.3 
9.0 
9.0 
8.9 

11.9 


'  Includes  redemption  fee.  **  Includes  deterred 
e)  Formerly  Capitol  Preservation  Treasury  Note. 


soles  charge,  t  12(b)- 1  plan  in  effect.  J  Not  currently  accepting  new  accounts  or  deposits.  NA 
See  page  96  lor  an  explanation  of  BW  Rating,  Trend,  and  other  terms 


Not  available.  NM  =  Not  meaningful. 

DATA:  MORNINGSTAR  INC. 


JTUAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEBRUARY  26,  1990  99 


RATING 


SIZE 


FEES 


PERFORMANCE    PORTFOLIO  TREND 


ASSETS 
$MIL. 


%  CHG. 
1988-89 


SALES  EXPENSE 
CHARGE  (%)    RATIO  (%) 


TOTAL  RET  (%) 


1  YR. 


3  YRS. 


MATURITY 
(YEARS) 


iUDDERPUBODY  GOVERNMENT  INCOME  ^ 
lEXINGTONGNMA  INCOME  # 
LIBERTY  ADVANTAGE  U.  S.  GOVERNMENT  (f) 
lORD  ABBETT  U.  S.  GOVERNMENT  SECS.  AVG 
MAINSTAY  GOVERNMENT  PLUS  (g)  ^ 


108.1  -7 

96.4  -1 

284.7  25 

1256.6  25 

547.6  18 


5.00**  1.68t 

No  load  1 .04 

4.50  1.1  Of 

4.75  0.88t 

5.00**  2.00t 


12.9 
15.6 
11.4 
12.7 
12.1 


7.5 
7.9 


7.4 
7.0 


7.9  10.0 

8.7  12.0 
9.9  5.6 

10.6  10.8 

8.8  14.2 


□LB 


MERRIU  LYNCH  FEDERAL  SECURITIES  ^ 

MERRILL  LYNCH  RETIREMENT/INCOME  ^ 
METLIFE-STATE  STREET  GOVT.  INCOME 

MFS  GOVERNMENT  GUARANTEED  AVG 

MFS  GOVERNMENT  INCOME  PLUS  (h)  O 


2637.5  -16 

1739.4  -4 

1099.4  -22 

344.8  -5 

1372.3  6 


4.00  0.74t 

4.00**  1.41 1 

No  load  l.SOt 

4.75  1.32t 

4.75  1.37t 


13.7 
13.0 
12.5 
12.0 
13.3 


7.9 
7.0 

6.4 
6.1 


9.2 
8.5 
8.9 
8.8 
6.3 


7.7 
7.7 

18.2 
6.1 

10.0 


MFS  GOVERNMENT  PREMIUM  ACCOUNT  321.1  NM  3.75  1  46t  10.5 

MFS  LIFETIME  GOVERNMENT  INCOME  PLUS  ^  3711.5  20  6.00**  1.98t  11.7 

MFS  LIFETIME  INTERMEDIATE-INCOME  78  9  NM  6.00**  2.61  f  7.5 

MUTUAL  OF  OMAHA  AMERICA                  ^  50.4  -4  No  load  1.01  14.3 

NATIONAL  FEDERAL  SECURITIES               ^  -CV                510.5  -28  6.75  0.92  13.1 


4.6 


7.6 
3.6 


7.2 
5.9 
8.0 
8.3 
9.1 


7.0 
8.8 
3.5 
14.7 
28.0 


mm 


NEW  ENGUND  GOVERNMENT  SECURITIES  O 
NORTH  AMERICAN  U.  S.  GOVERNMENT  (i) 

OLYMPUS  U.  S.  GOVERNMENT  PLUS  (j)  AVG 

OPPENHEIMERGHMA  # 

OPPENHEIMER  U.  S.  GOVERNMENT  AVG 


183.6  3 

55.1  -9 
115.0  33 

57.2  -3 

259.7  23 


6.50  1.22t 

4.75  2.18t 

4.25  1.93t 

4.75  1.20t 

4.75  1.19t 


12.6 
11.8 
12.2 
12.1 
11.9 


6.6 

6.6 
7.5 
7.1 


7.7 
9.2 
9.3 
9.1 
9.4 


14.5 
4.0 
7.5 
22.0 
12.8 


PAINEWEBBER  FIXED-INCOME  GNMA  AVG 
PARKSTONE  INTERMEDIATE  GOVT.  OBLIG. 
PERMANENT  PORTFOLIO  TREASURY  BlU 
PILGRIM  GNMA  AVG 
PIPER  JAFFRAY  GOVERNMENT  INCOME 


947.3  -22 

79.5  NM 

54.8  84 

126.0  -20 

84.0  41 


4.25 
4.50 
No  load 
4,75 
4.00 


0.72 

0.87 

0.54t 

1.06t 

1.18t 


13.1 
10.1 
8.1 
12.8 
10.1 


6.9 


6.9 


8.8 
8.0 
0.0 
9.4 
8.8 


11.5 
5.1 
0.1 

30.0 
5.0 


T.ROWE  PRICE  GNMA  # 

PRINCOR  GOVERNMENT  INCOME  AVG 

PRUDENTIAL-BACHEGHMA  AVG 

PRUDENTIAL-BACHE  GOVERNMENT  PLUS  AVG 

PRUDENTIAL-BACHE  GOVT.  SECS.  ^  # 


387.8  8 
60.6  7 

221.9  -6 
3892.9  -1 

394.0  -13 


No  load  0.98 

5.00  1.07t 

5.00**  1.64t 

5.00**  1.49t 

No  load  0.86t 


14.0 
15.0 
12.5 
12.3 
11.2 


6.8 

8.1 
6.2 
6.9 
6.5 


9.1  8.0 

7.9  26.0 

7.8  5.8 

7.3  19.4 

9.1  3.0 


PRUDENTIAL-BACHE  U.S.  GOVERNMENT  (k)0  176.2  12  5.00**  2.05t  14.9  6.6  6.4  23.3 

PUTNAM  CAPITAL  PRESERV./INCOME  48.3  -21  4.75        NAf  10.1  9.1  4.9 

PUTNAM  GNMA  PLUS                           O  967.3  -21  4.75  l.Olf  14.4  6.1  8.2  13.5 

PUTNAM  HIGH-INCOME  GOVERNMENT       O  O               7710.4  -13  6  75  0.75t  13.6  5.7  8.2  15.9 

PUTNAM  U.S.  GOVT.  GTD.  INCOME           it  ^               1446.5  7  4.75  0.61  12.8  8.3  9.9  9.5 


mi 


QUEST  FOR  VALUE  U.  S.  GOVT.  H/l 

RETIREMENT  PLANNING  BOND  O 

SCUDOERGNMA  ^ 

SELIGMAN U.S. GOVT. GUARANTEED  O  O 

SLH  GOVERNMENT  SECURITIES  O 


69.2  -16 

64.8  -7 
259.4  5 

83.9  -21 
1994.7  -27 


5.50  1.1 5t 

5.00**  2.44t 

No  load  1.06 

4.75  1.09t 

5.00**  1.36t 


11.9 
9.5 

12.8 
9.3 

16.4 


5.1 
6.9 
4.6 
5.3 


8.1 
9.1 
8.7 
9.2 
9.4 


17.4 
3.8 
6.2 
17.8 
10.0 


rrm 


SLH  MANAGED  GOVERNMENTS  AVG 

SLH  MORTGAGE  O 

SMITH  BARNEY  U.  S.  GOVERNMENT  SECS.  # 

THOMSON  MCKINNON  U.  S.  GOVERNMENT  AVG 

TRANSAMERICA  GOVERNMENT  (I)  AVG 


571.3 
749.1 
329.2 
568.0 
961.8 


-22 
923 
0 
-16 
-22 


5.00  0.81 

5.00**  1.63t 

4.00  0.41 

5.00**  1.70+ 

4.75  1.09t 


10.2 
10.9 
14.9 
12.3 
10.2 


6.3 
5.3 
8.6 
6.0 
6.0 


9.2  8.0 

8.4  24.0 

9.2  26.8 
8.8  5.3 
10.4  8.5 


TWENTIETH  CENTURY  U.  S.  GOVTS. 

447.8 

6 

No  load 

1.00 

10.0 

6.5 

8.9 

U.  S.  GOVERNMEf  3T  GUARANTEED 

AVG 

555.4 

25 

4.75 

0.97t 

11.7 

6.4 

9.6 

18.6  M—MM 

UNITED  GOVERNMENT  SECURITIES 

o 

107.3 

-13 

4.25 

0.76 

11.5 

5.1 

8.5 

21.8  IIM 

VALUE  LINE  U.  S.  GOVT.  StICURITIES 

♦  #  'i^ 

257.9 

3 

No  load 

0.66 

12.0 

7.7 

9.3 

26.0        ;  ■■■ 

VAN  KAMPEN  MERRIH  U.  S.  GOVT. 

AVG 

3543.1 

-7 

4.90 

0.65t 

13.9 

7.5 

9.0 

13.6  HhB 

*  Includes  redemption  fee.  **  Includes  deferred  sales  chorge.  f  12(b)-l  plan  in  effect.  X  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaningful 
(f)  Formerly  Advantage  U.S.  Govt.  Securities,  (g)  Formerly  MocKay-Shields  MainStoy  Govt.  Plus,  (h)  Formerly  MFS  Govt.  Securities  H/Y.  (i)  Formerly  Hidden  Strengtfi  U.S.  Govt.  H/Y.  (j 
Formerly  Continental  U.S.  Govt.  Plus,  (k)  Formerly  Prudential-Bactie  Govt.  Plus  II.  (1)  Formerly  Criterion  U.S.  Govt.  H/Y.                                                  DATA:  MORNINGSTAR  INC 

100  BUSINESS  WEEK/FEBRUARY  26,  1990 


MUTUAL  FUND  SCOREBOAI 


WGUARD  FIXED-INCOME  GNMA 

2149.3 

14 

No  load 

0.35 

14.8 

8.5 

9.1 

10.1 

\NGUARD  FIXED-INCOME  S/T  GOVT. 

205.5 

44 

No  load 

0.32 

11.3 

8.5 

2.4 

□LB 

INGUARD  FIXED-INCOME  U.  S.  TREAS. 

AVG 

502.3 

233 

No  load 

0.36 

17.9 

7.7 

7.9 

24.6 

PC  GOVERNMENT  SECURITIES 

♦    #  # 

90.2 

14 

No  load 

0.77 

14.5 

8.1 

9.0 

14.5 

~"  ■ 

«EIG  SERIES  GOVT.  SECURITIES  (m) 

119.9 

-41 

5.00 

1.94t 

12.5 

4.9 

6.8 

26.3 

AUNICIPAL 


UMUNICIPAIBOND 

&RP  INSURED  TAX-FREE  GENERAL  BOND  # 
MP  INSURED  TAX-FREE  SHORT-TERM  ^ 


70.6 
564.1 
88.6 


197 
59 
12 


4.75  0.94t 
No  load  0.84 
Noload  1.17 


8.5 

10.8 

6.6 

6.2 

4.4 

10.3 

8.1 

9.8 

10.1 

8.0 

10.6 

5.7 

11.0 

6.0 

10.4 

5.3 

8.0 

4.9 

9.6 

4.9 

6.0 
6.3 
5.9 


12.3 
17.9 
2.3 


ILIANCE  MUNI.  INCOME  CALIFORNIA  ^  # 
ILiANCE  MUNI.  INCOME  INS.  NATIONAL 

LLIANCE  MUNI.  INCOME  NATIONAL  #  ^ 

ILIANCE  MUNI.  INCOME  NEW  YORK  O  O 

MERICAN  CAPITAL  MUNICIPAL  BOND  O 


98.8  143 
109.8  7 

135.5  91 

75.9  139 

241.6  22 


4.00  0.53t 

4.00  1.05t 

4.00  0.38t 

4.00  0.37t 

4.75  0.71 1 


7.1  23.0 
6.5  21.0 
7.3  26.0 

7.2  27.0 
7.0  25.0 


MERICAN  CAPITAL  T/E  HIGN-YIELD  MUNI.  O 
ENHAMCA  TAX-FREE  INTERNED.  ^ 
ENHAMCA  TAX-FREE  LONG-TERM  <>  O 

ERNSTEIN  DIVERSIFIED  MUNICIPAL 
ERNSTEIN  NEW  YORK  MUNICIPAL 


231.4  8 

181.8  11 

201.1  25 
122.6  NM 

112.2  NM 


4.75  0.85t 

No  load  0.60 

Noload  0.58 

Noload  0.91 

Noload  0.89 


8.3 
6.2 
6.8 
5.5 
5.6 


21.5 
5.1 

22.1 
6.4 
7.8 


n: 


UIFORNIA  TAX-EXEMPT  BONDS  AVG  110.1  17  4.50  0.73  9.9  6.8  6.9  22.6 

UIFORNIA  TAX-FREE  INCOME  #  ^  76.3  59  Noload  0.60  9.9  6.5  6.8  23.8 

UVERTT/F  RESERVES  LIMITED-TERM  ♦  ♦  ♦           132.2  -9  2.00  0.77  7.1  5.8  6.3  1.0 

K-GNA  MUNICIPAL  BOND  "CV  O  263.0  8  5.00  0.89t  9.7  6.5  7.0  25.8 

!I9L0NIAL  CALIFORNIA  TAX-EXEMPT  O  O  O           157.7  16  4.75  0.95t  9.1  5.3  6.8  8.0 


DtlONIAL  TAX-EXEMPT  (n)  AVG 

■DIONIAL  TAX-EXEMPT  INSURED  O  <> 

DHUMBIAMUNKIPALBOND  # 

OMPOSITE  TAX-EXEMPT  BOND  AVG 

HAN  WITTER  CA  TAX-FREE  INCOME  O  ^ 


1555.4  10 

125.1  16 
166.6  18 

104.2  11 
565.6  32 


4.75  1.07t 

4.75  1.13t 

Noload  0.61 

4.00  0.80t 

5.00**  1.33t 


8.1 
9.2 
9.0 
8.1 
9.4 


6.2 
5.8 
6.6 
6.5 
5.8 


7.6 
6.6 
6.5 
6.8 
5.8 


9.8 
8.4 

18.3 
8.9 

21.5 


(IAN  WimR  NY  TAX-FREE  INCOME  O  146.8  14              5.00**  1.37t  9.2  6.0  6.0  24.3 

^EANWIHER  TAX-EXEMPT  SECURITIES  O  O  1035.5  14              4.00  0.51  10.5  7.2  7.1  20.8 

ELAWARE  GROUP  TAX-FREE  USA  ♦  565.9  32              4.75  0.75  10.5  7.4  7.2  24.0 

MC  TAX-FREE  INCOME  PENNSYLVANIA  AVG  608  9  16              4  75  0.77  9.8  7.0  7  0  21.6 

ftREYFUSCA  TAX-EXEMPT  BOND  AVG  1469.9  15  Noload  0.70  8.6  5.4  7.1  25.4 


DREYFUS  INSURED  TAX-EXEMPT  BOND  ^ 
REYFUS  INTERMEDIATE  TAX-EXEMPT      ^  # 
REYFUS  MA  TAX-EXEMPT  BONO  AVG 
REYFUS  NJ  TAX-EXEMPT  BOND 
REYFUS  NY  INSURED  TAX-EXEMPT  BOND 


192.4  6 

1110.2  6 

104.0  12 

256,9  47 

66.4  49 


Noload  l.OOt 

Noload  0.71 

Noload  0.83 

Noload  0.81 1 

No  load  0.50t 


8.8 
8.7 
7.7 
9.1 
8.8 


5.5 
5.9 
4.7 


6.6 
7.1 
6.9 
6.7 
6.6 


26.1 
8.8 
26.0 
24.6 
20.7 


REYFUS  NY  TAX-EXEMPT  BOND  AVG  1686.3  8  Noload  0.69  8.9  5.3  7.1  25.1 

REYFUS  NY  TAX-EXEMPT  INTERMED.  82.8  71  Noload  0.24t  9.3  6.7  10.1 

REYFUS  TAX-EXEMPT  BOND  ♦  3562.0  6  Noload  0.68  9.4  6.2  7.3  24.0 

UPREE  MUTUAL  KY  TAX-FREE  INCOME  ♦  ♦  77.9  21  Noload  0.78  11.0  6.7  7.0  12.3 

\TON  VANCE  CALIFORNIA  MUNICIPALS  O  O  269.2  26              6.00**  1.97t  9.0  4  8  6.7  23.7 


nON  VANCE  HIGH-YIELD  MUNICIPALS  O  1014  8  17              6.00**  1.91t  8.2  5.4  7  6  15.8 

nON  VANCE  MUNICIPAL  BOND  ♦  77.8  23              4.75  1.05  10.7  7.7  7  1  25.1 

EDERATED  INTERMEDIATE  MUNICIPAL  AVG  93.6  6  Noload  0  48  9.0  4  7  6.5  5.8 

EDERATED  SHORT-INTERMEDIATE  MUNI.  ♦  ♦  ♦           157.1  -38  Noload  0.46  6.5  4.7  5  8  18 

cDERATE^  TAX-FREE  INCOME  AVG  494.7  13              4.50  0.95  10.4  7.0  6.7  27.2 


Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)- 1  plan  in  effect,  t  Not  currently  accepting  new  occounts  or  deposits.  NA 
i)  Formerly  Drexel  Series  Trust  Government  Sees,  (n)  Formerly  Colonial  Tax-Exempt  High- Yield  Fund. 

See  page  96  lor  an  explanation  of  BW  Rating.  Trend,  and  ether  terms 


Not  available.  NM  =  Not  meaningful. 

DATA:  MORNINGSTAR  INC. 


njAL  FUND  SCOREBOARD 


BUSINESS  WEEK/FEBRUARY  26.  1990101 


^WaasU  AL  FUND  5COREBO  ARB 


fv 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RET  (°o) 

YIELD 

MATURITY 

3-YEAR 

/ 

$  MIL. 

1988-89 

CHARGE  (%) 

RATIO  (%) 

1  YR, 

3  YRS. 

(YEARS) 

ANALYSIS 

AntUn  AGCR^iVE  TAX-FREE 

543.2 

20 

1.00* 

0.71 

9.5 

8.1 

7.7 

21.1 

HDEUTY  CA  TAX-FREE  HIGH-YIELD 

o 

563.2 

22 

No  load 

0.61 

9.7 

5,6 

6.8 

23.5 

FIDELITY  CA  TAX-FREE  INSURED 

90.1 

55 

No  load 

0.83 

8.8 

5.1 

6.4 

23.6 

LWJ 

FIDEUTY  CT  TAX-FREE  HIGH-YIELD  (o| 

186.7 

133 

No  load 

0.38 

10.4 

6.5 

19.8 

FIDELITY  HIGH-YIELD  MUNICIPALS 

1716.8 

6 

No  load 

0.58 

1 1.4 

6.7 

7.0 

20.8 

FIDELITY  LIMITED-TERM  MUNICIPALS 

440.9 

1 

No  lood 

0.65 

7.8 

5.7 

6.6 

10.1 

hUJ 

FIDEUTY  MA  TAX-FREE  HIGH-YIELD 

677.7 

12 

No  load 

0.56 

9.3 

6.1 

7.2 

23.0 

FIDEUTY  Ml  TAX-FREE 

233.3 

38 

No  load 

0,72 

10.2 

6.6 

6.9 

21.2 

FIDELITY  MN  TAX-FREE 

AVG 

130.2 

32 

No  load 

0.81 

9.2 

5.8 

6.8 

22.4 

□B 

FIDELITY  MUNICIPAL  BOND 

# 

1050.2 

7 

No  load 

0.51 

9.6 

6.6 

6.9 

22.8 

FIDEUTY  HI  TAX-FREE  HIGH-YIELD 

161.0 

68 

No  load 

0.47 

10.4 

6.6 

21.7 

1  1  M 

FIDELITY  NY  TAX-FREE  HIGH-YIELD 

AVG 

417.3 

21 

No  load 

0.63 

9.3 

6.1 

6.9 

24.8 

LM^ 

FIDEUTY  NY  TAX-FREE  INSURED 

o 

202.3 

17 

No  load 

0.65 

9.1 

5.5 

6.4 

23.2 

LIU 

FIDELITY  OH  TAX-FREE 

199.5 

31 

No  load 

0.73 

10.0 

6.6 

6.7 

20.2 

L^H 

FIDEUTY  PA  TAX-FREE  HIGH-YIELD 

o 

103.1 

67 

No  load 

0.80 

9.8 

5.7 

6.8 

22.8 

LIU 

FINANCIAL  TAX-FREE  INCOME  SHARES 

AVG 

164.4 

35 

No  load 

0.74 

1 1.6 

7.2 

6.6 

25.7 

□H 

FIRST  INVESTORS  INSURED  TAX-EXEMPT 

AVG 

1080.0 

12 

7.25 

1.04t 

8.2 

7.0 

6.6 

24.8 

WBJ 

FIRST  INVESTORS  NY  INSURED  TAX-FREE 

^  o 

150.2 

25 

7.25 

1,19t 

9.1 

5.6 

6.1 

21.0 

KB 

FUGSHIP  a  DOUBLE  TAX-EXEMPT 

63.7 

62 

4,20 

0.70t 

10.0 

6.5 

21.0 

□B 

FUGSHIP  KY  TRIPU  TAX-EXEMPT 

91.6 

62 

4.20 

0.67t 

10.9 

6.7 

23.0 

FUGSHIP  Ml  TRIPLE  TAX-EXEMPT 

AVG 

92.4 

18 

4.20 

0.96t 

10.2 

7.1 

6.6 

22.0 

FUGSHIP  NC  TRIPLE  TAX-EXEMPT 

^  o 

91.3 

24 

4.20 

0.92+ 

10.1 

6.4 

6.4 

23.0 

FUGSHIP  OH  DOUBLE  TAX-EXEMPT 

AVG 

215.3 

26 

4.20 

0.93t 

9.7 

7.2 

6.5 

22.0 

EflH 

FLAGSHIP  TN  DOUBLE  TAX-EXEMPT 

71.1 

56 

4.20 

0.62t 

9.8 

6.5 

24.0 

nMB 

FORTRESS  HIGH-YIELD  MUHICIPAL 

65.6 

163 

1.75* 

0.90t 

10.8 

7.3 

15.4 

□SB 

FRANKUN  CA  INSURED  TAX-FREE  INCOME 

o  o 

274.6 

26 

4.00 

0.61 

10.1 

5.4 

6.4 

25.0 

FRANKLIN  CA  TAX-FREE  INCOME 

AVG 

10216.7 

21 

4.00 

0.48 

8.7 

6.6 

7.4 

23.0 

^LJ 

FRANKUN  FEDERAL  TAX-FREE  INCOME 

o 

3890.0 

12 

4.00 

0.50 

9.1 

6,6 

7.6 

26.0 

FRANKUN  FL  TAX-FREE  INCOME 

249.3 

NM 

4.00 

0.60 

9.8 

7.5 

26.0 

Lihd 

FRANKLIN  HIGH-YIELD  TAX-FREE  INCOME 

't  ^ 

1525.7 

162 

4.00 

0.53 

9.8 

9.2 

8.5 

25.0 

■k 

FRANKLIN  INSURED  TAX-FREE  INCOME 

o 

696.4 

42 

4.00 

0.53 

10.0 

6.3 

7.1 

22.0 

I.JB 

FRANKUN  MA  INSURED  TAX-FREE  INCOME 

o  ^ 

122.8 

15 

4.00 

0.74 

9.1 

5.9 

6.5 

24.0 

FRANKUN  Ml  INSURED  TAX-FREE  INCOME 

o 

424.0 

18 

4.00 

0.64 

9.5 

6.2 

6.6 

22.0 

LSi 

FRANKUN  MN  INSURED  TAX-FREE  INCOME  <> 

229.6 

30 

4.00 

0.72 

9.5 

6.2 

6.9 

22.0 

FRANKUN  NJ  TAX-FREE  INCOME 

86.0 

NM 

4.00 

0.61 

9.4 

7.2 

25.0 

1  1  y 

FRANKUN  NY  TAX-FREE  INCOME 

AVG 

2870.3 

8 

4.00 

0.51 

9.5 

6.5 

7.2 

25.0 

FRANKUN  OH  INSURED  TAX-FREE  INCOME 

o  o 

223.1 

12 

4.00 

0.70 

9.3 

6.2 

6.6 

23.0 

FRANKUN  OR  TAX-FREE  INCOME 

62.8 

NM 

4.00 

0.60 

9.4 

6.6 

22.0 

FRANKUN  PA  TAX-FREE  INCOME 

AVG 

163.1 

190 

4.00 

0.68 

10.3 

7.0 

7.4 

24.0 

Lm 

FRANKLIN  PR  TAX-FREE  INCOME 

AVG 

83.8 

3 

4.00 

0.72 

9.8 

6.5 

6.7 

19.0 

FREEDOM  MANAGED  TAX-EXEMPT 

114.6 

92 

3.00** 

0.881 

10,1 

6.8 

25.2 

□H 

GENERAL  TAX-EXEMPT  BOND 

AVG 

77.4 

122 

No  load 

o.sot 

11.5 

5.9 

7.3 

22.6 

JOHN  HANCOCK  TAX-EXEMPT  INCOME 

AVG 

382.4 

6 

4.50 

0.94t 

9.1 

6.9 

6.9 

25.2 

HAWAIIAN  TAX-FREE 

322.0 

33 

4.00 

0.78 

9,9 

6.6 

6.8 

17.3 

IDS  CAUFORNIA  TAX-EXEMPT 

o  o 

120.6 

91 

5.00 

0.63t 

10.1 

6.0 

6.4 

25.7 

IDS  HIGH-YIELD  TAX-EXEMPT 

4593.7 

13 

5.00 

0.60t 

11.4 

7.0 

7.4 

21.6 

IDS  INSURED  TAX-EXEMPT 

108.9 

96 

5.00 

0.70t 

10.4 

6.5 

6.3 

23.3 

IDS  MINNESOTA  TAX-EXEMPT 

152.6 

87 

5.00 

0.64t 

10.8 

5.9 

6,6 

24.5 

IDS  TAX-EXEMPT  BOND 

o 

1009.7 

9 

5.00 

0.61 1 

8.1 

5.2 

7,0 

24.6 

INTEGRATED  TAX-FREE  STRIPES 

100.0 

-9 

4.75 

1.38t 

8.7 

6.6 

6.6 

25.3 

*  Includes  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-1  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available,  NM  =  Not  meaningft;! 
(o)  Formerly  Fidelity  Connecticut  Tax-Free  Portfolio. 
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MUTUAL  FUND  SCOREBOAF 


Quality 
has  its  price. 

There  are  cellular  phones,  better  cellular  phones,  and  the  best 
cellular  phones.  The  differences  only  become  apparent 
as  you  use  them.  Differences  in  convenience.  In  performance. 
In  quality  and  reliability. 

Those  were  the  differences  a  leading  consumer  magazine  cited 
last  year  when  they  rated  our  COMMANDER®  IIX  the  year's  "Best  Buy.' 

This  year  we've  made  it  an  even  better  buy.  It's  now 
the  COMMANDER®  FX.  With  more  features.  A  3-year  warranty. 
And,  best  of  all,  the  same  suggested  retail  price. 

So,  while  quality  will  always  have  its  price,  in  this  case 
at  least,  that  price  may  be  lower  than  you  expect. 

For  your  nearest  COMMANDER®  dealer,  contact: 
Fujitsu  America,  Inc.,  1100  East  Campbell  Road,  Richardson, 
TX  75081.  Phone:  1-214-699-9341. 


Tfie  Fujitsu  COMMANDER®  FX 
cellular  mobile  telephone. 
Fujitsu  makes  a  full  line  of 
COMMANDER® cW/«/ar  phones, 
including  mobiles,  transportables 
and  portables. 

COMMANDER®  is  a  registered 
trademark  of  Fujitsu  America.  \nc 


FUJITSU 


The  global  computer  &.  communications  company. 


IKR  CAUFORNIA  TAX-FREE  INCOME 
KEMPER  MUNICIPAL  BOND 
KEMPER  NEW  YORK  TAX-FREE  INCOME 
KEYSTONE  AMERICA  TAX-FREE  INCOME 
KEYSTONE  TAX-EXEMPT 


KEYSTONE  TAX-FREE  ♦  899.9  '     0              4.00r*  179-  9.1  6.6  7.2  23.6 

LANDMARK  NEW  YORK  TAX-FREE  INC  O  76.0  9  No  load  1.42t  9.7  5.7  5.8  18.1 

LIMITED-TERM  MUNICIPAL  NATIONAL  ♦   ♦  ♦            201.1  16              2  75  1  15t  7.7  6.6  6  7  4.4 

LORD  ABBEnCA  TAX-FREE  INCOME  O  104.3  17              4.75  0.55t  9.8  6.5  6.8  23.3 

LORD  ABBETT  TAX-FREE  INC  NATIONAL  AVG  315  5  11              4  75  0  66  9  5  7  4  7  0  23  0 


LORDABBETTT  F  INCOME  NEW  YORK  AVG 
LUTHERAN  BROTHERHOOD  MUNICIPAL  # 
MAINSTAY  TAX-FREE  BOND  (p)  AVG 
MERRILL  LYNCH  CA  MUNI.  BOND  B  ^ 
MERRILL  LYNCH  MUNICIPAL  HIGH-YIELD  A  AVG 


172.7  24 

352.3  18 

123.7  39 

678.0  8 

1427.2  -1 


4.75 

5.00 

5.00* 

4.00* 

4.00 


0.64 

0.88 

1.60T 

1.16t 

0.55 


9.3 
9.9 
7.4 
9.7 
9.1 


7.2 
7,3 
5.7 
5.8 
6.7 


7.1 
7.1 
6.0 
6.3 
7.3 


23.3 
22.0 
21.6 
20.0 
23.0 


MERRIU  LYNCH  MUNICIPAL  INSURED  A  AVG  2054  7  7  4  00  0  49  9  6  7  0  7  1  210 

MERRILL  LYNCH  MUNI  LTD.  MAT.  ♦  ♦  ♦           358  6  -24  0  75  0  41  6  9  5  3  6  1  10 

MERRILL  LYNCH  MUNICIPAL  INCOME  B  ^  O  130  3  -12  2  00"  0  82t  7  7  4  4  6  i  9  0 

MERRILL  LYNCH  NY  MUNI.  BOND  B  <>  634.9  0  4.00"  1.16t  8.9  6.0  6.2  23.0 

MmiFE-STATE STREH TAX-EXEMPT  :q;  AVG  68.4  118  4.50  1.25t  9.6  7.0  6.7  26.5 


MFSLIFHIME  MANAGED  MUNICIPAL  BOND  AVG  346.7  36  6  00*'  2  OSt  9  3  5.7  6  0  24.7 

MFS  MANAGED  CALIFORNIA  MUNI             O  69.4  20  4.75  1.28t  9.8  6.4  6.2  20.2 

MFS  MANAGED  HIGH- YIELD  MUNICIPAL      "#   ♦  ♦           489  1  52  4.75t  0.65  10.7  7,0  8.4  20.0 

MFS  MANAGED  MULTI-STATE  MUNI.  MA      "O'  216.6  3  4.75  lilt  8.0  6.0  6.7  22.0 

MFS  MANAGED  MULTI-STATE  MUNI.  MD      AVG  96.1  16  4.75  1.20t  9.0  6.5  6.2  18.9 


MFS  MANAGED  MULTI-STATE  MUNI.  NC  O 

MFS  MANAGED  MULTI-STATE  MUNI.  VA  # 

MFS  MANAGED  MUNICIPAL  BOND  ^ 

MUTUAL  OF  OMAHA  TAX-FREE  INCOME  O  O 

NATIONAL  SECURITIES  T  E  BONDS  AVG 


173.3  41 
240.5  19 

1287.4  28 

357.4  10 
96.5  14 


4.75  1.15- 

4.75  1.14T 

4.75  0.68 

8.00  0.63 

4.50  0.73 


9.1 
9.4 
9.6 
10.1 
9.6 


6.2 
7.2 
7.7 
6.8 
6.8 


6.4 
6.6 
6.7 
6.9 
7.2 


17.1 
21.9 
22.4 
25.0 
21.0 


NATIONWIDE  TAX-FREE  O  O  74.9  40              5.00**  0.79t  10.1  5.3  6.3  23.0 

NEW  ENGLAND  TAX-EXEMPT  INCOME  ^  O  143.0  8              4.50  0.96t  10.3  6.3  7.1  14.0 

NEW  YORK  MUNI  O  O  O            237.0  3  No  load  1.48t  9.4  4.2  6.3  23.0 

NUVEEH  CA  TAX-FREE  SPECIAL  BOND  O  O  62.0  63              4.75  0.75  11.7  6.4  6.5  26.0 

NUVEEN  INSURED  T  F  BOND  NATIONAL  O  104  2  70              4  75  0  87  9  6  7  1  6  6  25  0 


NUVEEN  MUNICIPAL  BOND  ^ 

OPPENHEIMER  NEW  YORK  TAX-EXEMPT  AVG 

OPPENHEIMER  TAX-FREE  BOND  AVG 
OVERLAND  EXPRESS  CA  TAX-FREE  BOND 

PACIFIC  HORIZON  CA  TAX-EXEMPT  BOND  O  O 


1183.5 
215.1 
224.2 

70.4 
101.4 


19 
61 
30 
NM 

15 


4.75  0.64 

4.75  0.90r 

4.75  0.79t 

4.50  NAT 

4.50  0.95T 


10.9 
8.7 
9.5 

10.9 
9.4 


7.7 
6.0 
6.2 

5.4 


6.7  23.0 

7.0  6.7 

7.1  7.0 
7.1  26.0 
6.9  21.4 


PAINEWEBBER  CA  TAX-EXEMPT  INCOME 
PAINEWEBBER  TAX-EXEMPT  INCOME 
PARKSTONE  MUNICIPAL  BOND 
PREMIER  STATE  TAX-EXEMPT  BOND  CT 
PREMIER  STATE  TAX-EXEMPT  BOND  OH 


AVG 
AVG 


201.9  21 

334.9  7 

83.5  NM 

63.9  NM 

67.1  NM 


4.25  0.78 

4.25  0.62 

4.50  0.87 

4.50  O.OOt 

4.50  0.00- 


9.0 
9.2 
7.6 
9.7 

11.1 


6.5 
7.0 


6.7  20.0 

7.2  24.7 

6.1  NA 

7.1  22.0 

7.4  23.0 


PREMIER  TAX-EXEMPT  BOND  O  O  O 

T.ROWE  PRICE  CA  TAX-FREE  BOND  O  O  O 
T.  ROWE  PRICE  MD  TAX-FREE  BOND 

T.ROWE  PRICE  TAX-FREE  HIGH-YIELD  ^  ^  ^ 

T.ROWE  PRICE  TAX-FREE  INCOME  O  O 


65.7 
64.1 
183.9 

431.2 

1  1  12.6 


NM 

58 
83 

38 


4.50 
No  load 
No  lood 
No  load 
No  load 


O.OOT 

0.95 

0.85 

0.90 
0.64 


10.0 
8.5 
9.6 

10.5 
9.2 


5.6 
3.5 


7.2 
4.1 


7.6 
6,2 
6.2 
7.3 
6.8 


25,0 
22,5 
20.1 
21,8 
24.4 


*  Includes  redemption  fee.  ^' Includes  deferred  sales  charge.  7  12(b)- 1  plan  in  effect.  $  Not  currently  accepting  new  accounts  or  deposits.  NA 
(p)  Formerly  MccKay-Shields  AAoinStoy  Tax-Free  Bond,  (q)  Formerly  MetLife-State  Street  Higti-lncome  T/E. 
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-.ROWEPRICIT/FSHORT-INTERMED.  ♦  ♦                 220  7  -17  No  load 

•RINCIPAL  PRES.  TAX-EXEMPT  (r)  O  O                  73  3  -14  4  50 

itUDENTIAL-BACHEULIFORNIAMUNI  O  O  O           178  9  13  5  00* 

•RUDENTIAL-BACHE  MUNI.  HIGH-YIELD  5910  182  5  00* 

KUDENTIAL-BACHE  MUNI.  INSURED  481.2  163  5.00**  0.22t 


0.77 
1.00 
1.23t 
0.27t 


6.9 
9.3 
8.6 
11.0 
9.6 


4.7 
4.8 
4.5 


5.8 
6.8 
6.0 
7.6 
6.6 


2.6 
17.0 
24.7 
26.2 
25.0 


•"RUDENTIAL-BACHE  MUNICIPAL  NJ                                    130.0  128 

•RUDENTIAL-BACHE  MUNICIPAL  NY  O  O  O           339  9  7 

•RUDENTIAL-BACHE  MUNICIPAL  OH  O  O  O            89.2  14 

•RUDENTIAL-BACHE  MUNICIPAL  PA                                   134  7  92 

•RUDENTIAL-BACHE  NATIONAL  MUNI  O  O  <>          980.0  -8 


5.00**  0.20t 
5.00**  1.05t 


5.00** 
5.00** 
5.00** 


1.28t 
0.77t 
1.05t 


10.3 
8.0 
9.0 
9.3 
7.5 


4.1 
4.8 


4.7 


7.0  21.0 
6.2  26.0 

6.1  23.5 
6.6  25.0 
6.4  25.1 


VTNAMCA  TAX-EXEMPT  INCOME  # 

IfTNAM  MA  TAX-EXEMPT  INCOME  # 

VTNAM  NY  TAX-EXEMPT  INCOME  # 

•UTNAM  OH  TAX-EXEMPT  INCOME  AVG 

UTNAMTAX-EXEMPTINCOME  <> 


1642.4 
74.4 

1317.5 
98.2 

1312.6 


28 
21 
21 
18 
20 


4.75  0.51 

2.50**  1.60t 

4.75  0.54 

2.50**  1.59t 

4.75  0.51 


10.0 
8.3 
9.5 
9.3 

10.9 


7.5 
5.8 
7.4 
6.2 
7.4 


7.0 
6.5 
6.8 
6.2 
6.7 


24.2 
24.6 
23.7 
23.5 
25.7 


VTNAM  TAX-FREE  HIGH-YIELD 
UTNAM  TAX-FREE  INSURED 
■OCHEHER  FUND  MUNICIPALS 
AFECO  MUNICIPAL  BOND 
CUDDER  CALIFORNIA  TAX-FREE 


-i^  #  # 
^  ^ 

AVG 


634.8  5 

294.8  6 
98.1  150 

282.0  27 

192.9  16 


5.00**  1.75t 

5.00**  1.61t 

4.00  0.91 1 

No  load  0.60 

No  load  0.83 


8.6 
9.8 
8.7 
10.1 
10.4 


6.6 
6.7 
8.6 
7.9 
6.6 


6.9  23.1 

5.7  25.4 

7.4  13.2 

6.6  21.0 

6.2  23.0 


CUDDER  HIGH-YIELD  TAX-FREE 
CUDDER  MANAGED  MUNICIPAL  BONDS  # 
CUDDER  NEW  YORK  TAX-FREE  # 
CUDDER  TAX-FREE  TARGET  1993  #  ^ 

ELIGMAN  TAX-EXEMPT  COLORADO 


113.3  54 

689.6  9 

134.2  11 

78.9  -25 

64.7  3 


No  load  1.00 

No  load  0.63 

No  load  0.88 

No  load  0.90 

4.75  0.86 


10.3 
11.2 
10.0 
7.3 
10.0 


8.0 
6.6 
5.1 
7.2 


6.6 
6.6 
6.4 
6.1 
6.4 


21.5 
19.8 
21.4 
3.1 
18.8 


ELIGMAN  TAX-EXEMPT  MASSACHUSETTS  O 

ELIGMAN  TAX-EXEMPT  MICHIGAN  O 

EUGMAN  TAX-EXEMPT  MINNESOTA  O 

ELIGMAN  TAX-EXEMPT  NATIONAL  O 

ELIGMAN  TAX-EXEMPT  NEW  YORK  O  O 


121.0  -2 

112.8  6 

155.6  17 

142.3  4 

78.0  5 


4.75  0.79 

4.75  0.81 

4.75  0.83 

4.75  0.78 

4.75  0.80 


8.9 
10.7 
9.9 
9.7 
9.4 


6.5 
7.4 
7.0 
7.2 
6.3 


6.9  20.8 

6.5  19.8 

6.4  19.5 

6.5  23.1 

6.6  25.1 


ELIGMAN  TAX-EXEMPT  OHIO 
LH  CALIFORNIA  MUNICIPALS 
LH  MANAGED  MUNICIPALS 
IH  NEW  YORK  MUNICIPALS 
LH  TAX-EXEMPT  INCOME 


AVG 
AVG 
# 

AVG 


134.7  9 

331.8  6 
1513.5  0 

440.8  3 

663.9  37 


4.75 
5.00 
5.00 
5.00 
5.00* 


0.79 
0.64 
0.66 
0.64 
1.44t 


9.9 
9.5 
10.1 
9.2 
9.1 


7.6 
6.7 
7.0 
6.6 
7.0 


6.7  20.1 

6.8  24.7 
7.1  23.8 
7.0  23.6 
6.5  22.4 


MITH  BARNEY  MUNI  BOND  CALIFORNIA  76  8  135  4.00  0  24  10  5  7  3  25.4 

MITH  BARNEY  MUNI  BOND  NATIONAL  AVG  145.3  39  4  00  0.30  10  0  7  0  7  5  25.5 

TEIHROE  HIGH-YIELD  MUNICIPALS  ^  #  #           285.8  18  Nolood  0  73  114  8.1  7  2  19.7 

TEINROE  INTERMEDIATE  MUNICIPALS  ^  #  96  7  6  No  load  0.80  8  1  5  3  5  9  6  6 

TEINROE  MANAGED  MUNICIPALS  ^  #  553.8  17  No  load  0.65  10.6  7.2  6.7  18.0 

AX-EXEMPT  BOND  FUND  OF  AMERICA  O  494  9  30  4  75  0.73t  9.3  6  1  6.5  22  6 

AX-EXEMPT  FUND  OF  CALIFORHIA  O  O  O            77.1  58  4.75  l.OOj  9.8  5.1  5.8  21.8 

AX-FREE  TRUST  OF  ARIZONA  AVG  109.1  27  4.00  0.53  10.2  6.7  6.7  17.5 

AX-FREE  TRUST  OF  OREGON  AVG  129.0  23  4.00  0.76  9.7  6.5  6.5  18.2 

INITED  MUNICIPAL  BOHD  AVG  623.7  23  4.25  0.58  11.1  7.9  6.8  23.8 


NITED  MUNICIPAL  HIGH-INCOME  ♦  ♦  177  4  37  4  25  0.75  10  8  6.8  8.2  23.1 

ISAA  TAX-EXEMPT  HIGH-YIELD  ♦  1145.2  21  No  load  0.44  10.6  6.9  7.2  23.0 

ISAA  TAX-EXEMPT  INTERMEDIATE-TERM  ♦  ♦  453.1  15  Nolood  0.46  9.2  6.2  6.9  8.6 

ISAA  TAX-EXEMPT  SHORT-TERM  ♦  ♦  ♦           258.4  3  No  load  0.52  7.4  5.4  6.5  2.0 

ST  MASTER  T/EINTERMED.-TERM  ♦  ♦  80.2  37  4.50  0.68  8.9  6.8  6.7  9.4 


includes  redemption  fee.  **  Includes  deferred  sales  charge,  f  12(b)-l  plan  in  effect.  ^  Not  currently  accepting  new  accounts  or  deposits.  NA 
)  Formerly  Principal  Preservation  Tax-Exempt  Plus. 

See  page  96  for  an  explanation  ol  BW  Rating,  Trend,  and  other  terms 
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What  a  lift  to  work  should  be. 

A  luxury  car  should  make  you  feel  like  you've  left  the  crowd  behind 
The  Lincoln  Continental  Even  in  the  gridlock  of  rush  hour,  it  makes 
you  feel  far  above  it  alL  Q)ntinental  is  one  of  the  worlds  most  advanced 
luxury  cars.  Anti-lock  brakes,  speed-sensitive  steering,  electronic  air  spring 
suspension  and  a  driver  and  right  front  passenger  air  bag  Supplemental 
Restraint  System  AU  standard  For  a  free  brochure,  call  1  800  446-8888. 
Or  visit  a  Lincoln  dealer  One  drive  and  you'll  see  that  other  luxury 
cars  tend  to  get  lost  in  the  crowd  And  that  Lincoln  Continental  is  exactly 
what  a  luxury  car  should  be. 

Lincoln.  What  a  luxury  car  should  be. 


EXPENSE 
RATIO  (%) 


3  YRS. 


MATURITY 
lYEARSl 


3-YEAR 
ANALYSIS 


LUE  LINE  TAX-EXEMPT  HIGH-YIELD        ^  # 
I  KAMPENMERRin  INSURED  T/F  AVG 
I  KAMPENMERRinT/F  HIGH-INCOME  ^  ^ 
IGUARDCA  TAX-FREE  INS.  LDHG-TERM  O 
IGUARD  MUNICIPAL  HIGH-YIELD  #  # 


274.9  8 

632.5  14 

621.8  38 

270.4  104 

941.2  27 


No  load 
4.90 
4.90 
No  load 
No  load 


0.62 

0.84t 

1.04t 

0.24 

0.27 


8.4 
9.4 
9.7 
10.5 
11.1 


6.5 
7.0 
7.5 
6.1 
7.6 


7.7 
6,6 
8.0 
6.6 
7.3 


23.0 
23.3 
24.5 
14.6 
12.2 


IGUARD  MUNICIPAL  INSURED  L/T  #  ^  #          1018.5  26  No  load  0  27  10.6 

IGUARD  MUNICIPAL  INTERMEDIATE  #  #                1113  1  31  Noload  0  27  10.0 

IGUARD  MUNICIPAL  LIMITED-TERM                                 193  8  11  Noload  0  27  8  1 

IGUARD  MUNICIPAL  LONG-TERM  ^                      680.4  22  Noload  0  27  11.5 

IGUARD  MUNICIPAL  SHORT-TERM  #  ^  #           704  8  -13  Noload  0  27  7.0 


7.7 

7.1 


7.4 
5.6 


7.0 
6.9 
6.3 
7.1 
5.8 


18.0 
8.8 
3.0 

20.2 
2.7 


IGUARD  NJ  T/F  INSURED  LONG-TERM                               133.4  148  Noload  0.24  10.4  6.8  20.0 

IGUARD  NY  INSURED  TAX-FREE  ^                      175.1  62  Noload  0.34  10.4  6.1  6.5  14.5 

IGUARD  PA  T/F  INSURED  LONG-TERM  #                      429.3  50  Noload  0.26  10.6  7.0  6.8  15.8 

ITURE  MUNI  (  +  )  PLUS  ♦  ♦                  76.7  23              5.00**  2.44t  11.0  7.2  8.0  19.5 

fAGEUR  MN  TAX-FREE  (s)  ♦  ♦                 172.5  15              4.75  0.77  8.9  6.8  6.8  17.6 

ITERNATIONAL 


.lAKCE  SHORT-TERM  MULTI-MARKET 

328.5 

NM 

3.00 

l.Uf 

7.3 

0.7 

1   1   1  1 

IN  WinER  WORLD  WIDE  INCOME 

407.3 

NM 

5.00** 

1.93t 

6.8 

NA 

1   1   1  1 

lEDOM  GLOBAL  IHCOME  PLUS 

# 

267.0 

67 

3.00** 

1.70t 

6.4 

14.0 

7.4 

15.0 

r.  GLOBAL  GOVERNMENT  INCOME 

146.2 

120 

4.75 

1.74t 

11.1 

11.2 

9.0 

1  1  M 

RRILL  LYNCH  RETIREMENT  GLOBAL  BD.  B# 

262.6 

-14 

4.00** 

1.82t 

6.5 

10.9 

8.2 

12.0 

INEWEBBER  MASTER  GLOBAL  INCOME 

1087.6 

-6 

5.00** 

1.95t 

5.4 

9.0 

5.0 

iOWE  PRICE  INTERNATIONAL  BOND 

o 

303.9 

-25 

No  load 

1.23 

-3.2 

7.0 

8.2 

5.4 

TNAM  GLOBAL  GOVERNMENTAL  INCOME 

187.2 

22 

4.75 

1.66t 

7.7 

10.1 

3.6 

9NVERTIBLE 

«  CONVERTIBLE  SECURITIES 

o 

13.1 

-16 

4.75 

1.941 

14.8 

3.6 

4.0 

12.5 

.lANCE  CONVERTIBLE 

o 

69.9 

-10 

5.50 

1.54t 

11.8 

7.4 

5.4 

18.6 

lERICAN  CAPITAL  HARBOR 

AVG 

387.1 

13 

5.75 

0.71t 

20.6 

10.7 

6.0 

16.5 

LAMOS  CONVERTIBLE  INCOME 

o 

20.9 

-5 

No  load 

1.10 

15.8 

5.5 

6.1 

13.2 

MVERTIBLE  SECURITIES  &  INCOME 

AVG 

33.7 

215 

4.50 

0.90t 

8.4 

10.2 

8.4 

15.0 

»N  WIHER  CONVERTIBLE  SECURITIES 

o  o 

720.5 

-24 

5.00** 

1.76t 

13.0 

3.3 

6.1 

17.0 

EYFUS  CONVERTIBLE  SECURITIES 

275.0 

10 

No  load 

1.00 

15.0 

1  1.4 

3.8 

1 1.4 

lELITY  CONVERTIBLE  SECURITIES 

63.2 

58 

No  load 

1.51 

26.3 

6.6 

13.8 

&NKLIN  CONVERTIBLE  SECURITIES 

15.5 

-6 

4.00 

0.25 

11.6 

7.2 

19.5 

BELLI  CONVERTIBLE  SECURITIES 

49.8 

NM 

No  load 

NA 

1.1 

NA 

1  1  1  1 

RITAGE  CONVERTIBLE  INCOME-GROWTH  O 

o 

23.8 

21 

4.00 

1.75t 

13.6 

6.1 

5.0 

20.0 

FEGRATED  IHCOME  CONVERTIBLE  SECS. 

18.8 

-33 

4.75 

1.90t 

6.7 

6.2 

20.1 

LtaU 

m  ABBEn  BOND-DEBENTURE 

o 

644.0 

-10 

7.25 

0.64 

5.1 

6.8 

11.5 

10.0 

ilNSTAV  CONVERTIBLE  (t) 

22.8 

-19 

5.00** 

2.60t 

6.7 

2.3 

6.1 

14.6 

OENIX  CONVERTIBLE 

159.2 

2 

6.90 

1.06 

20.1 

11.5 

5.3 

17.2 

UDENTIAL-BACHE INCOMEVERTIBLE 

558.0 

19 

5.00** 

2.04t 

21.2 

12.0 

6.5 

13.5 

THAM  CONVERTIBLE  INCOME-GROWTH  O 

o 

812.3 

-10 

5.75 

0.93 1 

16.6 

7.3 

6.1 

14.5 

C  CONVERTIBLE  SECURITIES 

^  o 

13.7 

-58 

4.75 

1.80t 

7.5 

4.1 

5.6 

11.0 

1  1— 1  1 

SF  CONVERTIBU  SECURITIES 

12.6 

151 

No  load 

1.15 

19.1 

7.8 

10.3 

UONVERTIBLE 

o 

131.1 

-15 

5.00** 

1.74t 

9.8 

7.9 

6.7 

14.6 

OMSON  MCKINNON  CONVERTIBLE  SECS. 

41.6 

-11 

5.00** 

1.90t 

11.2 

5.0 

17.4 

□EH 

LUE  LIKE  CONVERTIBLE 

o 

o 

54.0 

-13 

No  load 

1.03 

10.7 

6.4 

6.5 

15.0 

NGUARD  CONVERTIBLE  SECURITIES 

o 

57.7 

-16 

No  load 

0.84 

15.8 

6.2 

5.9 

10.9 

Kludes  redemption  fee.  **  Includes  deferred  sales  charge,  t  1 2(b}- 1  plan  in  effect.  ^  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaningful, 
formerly  Double  Exempt  Flex  Fund,  (t)  Formerly  MacKay-Shields  MainStay  Convertible. 

See  page  96  for  an  explanation  of  BW  Rating,  Trend,  and  ether  terms  DATA:  MORNINGSTAR  INC. 
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T  li 


OBJECTIVE     SIZE     FEES       CURRENT  RESULTS  PORTFOLIO     TREND      SHARE  PRICE 


ASSETS  EXPENSE 
SMIL.      RATIO  (%) 


1 989  TOTAL  RETURN  (%) 


NAV 


SHARE  PRICE 


YIELD  MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


RECENT 


^ACM  GOVERNMENT  INCOME  Government  504.1  1.79  13.5  16.1  11.4  4.0 

ACM  GOVERNMENT  SECURITIES  Government  698.6  1.65  13.9  18.0  11  7  4.5 

ACM  GOVERNMENT  SPECTRUM  Government  285.4  1.35  12.7  13.4  9.7  4.8 

ACM  MANAGED  INCOME  Corporate  266.9  1.23  10.5  12.6  10.7  8.0 

ALLSTATE  MUNI  INCOME  Municipal  331.6  0.76  10.1  111  7.4  26.2 


11  1/4 
11 

9V4 

83/4 

toys 


8.2 
6.4 
4.6 

2.8  k 

1.9  f 


ALLSTATE  MUNI  INCOME  II  Municipal  285.0  0.87  10.5  11.2  7.3  25.9 

BLACKSTONE  INCOME  Corporate  511.8  2.22  12.1  2.5  12.8  7.4 

BLACKSTONE  TARGET  TERM  Corporate  905.8  1.22  12.0  15.5  9.0  7.4 

COLONIAL  MUNICIPAL  INCOME  Municipal  226  7  0  87  3  1  5  7  8  2  12  1 

COMSTOCK  PARTNERS  STRATEGY  Government  1178.2  0.89  24.0  26.0  7.2  NA 


cm 


9% 
9 
9% 

91/4 

9V2 


CONVERTIBLE  HOLDINGS  CAPITAL  Convertible  264.3  0.81  16.5  29  4  0.0  NA 

CONVERTIBLE  HOLDINGS  INC.  SHARES  Convertible  264.3  0.81  15.6  12.7  12.3  NA 

DEAN  WITTER  GOVERNMENT  INCOME  Government  540.7  0.73  13.1  7.3  10.4  27.7 

DREYFUS  STRATEGIC  MUNICIPALS  Municipal  476.5  0.91  9.7  11.6  7.6  24.7 

FIRST  AUSTRALIA  PRIME  INCOME  International  816.0  2.70  1.3  12.2  13.5  4.3 


51/8 

11% 
9 

10% 
9 


-46.6  fill 

23.3 

-3.1 
8.6 
-12.4 


FRANKLIN  UNIVERSAL 
GLOBAL  GOVERNMENT  PLUS 
GLOBAL  INCOME  PLUS 
GLOBAL  YIELD 

HIGH-INCOME  ADVANTAGE  II 


Corporate 

International 

International 

International 

Corporate 


233.4  1.04 

448.6  1.64 

227.7  1.17 
5952  0.96 
283.6  0.83 


8.9 
13.5 
7.9 
2.9 
-9.3 


0.6 
-1.7 
-8.4 
-6.4 
-124 


13.5 
20.0 
7.3 
13.9 
17.1 


10.3 
NA 
NA 
NA 

11.3 


73/8 

8% 

83/4 
63/8 


2.1 
-8.2 
-7.6 

1.6 
-9,4 


KEMPER  INTERMEDIATE  GOVERNMENT  Government  299.9  0.90  10.7  19.0  10.1  7.0 

KEMPER  MUNICIPAL  INCOME  Municipal  409.1  0.61  9.1  4.4  7.4  40.0 

LOMAS  MORTGAGE  SECURITIES  Government  327.5  1.03  14.1  0.2  11.7  7.0 

MFS  GOVERNMENT  MARKETS  INCOME  Government  853.7  1.10  11.1  13.9  10.1  5.1 

MFS  INTERMEDIATE  INCOME  Corporate  1791.5  1.07  8.8  3.5  10.7  7.0 


93/8 
111/2 

113/8 

93/4 

83/4 


MFS  MULTIMARKET  INCOME 
MFS  MUNICIPAL  INCOME 
MUNIVEST 

NUVEEN  MUNICIPAL  VALUE 


Corporate 
Municipal 
Municipal 
Municipal 


NUVEEN  PREMIUM  INCOME  MUNICIPAL  Municipal 


1056.2 
339.7 
815.9 
1624.0 
1099.5 


1.23 
1.32 
NA 
0.89 
0.62 


10.7 
11.1 
10.2 
11.4 
13.1 


0.7 
9.3 
8.1 
11.8 
15.3 


12.4  13.5 

7.7  20.1 

7.2  22.4 

71  26.0 

7.2  27.0 


9 
9% 
91/2 
101/4 
15 


8.3  ft 

5.1 
0.6 
2.1 
7.1 


OPPENHEIMER  MULTI-SECTOR  INCOME  Corporate  296  8  1  03  5  6  1  8  ill  4  5 

PRUDENTIAL  INTERMEDIATE  INCOME  Corporate  459.7  1.56  10.3  2.8  12.4  NA 

PRUDENTIAL  STRATEGIC  INCOME  Corporate  564.2  1.59  4.8  -1.3  14.0  19  7 

PUTNAM  INTERMED.  GOVT.  INCOME  Government  567.1  NA  10.5  14.9  8.1  NA 

PUTNAM  MASTER  INCOME  Corporate  478.0  NA  10.2  0.6  11.6  NA 


rru 


rru 


93/4 

81/2 

73/8 
91/4 

81/e 


PUTNAM  MASTER  INTERMED.  INCOME  Corporate  336.2  NA  1.7  -1.9  12.6  NA 

PUTNAM  PREMIER  INCOME  Corporate  1222.9  NA  8.4  1.6  10.7  NA 

TEMPLETON  GLOBAL  INCOME  International  985.8  0.81  5.2  4.5  11.8  8  7 

VAN  KAMPEN  MERRITT  MUNI.  INCOME  Municipal  423.3  0.65  10.6  -3.2  7.5  26.4 

WORLD  INCOME  International  288.4  NA  6.9  6.0  12.3  9.0 


73/4 
8 
9 
91/2 
91/8 


-4.0 
-3.0 

7.1 
-0.8 

0.1 


NA  =  Not  available. 


See  page  96  for  a  description  ef  terms  net  defined  below 


DATA:  MORNINGSTAR  INC 


HOW  TO  USE  THIS  TABLE 


Closed-end  funds  are  publicly  traded 
companies  that  own  a  portfolio  of  invest- 
ment securities.  The  price  of  a  fund's 
shares  depends  on  two  variables:  the 
underlying  value  of  its  portfolio  of  securi- 
ties and  the  level  of  demand  for  the 
fund's  shores.  Some  of  the  column  head- 
ings in  this  table  reflect  the  special  char- 
acteristics of  closed-end  funds. 


NET  ASSET  VALUE 

The  market  value  of  a  closed-end  fund's 
assets  expressed  in  per-share  terms  is 
called  net  asset  value.  This  term  is  ab- 
breviated NAV. 
CURRENT  RESULTS 

The  first  column  is  the  total  return  a  fund 
earned  on  its  invested  assets  or  NAV. 
The  second  column  is  the  total  return  an 
investor  would  have  earned  by  owning 
the  fund's  shares. 


SHARE  PRICE 

The  final  column  shows  the  relationshi]  m 
between  a  fund's  share  price  and  its  ne 
asset  value  per  share.  In  the  current  moi* 
ket,  many  shares  in  closed-end  fixed  in  ^ 
come  funds  are  trading  at  a  premiur 
over  the  NAV  of  the  fund's  portfolio.  Fo 
the  funds  in  this  table,  that  premium  ha  ^ 
a  median  value  of  2. 1  % .  Closed-en( 
equity  funds,  by  contrast,  usually  tradi  ^ 
at  a  discount  from  NAV. 
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MUTUAL  FUND  SCOREBOA 


MA  U  T  U  4 

iL  f  U 

IND  SCOREBC 

» A  R  D 

IND/FUND  GROUP 

TELEPHONE 

FUND/FUND  GROUP 

TELEPHONE 

TOLL  FHtt 
(800) 

IN-STATE 

1  ULL  rrttb 
(800) 

IM  CTATtr 
llN-o  1  A  1  t 

iL  Group 

553-6319 

Wl 

414 

734-7633 

iRP  Group 

253-2277 

MA 

61 7 

330-5400 

Ivest  Advantage  Government 

24J-o1 1  b 

MA 

61 7 

742-9858 

M  Group 

TX 

71 3 

d2d- 1  y  1  y 

liance  Capital  Group 

227-4618 

NJ 

201 

319-4000 

nerican  Capital  Group 

1  -ODbb 

TV 
1  A 

713 

yyo-uouo 

fierican  Funds  Group 

421-0180 

CA 

213 

486-9200 

lEV  U.  S.  Government  Securities 

872-2638 

MN 

612 

738-4000 

bson  Bond  L 

422-2766 

MO 

816 

471-5200 

rtlett  Capital  Fixed-Income 

543-0863 

OH 

513 

621-0066 

nham  Capital  Management  Group 

321-8321 

CA 

415 

965-8300 

rnstein  Sanford  Group 

NY 

212 

486-8434 

]  E  Pathfinder  Government  Plus 

348-4471 

NY 

716 

855-7891 

nd  Fund  of  America 
ston  Company  Managed  Income 
J.  Lawrence  Total  Return  Treas. 
lamos  Convertible  Income 
lifornia  Tax-Exempt  Bonds 


see  American  Funds  Group 
225-5267        MA  800  225-5267 
334-1898        NY  800  334-1898 
323-9943  IL  708  571-7115 

see  National  Group 


lifornia  Tax-Free  Income 

826-8166 

CA 

/I  1  t  QQQ  0707 

Ivert  T/F  Reserves  Limited-Term 

368-2748 

MD 

rdinal  Government  Guaranteed 

848-7734 

OH 

D  1*4  HO^-VoOtl 

iiNA  Family  ot  Funds 

562-4462 

MA 

4  1  o  /o4-Ul  UU 

lonial  Group 

248-2828 

MA 

D  1  /  HC.O-0  /  0\J 

lumbia  Funds  Group 

547-1037 

OR 

mmon  Sense  Government 

888-3863 

GA 

800  888-3863 

mposite  Group  of  Funds 

543-8072 

WA 

509  353-3400 

nvertible  Securities  &  Income 

see  Liberty  Group 

tinsellors  intermed.  Maturity 

888-6878 

NY 

212  878-0600 

an  Witter  Group 

869-3863 

NY 

212  392-2550 

laware  Group 

523-4640 

PA 

215  988-1333 

eyf  us  Group 

645-6561 

NY 

718  895-1206 

pree  Mutual  KY  Tax-Free  Income 

KY 

606  254-7741 

i  ton  Vance  Group 

225-6265 

MA 

617  482-8260 

uitec  Siebel  U.  S.  Government 

869-8008 

CA 

415  430-9900 

derated  Group 

245-5000 

PA 

412  288-1900 

d  lelity  Group 

544-6666 

MA 

617  523-1919 

n  lancial  independ.  U.  S.  Treas. 

543-0407 

OH 

513  629-2050 

Mancial  Tax-Free  Income  Shares 

525-8085 

CO 

303  779-1233 

st  Investors  Group 

423-4026 

NY 

212  208-6000 

st  Trust  U.  S.  Government 

621-4770 

IL 

312  559-3000 

0  ig  Investors  Total  Ret.  U.  S.  Treas. 

767-3524 

MD 

301  727-1700 

1  igship  Group 

227-4648 

OH 

513  461-0332 

rtress  Group 

245-5051 

PA 

412  288-1900 

inklin  Group 

342-5236 

CA 

415  570-3000 

»edom  Group 

225-6258 

MA 

617  523-3170 

nd  for  U.  S.  Government 

see  Liberty  Group 

T.  Global  Government  Income 

824-1580 

CA 

415  392-6181 

belli  Convertible  Securities 

422-3554 

NY 

212  490-3670 

neral  Tax-Exempt  Bond 

242-8671 

NY 

718  895-1396 

vernment  Income  Securities 

see  Fortress  Group 

ardian  Bond 

221-3253 

NY 

212  598-8259 

ncock (John)  Group 

225-5291 

MA 

617  375-1760 

waiian  Tax-Free 

228-4227 

NY 

212  697-6666 

ritage  Convertible  Income-Growth 

421-4184 

FL 

813  573-8143 

me  investors  Government  Gtd. 

see  Integrated  Resources  Group 

Reserve 

MN 

612  371-2884 

>  Group 

328-8300 

MN 

612  372-3733 

:ome  Portfolios  Short  Govt. 

843-3001 

MA 

617  570-5511 

egrated  Resources  Group 

858-8850 

NY 

212  353-7125 

ermediate  Bond  Fund  of  America 

see  American  Funds  Group 

'estment  Portfolios  Group 

621-1048 

IL 

312781-1121 

iin  Hancock  Group 

225-5291 

MA 

617  375-1760 

mper  Group 

621-1048 

IL 

312  781-1121 

ystone  Group 

343-2898 

MA 

617  338-3400 

1  fder  Peabody  Government  Income 

NY 

212  510-5041 

'  ndmark  New  York  Tax-Free  Income 

223-4447 

MA 

617  423-1679 

Lexington  GNMA  Income 
Liberty  Group 

Limited-Term  Municipal  National 
Lord  Abbett  Group 
Lutheran  Brotherhood  Group 
MacKay-Shields  Group 
Mass.  Financial  Services  Group 
MassMutual  Investment  Grade  Bond 
Merrill  Lynch  Group 
MetLife-State  Street  Group 
MFS  Group 

Mutual  of  Omaha  Group 
National  Group 
Nationwide  Tax-Free 
Neuberger/Berman  Ltd.  Maturity 
New  England  Group 
New  York  Muni 

North  American  U.  S.  Government 
Northeast  Investors 
Nuveen  Group 

Olympus  U.  S.  Government  Plus 

Oppenheimcr  Group 

Overland  Express  CA  Tax-Free  Bond 

Pacific  Horizon  CA  Tax-Exempt  Bond 

PaineWebber  Group 

Parkstone  Group 

Permanent  Portfolio  Treasury 

Phoenix  Group 

Pilgrim  GNMA 

PIMIT  Group 

Piper  Jaff ray  Government  Income 
Premier  Group 
Price  (T.  Rowe)  Group 
Principal  Pres.  Tax-Exempt 
Princor  Government  Securities 
Prudential-Bache  Group 
Putnam  Group 

Quest  for  Value  U.  S.  Govt.  H/l 
Retirement  Planning  Bond 
RNC  Convertible  Securities 
Rochester  Fund  Municipals 
SAFECO  Municipal  Bond 
SBSF  Convertible  Securities 
Scudder  Group 
Seligman  Group 

Shearson  Lehman  Hutton  Group 
Smith  Barney  Group 
SteinRoe  Group 
Strong  Group 

Tax-Exempt  Bond  Fund  of  America 

Tax-Free  Trust 

Thomson  McKinnon  Group 

Transamerica  Group 

Twentieth  Century  U.  S.  Government 

U.  S.  Government  Guaranteed 

United  Group 

USAA  Group 

UST  Master  Tax-Exempt  Intermed. 

Value  Line  Group 

Van  Kampen  Merritt  Group 

Vanguard  Group 

Venture  Group 

Voyageur  MN  Tax-Free 

Westcore  Group 

WPG  Government  Securities 

Zweig  Series  Government 


526-0057 

NJ 

201  845-7300 

542-3863 

MA 

617  722-6000 

847-0200 

NM 

505  984-0200 

874-3733 

NY 

212  848-1800 

328-4552 

MN 

612  339-8091 

522-4202 

NY 

800  522-4202 

654-0266 

MA 

617  954-5000 

542-6767 

MA 

800  542-6767 

637-3863 

NJ 

609  282-2800 

882-0052 

MA 

617  348-2000 

654-0266 

MA 

617  954-5000 

228-9596 

NE 

402  397-8555 

356-5535 

CT 

203  863-5600 

848-0920 

OH 

614  249-7855 

877-9700 

NY 

212  850-8300 

343-7104 

MA 

800  343-7104 

225-6864 

NY 

212  608-6864 

872-8037 

MA 

617  439-6960 

225-6704 

MA 

617  523-3588 

621-7227 

IL 

312  917-7844 

626-3863 

NY 

212  309-8400 

525-7048 

CO 

303  671-3200 

458-6589 

AR 

501  377-2569 

332-3863 

CA 

213  964-7500 

544-9300 

NJ 

201  902-7341 

451-8377 

OH 

800  451-8377 

531-5142 

TX 

512  453-7558 

243-4361 

CT 

203  253-1000 

334-3444 

CA 

213  551-0833 

443-6915 

CA 

800  443-6915 

333-6000 

MN 

612  342-6376 

242-8671 

NY 

718  895-1396 

638-5660 

MD 

301  547-2308 

826-4600 

Wl 

414  334-5521 

247-4123 

lA 

515  247-6833 

225-1852 

NY 

800  225-1852 

225-1581 

MA 

617  292-1000 

232-3863 

NY 

212  667-7587 

see  Venture  Group 

225-9655 

CA 

213  477-6543 

NY 

716  442-5500 

426-6730 

WA 

206  545-5530 

422-7273 

NY 

212  903-1200 

225-2470 

MA 

617  439-4640 

221-2450 

NY 

212  488-0200 

451-2010 

NY 

212  528-2744 

544-7835 

NY 

212  698-5349 

338-2550 

IL 

800  338-2550 

368-3863 

Wl 

414  359-1400 

see  American  Funds  Group 

437-1020 

NY 

212  697-6666 

628-1237 

NY 

212  482-5894 

999-3863 

TX 

713  751-2400 

345-2021 

MO 

816  531-5575 

see  Amencan  Funds  Group 

MO 

816  283-4122 

531-8000 

TX 

512  498-8000 

233-1136 

MA 

617451-1912 

223-0818 

NY 

212  687-3965 

225-2222 

IL 

708  719-6000 

662-7447 

PA 

215  648-6000 

545-2098 

NM 

505  983-4335 

553-2143 

MN 

612  371-8674 

666-0367 

CO 

303  623-2577 

223-3332 

NY 

212  908-9582 

272-2700 

NY 

212  361-9612 

I 
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Investing 


STILL  LIKE  REAL  ESTATE? 
TRY  THESE  TRUSTS 


The  real  estate  market  is 
largely  stagnant,  and 
some  of  its  biggest  play- 
ers are  in  financial  straits. 
But  for  those  who  still  have 
faith  in  bricks  and  mortar, 
one  vehicle  has  fresh  appeal: 
the  real  estate  investment 
trust.  REITs,  publicly  traded 
companies  that  hold  a  portfo- 
lio of  properties,  are  hardly 
an  innovative  idea — in  fact, 
the  first  trusts  originated  30 
years  ago.  However,  "the 
REIT  may  be  the  ideal  vehicle 
for  real  estate  investing  in  the 
'90s,"  says  Robert  Frank,  real 
estate  analyst  for  Baltimore 
brokers  Alex.  Brown  &  Sons. 

In  the  past,  real  estate-ori- 
ented investors  often  by- 
passed REITs  in  favor  of  other 
instruments — especially  real 
estate  limited  partnerships 
(RELPs),  which  also  hold  port- 
folios of  properties.  That  be- 
gan to  change  with  tax  re- 
form in  1986.  The  new  tax 
code  curtailed  the  use  of  real 
estate  as  a  tax  shelter,  which 
had  been  the  RELPs'  big  sell- 
ing point  and  advantage  over 
REITs.  But  now,  instead  of  tax 
breaks,  investors  expect  real 
estate  to  offer  steady  income 
and  some  capital  appreciation, 
says  Thomas  Robinson,  direc- 
tor of  REIT  Advisory  Services 
for  Coopers  &  Lybrand  in 
Washington.  "This  view,"  he 
says,  "is  the  one  the  REIT  in- 
dustry has  always  adopted." 

Well,  not  quite  always:  In 
the  mid-1970s,  many  trusts 
owned  or  held  mortgages  on 
speculative  development  proj- 
ects. Their  collapse  caused  a 
general  plunge  in  REIT  share 
prices.  Since  then,  REITs  have 
become  much  more  conserva- 
tive— with  gratifying  results. 
For  the  past  decade,  accord- 
ing to  the  National  Associa- 
tion of  Real  Estate  Invest- 
ment Trusts,  their  total 
return  from  price  changes 


and  dividends  averaged  147< 
year.  That's  less  than  t 
stock  market  overall,  but  RE 
shares  tend  to  be  less  volat 
than  most  equities.  Whi 
stock  prices  fell  22%  durii 
the  1987  market  crash,  RE 
shares  declined  only  8%. 
YOUNGER  TRUSTS.  Still,  sin 
REITS  are  currently  depende 
on  the  shaky  real  estate  mj 
ket,  they  shouldn't  dominate 
portfolio:  They're  primari 
for  those  with  bucks  to  spa 
for  a  long-term  investmer 
That  said,  a  REIT  offers  a 
vantages  over  a  relp.  As  re 
ular  equity  securities,  share 
in  REITs  don't  generate  any 
those  passive  losses  that  c£ 
be  so  troublesome  with  RELP 
Tax  reporting  is  conventions 
REIT  returns  go  on  the  105 
form  for  dividend  income, 
the  RELPs'  K-1,  a  documei 
notorious  for  not  reaching  i 
vestors  before  Apr.  15. 

But  the  REITs'  biggest  ph 
is  their  liquidity.  As  secui 
ties,  they  trade  daily  on  th 
major  stock  exchanges  (unlit 
RELPs,  which  can  be  sold,  usi 
ally  at  a  big  loss,  only  on 
private,  secondary  market 
However,  REITs  aren't  alwa> 
as  liquid  as  industry  booster 
would  have  you  believe.  Man 
of  the  smaller  ones  are  ver 
thinly  traded.  "You'll  alway 
find  a  buyer,  but  it  will  affe( 
the  price,"  warns  Robinson. 

Especially  illiquid  are  finiU 
life  REITS,  or  FREiTs,  a  youi 
ger  type  of  trust.  Though  sti 
in  the  minority,  they  are  b( 
ing  issued  in  increasing  nun 
bers,  often  by  mutual-fun 
firms:  Both  Franklin  R( 
sources  and  T.  Rowe  Pric 
launched  offerings  last  yeai 
Unlike  traditional  REITs 
which  operate  as  ongoin; 
companies,  FRElTs  invest  in 
fixed  portfolio  of  propertie 
that  are  to  be  sold  off  after 
set  number  of  years.  To  man 
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REITS  THAT  LOOK  RIGHT  TO  THE  PROS 


M 


lalysts,  that  sounds  as  if 
lese  vehicles  are  really 
iLPs  in  REITs'  clothing.  So 
ley  doubt  that  fkeits  can  be 
:)uidated  profitably,  even 
lOUgh  sponsors  argue  that 
ley  offer  a  guaranteed  re- 
rn  of  principal  (no  FREITs 
ive  actually  liquidated  yet). 
SGIONAL  FOCUS.  Most  ana- 
sts  prefer  regular  REITs — 
)ecifically,  equity  trusts, 
hich  actually  own  proper- 
is,  rather  than  mortgage 
SITS,  which  collect  income 
cm  mortgages  on  property, 
iiere  are  124  equity  REITs, 
it  "only  about  30  are  worth 
jtting  money  into,"  says 
jdd  Schubert,  analyst  for 
3AA  Investment  Manage- 
ent,  several  of  whose  mutu- 
funds  own  RE'Ts.  Individ- 
ils  should  stick  to  the  larger 
SITs — those  with  assets  of 
.00  million  or  more.  Most 
EITs  also  trade  at  a  discount 
1  their  net  asset  value:  A  gap 


Specialty 

Price 

Yield* 

AMERICAN  HEALTH 
PROPERTIES 

Hospitals 

$22 

10.7% 

BURHHAM  PACIFIC 
PROPERTIES 

Southern  California 
shopping  centers 

19 

7.2 

HEALTH  CARE 
PROPERTY  IHVESTORS 

Nursing  homes 

28 

10.1 

UNITED  DOMIHIOH 
REALTY 

Southern  apartment 
buildings 

16 

7.6 

WEIHGARTEN 
REALTY 

Texas  shopping  centers 

31 

6.1 

WESTERN  INVESTMEHT 
REAL  ESTATE 

Northern  California 
shopping  centers 

18 

7.8 

*Asof  Feb.  12 

DATA:  ALEX,  BROWN  8,  SONS  INC. 

A.G.  EDWARDS  8.  SONS  INC  .  BATEMAN  EICHLER,  HILl  RICHARDS  INC. 

of  107"  often  represents  a 
good  buying  opportunity. 

Especially  popular  now  are 
regional  REITs,  which  own 
holdings  in  one  geographic 
area.  "Real  estate  is  the  ulti- 
mate local  business,"  says 
Burl  East,  vice-president  of 
brokers  Bateman  Eichler,  Hill 
Richards  in  Los  Angeles.  Oth- 
er analysts  favor  trusts  that 
specialize  in  a  particular  type 
of  property,  such  as  shopping 


malls  or  health  care  facilities. 
And  a  REIT  that  focuses  on 
both  a  region  and  an  industry 
can  offer  the  best  of  both 
worlds.  Shares  of  one  favor- 
ite, Weingarten  Realty  Inves- 
tors, rose  18%  last  year — and 
its  portfolio  consists  of  shop- 
ping centers  in  Houston,  hard- 
ly a  booming  real  estate  mar- 
ket, notes  analyst  Gregory 
Sigmund  of  A.  G.  Edwards  & 
Sons  in  St.  Louis. 


Although  management  is 
important,  a  REIT's  perfor- 
mance mainly  reflects  the 
overall  prospects  for  property 
values.  For  that  reason,  REIT 
shares  on  average  fell  6.7%  in 
1989:  Currently,  "the  market 
is  looking  at  them  more  as 
real  estate  than  as  stocks  or 
bonds,"  says  Jon  Fosheim, 
president  of  Green  Street  Ad- 
visors, a  research  firm  in 
Newport  Beach,  Calif.  The 
well-publicized  troubles  of 
such  large  syndicators  as  VMS 
Realty,  and  Integrated  Re- 
sources haven't  helped  real 
estate's  image,  either. 

While  the  dark  cloud  will 
eventually  dissipate,  the  de- 
cline of  REIT  stocks  could  con- 
tinue this  year,  as  most  real 
estate  markets  remain  over- 
built. Still,  with  dividend 
yields  averaging  10%-  annual- 
ly, REITs  may  be  the  best 
place  for  the  real  estate  be- 
liever to  be.  Troy  Segal 


Autos 


4  SUREFOOTED 
lEAST 
ROM  AUDI 


fties 


NES 


hen  you  step  on  the 
gas  in  Audi's  new 
flagship  luxury  se- 
an,  the  engine  lets  out  a  low, 
athoritative  growl.  It's  your 
rst  clue  that  this,  the  1990 
-8  Quattro,  is  a  new  breed 
f  Audi. 

Under  the  hood  is  a  potent, 
11-aluminum  V-8  engine,  the 
/est  German  auto  maker's 
rst.  Although  its  3.6-liter  dis- 
lacement  isn't  big  by  U.  S. 
-8  standards,  the  advanced 
esign,  with  twice  the  usual 
Dmplement  of  intake  and  ex- 
aust  valves,  gives  it  plenty 
f  punch.  Unlike  typical  en- 
ines,  the  multivalve  design 
uts  out  more  power  at  high- 
r  engine  speeds.  So  accelera- 
on  comes  on  in  a  whoosh. 

Granted,  in  this  age  of  pow- 
rful  automobiles,  virtually 
very  car  company  is  boasting 
edans  with  bigger,  beefier 
ngines.  What  makes  the 
ludi  unique  is  the  V-8  and 
he  systems  behind  it.  A  full- 
ime  four-wheel-drive  sys- 


SCHUSSER-FRIENDLY:  THANKS  TO  THE  TRUNK  DESIGN,  NO  SKI  RACK  IS  NEEDED 


tem — pioneered  by  Audi — and 
antilock  brakes  combine  to 
produce  one  of  the  most  sure- 
footed big  sedans  on  the  road. 
Even  on  the  sort  of  snow- 
blown,  icy  drives  that  cause 
white  knuckles,  the  Quattro 
moves  with  confidence. 

Like  most  European  luxury 
sedans,  this  Audi  rides  on  a 
relatively  taut  suspension 
that's  stable  even  in  hard  cor- 
nering. Occasional  bumps  get 
absorbed  with  aplomb.  And 


on  smooth  pavement,  very  lit- 
tle wind  or  road  noise  sneaks 
in  to  bother  passengers.  But 
roads  peppered  with  potholes 
and  cracks  seem  to  transmit 
shocks  into  the  body — a  typi- 
cal problem  with  four-wheel 
drives. 

GUZZLER.  The  sedan  resem- 
bles its  big,  rather  boxy  Audi 
brethren.  It  sports  more 
rounded  edges,  however,  and 
its  wider  tires,  flared  fenders, 
and  broad  stance  lend  it  a  dis- 


tinct,  aggressive  look. 

The  car  boasts  the 
usual  luxury  accoutre- 
ments: power  seats, 
windows,  and  door 
locks,  along  with  a 
leather-upholstered  inte- 
rior that's  attractive  in 
an  understated  way. 
Thoughtful  touches  in- 
clude a  retractable  rear- 
window  shade  and  indi- 
vidually controlled  seat 
heaters.  A  cloth  bag  in 
the  wall  between  the 
trunk  and  backseat  lets 
trunk-stowed  skis  ex- 
tend into  the  passenger 
compartment  without 
dripping  all  over. 

Of  course,  all  that 
thoughtful  German  en- 
gineering comes  at  a 
price.  Because  the 
Quattro  is  a  thirsty  dev- 
il, sucking  a  gallon  of  gas  ev- 
ery 18  miles,  it's  subject  to  a 
$1,050  gas-guzzler  tax.  Throw 
in  the  standard  sunroof,  cellu- 
lar phone,  stereo,  and  anti- 
theft  alarm  and  the  Audi's 
price  tag  approaches  $50,000. 
That's  slightly  less  than  other 
big-engine  German  sedans 
and  $10,000  more  than  the 
new  top-end  Japanese  luxo- 
mobiles.  But  remember,  none 
of  the  competition  offers  four- 
wheel  drive.     David  Woodruff 
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Planning 

TALLYING  UP 
THE  COST  OF 
'FLYING  FREE' 


any  travelers  lament 
that  easy  frequent- 
flier  deals  are  histo- 
ry. Wrong.  To  fill  seats  dur- 
ing the  sluggish  winter 
season,  almost  every  airline 
has  adopted  a  special  promo- 
tion: "Fly  three,  fly  free." 

While  these  deals  may 
seem  like  no-brainers,  travel- 
ers should  give  them  some 
thought.  The  basic  plan  is 
simple.  The  airlines  will 
award  a  ticket  to  a  frequent 
flier  who  makes  three  round- 
trips  by  Apr.  6.  Good  within 
the  continental  U.  S.  and  to 
some  Me.xican  and  Caribbean 
destinations,  the  tickets  must 
be  used  between  Sept.  4  and 
Dec.  14.  Thanksgiving  week- 
end is  out,  of  course. 

But  not  any  old  flight  will 
do.  Carriers  offering  the  basic 
plan,   including  American, 


United,  US.\ir,  Northwest,  and 
Midway,  demand  that  each 
round-trip  cost  at  least  $98. 
Other  plans  have  higher  hur- 
dles. Continental's  OnePass 
program  offers  a  free  ticket 
after  only  two  round-trips. 
But  it  requires  that  members 
pay  $196  for  each  of  those 


flights,  and  only  trips  taken 
between  Sunday  and  Friday 
of  the  same  week  qualify — 
making  discount  tickets  that 
require  a  weekend  stopover 
ineligible. 

There  are  also  some  catches 
in  Delta's  Frequent  Flyer  Pro- 
gram, which  gives  a  free  tick- 


et after  10  flight  segments,  o: 
legs,  of  $50  each.  The  pro 
gram  is  stacked  against  trav 
elers  who  purchase  low-fan 
tickets  on  connecting  flights 
Take  a  $156  round-trip  fron 
New  York  to  Orlando  via  At 
lanta,  which  consists  of  fou 
segments  (New  York-Atlanta 
Atlanta-Orlando,  and  back) 
The  price  per  leg  is  $39 — s( 
the  trip  wouldn't  count. 
GIFT  TRAPS.  Not  all  programs 
welcome  new  participants,  ei 
ther.  American's,  for  example 
will  count  "fly-three"  flight; 
only  for  members  who  en 
rolled  by  Feb.  2.  Most  pro 
grams  let  you  give  away  you 
free  tickets  to  anyone  yo\ 
choose,  but  some,  such  a; 
USAir's,  restrict  gifts  to  imme 
diate  family  or  companions 
traveling  with  you  next  fall. 

After  scrutinizing  the  fin( 
print,  it  may  not  seem  wortl 
the  strain  to  "fly  three"  be 
fore  the  deadline.  However 
there  is  TW.a's  Frequen 
Flight  Bonus  program,  whicl 
awards  a  free  companion  tick 
et  to  members  who  take  a  sin 
gle  $196  round-trip  by  Apr.  6 
Maybe  next  they'll  pay  fliers 
to  stay  home.  Jim  Ellit 


arket's  down,  econo- 
Imy's  limping,  and 
wretched  corporate  earnings 
splatter  the  financial  pages. 
Time  to  reach  for  the  aspi- 
rin— and  possibly  an  aspirin- 
maker's  stock  as  well. 

"People  need  to  buy  their 
medications  no  matter  what 
the  economy  is  doing,"  says 
Stuart  Levine,  a  drug  ana- 
lyst with  Gruntal  &  Co.  As  a 
result,  drugmakers'  earnings 
tend  to  be  steadier  than 
those  of  cyclical  companies, 
and  their  stocks  are  less  sen- 
sitive to  economic  swings. 
So,  defensive  investors  buy 
pharmaceutical  stocks  when 
the  market  looks  bearish. 
BIG  GAINS.  But  the  beauty  of 
drug  stocks  is  that  they  per- 
form well  in  bull  markets, 
too.  Last  year,  total  return 
from  drug  stocks'  price 
changes  and  dividends  was 
d07<,  compared  with  31'.^  for 
the  market  overall.  General- 
ly, analysts  expect  the  group 
to  outperform  the  market 
again  in  1990,  boosted  by 


Smart  Monev 


DRUG  STOCKS:  PREVENTIVE 
MEDICINE  IN  A  SICKLY  MARKET 


a  15%  gain  in  earnings. 

Traditionally,  investors 
have  been  willing  to  pay  a 
premium  for  such  all-weath- 
er returns:  Price-earnings  ra- 
tios for  drug  stocks  have  av- 
eraged 55/'  above  the  .s&P 
500  multiple  for  a  quarter- 
century.  But  that  premium 
has  been  halved  in  recent 
years,  and  there's  an  oppor- 
tunity now  to  buy  into  blue 


ANALYSTS'  PICKS  IN 
PHARMACEUTICALS 


Stock 


Price  per  share 

Current  Projected* 


(12mos.) 

ELI  LILLY 

62 

75 

MERCK 

72 

85 

WARNER- 
LAMBERT 

109 

132 

*AverQge  of  forecasts  of  five  onolysTs 
DATA;  BW 
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chips  that  "are  far  superior 
to  the  average  American 
company,"  asserts  analyst 
Larry  Smith  at  C.J.  Law- 
rence, Morgan  Grenfell. 

Not  just  any  drug  stock 
will  do.  Noticeably  lacking 
on  analysts'  lists  are  the 
growth  darlings  of  yester- 
year: the  small  biotechnology 
companies  whose  fortunes 
rest  on  a  single  drug.  In- 
stead, analysts  such  as 
Smith  and  PaineWebber's 
Ron  Nordmann  favor  compa- 
nies with  strong  core  prod- 
ucts and  research  pipelines. 
These  companies  can  cruise 
on  the  sales  of  proven  suc- 
cesses while  new  products 
are  in  trial  or  awaiting  FD.A. 
approval. 

One  such  is  Merck.  Vaso- 


tec, which  generates  about 
20%  of  the  company's  $6.6 
billion  in  sales,  is  one  of  the 
most  prescribed  drugs  for 
high  blood  pressure.  And  the 
company  just  introduced  Lo 
sec,  a  new  drug  for  severe 
heartburn  that  Bear,  Stearns 
analyst  Arthur  Pancoe  says 
is  "going  to  run  away  with 
the  ball  game." 

Another  favorite:  Warner- 
Lambert.  Besides  a  wide 
range  of  such  over-the 
counter  remedies  as  Rolaids, 
the  company  has  a  cholester- 
ol reducer  named  Lopid  that 
last  year  contributed  $285 
million  to  its  $4.2  billion  in 
sales.  In  clinical  trials  now  is 
Cognex,  a  drug  that  could 
mitigate  the  effects  of  Alz- 
heimer's disease. 

Even  these  blue  chip 
prices  could  dip  if  any  of 
their  new  projects  have  prob 
lems.  Still,  in  a  market  that 
could  take  more  lumps  from 
low  corporate  earnings,  they 
might  be  the  Rx  for  an  ailing 
portfolio.  Bruce  Hager 
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ADRIFT  ON 
THE  ANCIENT 
AEGEAN 


Sucking  on  bursting  figs 
and  sipping  a  tumbler 
of  ouzo-liive  native  raki, 
a  would-be  fisherman  stirs  to 
check  his  line.  The  crew  had 
already  baited  the  hook  and 
cast  it  into  the  turquoise  wa- 
ters of  the  Aegean  Sea.  Now, 
second  mate  Mustafa  rushes 
halfway  across  the  deck  to 
tug  the  line  and  report,  "No 
fish  yet." 

No  matter.  This  is  not  just 
a  week  of  sailing  Turkey's 
southwest  coast,  known  as 
the  Blue  Voyage,  in  a  wooden 
schooner.  This  is  an  odyssey 
of  sensual  pleasures  that  van- 
quishes all  urgency.  The  Gulf 
of  Gokova,  a  ferry  ride  north 
of  Rhodes,  has  replaced  the 
Greek  isles  as  the  preferred 
yachting  grounds.  In  ancient 
times,  these  cr^'stal  waters 
were  the  gateway  for  the 
eastward  expansion  of  the  Ro- 
man Empire.  Today,  the  sense 
of  history  and  rugged  land- 
scapes are  outdone  only  by 
the  Turks'  hospitality. 

The  best  way  to  see  it  all  is 
by  chartering  a  gulet.  A  tradi- 
tional fishing  vessel  modified 
with  four  masts  and  a  motor. 


GOOD  SHIP  TIFIL:  BOUNTEOUS  MEALS  AND  A  CREW  THAT'S  AT  YOUR  COMMAND 


the  gulet — made  mostly  of 
creaking  pine — sports  a  pot- 
bellied midriff  perfect  for  sun 
worship,  spacious  dining,  and 
other  indulgences.  Turkey's 
gulet  fleet — more  than  500 
strong  and  growing  by  about 
10%  a  year — keeps  competi- 
tion for  charters  high  and 
prices  low.  The  boats  can  ac- 
commodate groups  of  four  to 
18  people.  A  56-foot,  four-cab- 
in vessel  that  sleeps  eight 
costs  $545  a  day,  with  crew, 
during  the  peak  season  of 
July  through  August. 
SEVEN  WONDERS.  Our  group 
boarded  a  boat  in  Bodrum,  a 
bustling  holiday  resort.  Once 
the  site  of  Mausolus'  tomb — 
one  of  the  Seven  Wonders  of 
the  World — Bodrum  is 
still  home  to  the  Castle 
of  St.  Peter,  a  show- 
piece of  late  medieval 
military  architecture. 

Once  aboard  our  ves- 
sel, the  Tifil,  we  quick- 
ly succumbed  to  the 
lazy  routine:  Break- 
fasts on  deck  were 
served,  well,  whenever 
we  rose — usually  after 
the  three-man  crew 
had  already  weighed 
anchor  and  motored  to 
another  of  the  gulf's 
numerous  placid  bays. 
The  itinerary  was  left 
to  us,  and  the  crew 
spoke  just  enough  En- 
glish to  respond  to  our 
every  whim:  snorkel- 
ing,  windsurfing,  or  a 
ferry  to  shore  for  af- 


ternoon hikes.  Home-cooked 
meals  of  sumptuous  lamb 
stew,  spicy  meatballs,  or 
fresh  fish  bought  from  pass- 
ing fishermen  (the  profession- 
al variety)  seemed  endless. 
Each  meal  was  served  at  a 


new  anchorage.  Our  favorites 
included  Knidos,  a  windswept 
tip  of  land  that  houses  the  ru- 
ins of  the  Temple  of  Aphrodi- 
te. And  at  Sedir  Island,  we 
lounged  on  white  sands  that 
Cleopatra  is  said  to  have  im- 


Worth  Noting 

■  CUP  LUXURY.  For  the  first 
time  since  1950,  the  U.  S.  is 
fielding  a  soccer  team  at  the 
World  Cup  championship 
matches  in  Rome,  Milan,  and 
Florence.  World  Cup  '90  Ita- 
ly (800  521-9290)  offers  vaca- 
tion packages  that  include 
tickets  to  the  preliminaries 


ported  from  the  Sahf 
for  trysts  with  Mj 
Antony. 

Also  a  must — and 
cessible  by  land  or  b( 
by  way  of  the  port 
Kusadasi — are  the  H 
lenistic,  Roman,  a 
Byzantine  ruins 
Ephesus,  including  1 
famed  library  of  C 
sus.  The  ruins,  w 
their  painstakingly 
built  facades,  require 
good  day  to  expk 
thoroughly.  Don't  1 
to  collect  souveni 
Turkey  enforces  st 
penalties  for  picki 
up  loose  artifacts. 
RUG  STORES.  Bargs 
for  leather  goods, 
ver,  gold,  and  the  ub 
uitous  Turkish  carpet  at  t 
bazaars  in  most  ports.  Sfe 
by  halving  the  asked  prii 
bearing  in  mind  what  one  v< 
dor  told  me:  "Good  Moslei 
pray  five  times  a  day, 
Moslems  sell  carpets!" 

The  sailing  seas 
runs  May  through  ( 
tober,  but  beware  t 
meltem  (souther 
winds)  that  could  ma 
for  a  rocky  trip  in  S( 
tember.  Turkish  ch: 
ters  include  Flar 
Tours  in  Bodrum 
41-1842)  and  Yesil  M; 
maris  in  Marmaris  (( 
21-1033).  In  the  U. 
two  operators  a 
Rainbow  Island  Ch; 
ters  in  Coconut  Gro\ 
Fla.  (800  545-7874),  a 
Twelve  Islands  &  I 
vond  in  Washingto 
D.  C.  (800  345-8236). 

But  don't  fret  if  schedul 
go  to  pot  the  first  day.  Ju 
sit  back,  have  another  raj 
and  give  a  tug  on  the  fishii 
line — unless  the  crew  gets 
it  first.  Jonathan  Lein 


« 


(June  8-22)  and  finals  (Jun 
22-July  9).  Prices  range  froi 
$2,999  to  $9,800. 
■  PICTURE  PERFECT.  It  WOn 

sell  you  the  real  thing,  bu 
Boston's  Museum  of  Fin 
Arts  (617  267-9300)  does  o: 
fer  high-quality  Polaroid  rej 
licas  of  the  works  in  it 
show,  Monet  in  the  '90s:  Th 
Series  Paintings.  Prices  fo 
the  replicas  start  at  $540. 
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( index  gives  the  starting  page  for  a  story  or  feo- 
!  with  a  significant  reference  to  a  company.  Most 
sidiaries  are  indexed  under  their  own  names, 
npanies  listed  only  in  tables  are  not  included. 
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Fidelity  investments  37 

First  Boston  37 
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Georgia-Pacific  49 

Germany  Fund  55 
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LEAVING 
YOUR  JOB? 

You  will  have  only  60  days  to 
reinvest  the  money  you  receive 
from  your  pension  or  profit- 
sharing  plan— or  have  it  taxed 
as  ordinary  income. 

Vanguard's  free  Retirement 
Plan  Kit  answers  important 
questions  you  may  have  about 
how  to  keep  those  retirement 
savings  tax-deferred. 

Is  rolling  the  money  over 
into  an  IRA  the  best  way  to 
avoid  taxes?  What  are  the 
alternatives?  What's  an  IRA 
conduit? 

Vanguard  can  give  you  answers. 
For  a  Free  Retirement  Plan  Kit 
Call  1-800-662-SHIP. 

For  more  complete  information,  includ- 
ing advisory  fees,  charges  and  expenses, 
call  for  a  free  prospectus  and  Retirement 
Plan  Kit.  Read  it  carefully  before  you 
invest  or  send  money 

TH^ariOTardGROUP 

^Jor  INVtSTMLNT  COMPANltS 


nCHT 
HEART 
DISEASE. 


DISEASE 


Support 
the  American 
.Diabetes 
Association. 


Diabetes  is  a  major  contributor 
to  heart  disease,  kidney  disease 
and  bhndness.  So  when  you 
support  the  American  Diabetes 
Association,  you  fight  some  ^ 
of  the  worst  cfiseases  of 
our  time. 


ane  A 
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JUST  ANOTHER 
FRIENDLY  TAKEOVER. 


I  he  last  thiii|J  a  company  making  a  strategic  accjiiisition  needs  is  a 
battle.  And  at  Salomon  Brothers  we  understand  this. 

In  tact,  we've  made  a  specialty  of  finding  the  perfect  fit  for  our 
clients,  anywhere  in  the  world. 

On  top  of  that,  we  make  sure  that  an  acquisition  that  starts 
friendly,  stays  friendly. 

After  all,  we  believe  that  businesses  siicnild  make  money.  Not  war. 


Salomon  Brothers 


vestment  Figures  of  the  Wee 


IMENTARY 

Street  handled  the  fall  of 
lOuse  that  junk  bonds  built 
equanimity.  The  Dow 
ped  nearly  30  points  on  Feb. 
he  day  before  Drexel  Burn- 
Lambert  Group  said  it  would 
or  bankruptcy.  But  for  the 
c,  stock  prices  changed  little, 
trading  volume  was  moder- 
Investors  in  high-grade  bonds 
jrated  the  completion  of  the 
sury  bond  auction  with  a  rally 
sliced  0.2  percentage  points 
ang-term  interest  rates.  Short- 
rates  fell,  too. 


Feb.  8-14 


BONDS 

Feb.       Aug.       Feb.      Feb.  8-14 


THE  DOLLAR 

Feb.       Aug.  Feb. 


Feb.  8-14 


Shearson  Lehman 
Treasury  Index 


■  1320  100 


■  1290  90 


1230  70 


J.  P.  Morgan 
Index 


52-week  change 

+  12.8% 


1  -week  change 
-0.5% 


52-week  change 

+  5.5% 


1  -week  change 
+  0.9% 


52-week  change 
+  1.6% 


1  -week  change 
+  0.6% 


lARKET  ANALYSIS 


%  change 


.  STOCKS 

latest 

Week 

S2-week 

^/  JONES  INDUSTRIALS 

2624.3 

-0.6 

13.9 

COMPANIES  (Russell  1000) 

173.4 

-0.4 

1 1,5 

\  tLL  COMPANIES  (Russell  2000) 

158.2 

0.0 

1.7 

COMPANIES  (Russell  3000) 

184.8 

-0.4 

10.7 

%  change  (local  currency) 
lEIGM  STOCKS  hitest  Week  52-week 

DON  (FINANCIAL  TIMES  100)        2298.3  -0.4  12.2 

YO  (NIKKEI  INDEX)  37,155.9  -0.4  15.6 

ONTO  (TSE  COMPOSITE)  3750.4  -0.8  3.9 


FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

7.9% 

8. 1  % 

8.8% 

30-YEAR  TREASURY  BOND  YIELD 

8.4% 

8.6% 

9.1% 

S&P  500  DIVIDEND  YIELD 

3.2% 

3.1% 

3.3% 

S&P  500  PRICE/EARNINGS  RATIO 

14.3 

14.4 

1  1.9 

TECHNICAL  INDICATORS 

latest 

Week  ogo 

Reading 

S&P  500  26-week  moving  average 

344.0 

344.5 

Negative 

Stocks  above  26-week  moving  average 

26.6% 

26.3% 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.36 

0.37 

Neutral 

Insider  sentiment:  Vickers  sell/buy  ratio 

0.87 

0.88 

Positive 

MDUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC, 

IR-WEEK  LEADERS 

% 

4- week 

change 

52-week 

Strongest  stock  in  group 

% 

4- week 

change 

52-week 

Price 

1 EALTH  CARE  SERVICES 

15.5 

8.1 

GENENTECH 

29.7 

24.4 

26% 

"IGINEERING  AND  CONSTRUCTION 

14.0 

69.6 

FOSTER  WHEELER 

18.0 

51.5 

24% 

IIL  AND  GAS  DRILLING 

13.3 

77.0 

HELMERICH  &  PAYNE 

13.8 

61.5 

36V8 

IDMPUTER  SOFTWARE  AND  SERVICES 

9.3 

18.2 

ORACLE  SYSTEMS 

25.2 

100.0 

23 

I  II  WELL  EQUIPMENT  AND  SERVICES 

8.1 

47.1 

HALLIBURTON 

1 1.3 

56.2 

451/2 

IIR-WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

1 LUMINUM 

-12.8 

-8.1 

ALCOA 

-16.7 

-1.6 

601/2 

'  OTELS  AND  MOTELS 

-12.1 

3.9 

PRIME  MOTOR  INNS 

-24.4 

-57.1 

12% 

METALS 

-10.3 

-9.4 

ASARCO 

-15.2 

0.5 

271/8 

I  tONEY  CENTER  BANKS 

-10.0 

-9.0 

CHASE  MANHATTAN 

-16.0 

-13.6 

27 

INANCE 

-9.7 

5.9 

TRANSAMERICA 

-15.7 

5.6 

351/2 

UTUAL  FUNDS 


MORNINGSTAR  INC, 


kOERS 

-week  total  return 


LAGGARDS 
Four-week  total  return 


S&P  500 
4-week  total  retorr 


BWM  Averoae  fund 
52-week  total  return 


■QUITY  STRATEGIES 
STRATEGIC  GOLD/MINERALS 
MDELITY  SELEa  COMPUTERS 

week  total  return 


15.8 
13.2 
9.4 


PRUDENT  SPECULATOR  LEVERAGED  -8.7 

FIDELITY  SELECT  BROADCAST  «.  MEDIA  -8  0 

SHERMAN  DEAN  -7.9 

52-week  total  return  % 


STRATEGIC  INVESTMENTS 
JNITED  SERVICES  GOLD  SHARES 
INTERNATIONAL  INVESTORS 


95.2 
85.1 
60.4 


PRUDENT  SPECULATOR  LEVERAGED 
UNITED  SERVICES  LOCAP 
SECURITY  OMNI 


-22.9 
-14.2 
-10.7 


ELATIVE  PORTFOLIOS 


DATA  RESOURCES  INC, 


liar  amounts 
iresent  the  present 
i.ue  of  $10,000 
ested  one  year 
>  in  each  portfolio 

centages  indicate 
'-day  total  returns 


nil 


Treasury  bonds 
$11,550 

■+1.46% 


U.  S.  stocks 
$11,538 

+  0.41  % 


Foreign  stocks 
$11,010 

-2.45%. 


Money  market  fund 
$10,736 

+  0.15% 


Gold 
$10,730 

-0.71  % 


data  on  this  page  ore  as  of  market  close  Wednesday.  Feb,  14,  1990,  unU 
'istry  groups  include  S&P  500  companies  only;  performance  and  shore  prices 


s  otherwii 
ire  as  of  I 


indicated, 
arket  close 


Feb,  13,  Mutual  fund  returns  ore  as  of  Feb,  9,  Relative  portfolios  ore  volu 
detailed  explanation  of  this  page  is  availoble  on  request. 


of  Feb,  13,  A  more 


MM 


[Editorials 

WHAT  DREXEL'S  FALL 
REALLY  MEANS 

hardest  at  the  poor.  It  is  true  that  sanctions  can  be  ineffi 
five.  Manuel  Noriega  in  Panama  and  the  Sandinistas  1 
Nicaragua  didn't  buckle  under  unilateral  U.  S.  sanctions,  tpi 
neither  action  cut  much  salsa  with  the  rest  of  the  interi| 
tional  community.  And  the  other  part  of  the  argument,  t\i 
sanctions  can  hurt  the  poor,  is  also  true.  Defenseless  citizel 
suffered  greatly  in  both  the  Central  American  examples.^! 

The  difference,  of  course,  is  that  sanctions  against  Soi;| 
Africa  have  been  widely  observed  by  the  international  cop. 
munity.  That's  because  the  world  shared  an  utter  rejectil 
of  apartheid.  Another  important  distinction  is  the  goal,  k 
South  Africa's  case,  sanctions  were  aimed  at  changing  t^ 
policies  of  the  government,  not  at  ousting  the  leaders.  \\ 

The  painful  effects  of  international  sanctions  on  Sou| 
Africa's  economy  clearly  influenced  de  Klerk's  histo| 
moves.  This  is  no  time  to  let  up  on  Pretoria.  We  hope  til 
Thatcher's  colleagues  in  the  European  Community  will  ii» 
ject  her  arguments  for  a  selective  easing  of  sanctions  asi 
reward  for  de  Klerk's  reforms.  President  Bush  and  Nels  i 
Mandela  agree  that  sanctions  shouldn't  be  relaxed  unl 
apartheid  has  been  snuffed  out. 

■  t  would  be  a  shame  if  the  wrong  lessons  were  drawn 

■  from  the  junk-bond  debacle  and  the  collapse  of  Drexel 
H  Burnham  Lambert  Inc.  There  is  no  reason  to  be  sur- 
prised that  the  junk-bond  market  has  blown  up.  As  any 
student  of  financial  history  knows,  the  U.  S.  markets  are 
prone  to  periodic  excesses.  When  the  bubble  is  pricked,  it  is 
never  a  pretty  sight  but  a  spectacle  of  crumbling  institu- 
tions, lost  jobs,  and  collapsed  confidence. 

The  fact  is  that  some  good  came  out  of  the  leveraged 
years.  Drexel,  its  kingpin  Mike  Milken,  and  their  famous 
product,  junk  bonds,  were  creative,  innovative  forces  in 
much  of  the  decade.  They  helped  shake  up  stodgy  manage- 
ments that  had  turned  over  much  of  the  American  market  to 
foreign  competitors.  They  taught  a  whole  generation  that  in 
an  era  of  global  competition,  companies  need  to  adroitly  use 
leverage  for  cheap  financing.  They  showed  that  leverage  did 
help  many  managements  focus  on  their  core  businesses.  And 
for  the  first  time  in  U.  S.  history,  budding  entrepreneurs  in 
bureaucratic,  diversified  companies  were  in  a  position  to  buy 
the  divisions  they  had  been  running. 

But  it  turns  out  that  while  a  little  leverage  makes  sense, 
the  extremes  of  debt  hamper  companies  or  can  even  put  the 
economy  at  risk.  When  Wall  Street  went  on  a  speculative 
binge,  the  good  turned  to  dross.  The  lesson  here  is  that 
every  debt  transaction  must  ultimately  end  in  a  cash 
transaction. 

With  the  downfall  of  Drexel,  it  is  as  inevitable  as  crocuses 
in  spring  that  Congress  is  going  to  hold  a  lot  of  hearings. 
But  it  would  be  a  disaster  if  lawmakers  come  up  with  a  lot 
of  rules.  And  the  worst  disservice  they  could  perform  would 
be  to  tinker  at  the  margin  by  getting  into  the  mechanics  of 
corporate  finance.  Instead,  Congress  should  remove,  as  only 
it  can,  one  of  the  fundamental  causes  of  the  1980s  leverage 
boom:  the  U.  S.'s  high  cost  of  capital.  Without  boosting  the 
U.  S.  savings  rate  and  getting  rid  of  the  pernicious  tax 
benefit  that  favors  debt  over  equity  financing,  the  incentive 
to  take  chances  remains.  Companies  will  find  a  way  to 
overleverage. 

BRAWLING  WON'T 
CLEAN  UP  THE  AIR 

^^^^hen  President  Bush  proposed  a  sweeping  cle^- 
W^^M  air  bill  last  year,  it  looked  as  if  the  end  was 

sight  for  the  decade-old  gridlock  over  whether 
strengthen  curbs  on  air  pollution.  In  contrast  to  his  prec 
cessor,  who  loathed  environmental  regulation.  Bush  clear 
wanted  progress.  Changes  in  the  Senate  leadership  al 
boded  well.  George  J.  Mitchell  (D-Me.),  whose  constituer 
demand  curbs  on  acid  rain,  had  succeeded  Majority  Lead 
Robert  C.  Byrd  (D-W.  Va.),  whose  coal-mining  state  oppos 
tough  new  rules. 

But  the  auspicious  signs  couldn't  paper  over  bitter  di 
sions,  more  geographic  and  economic  than  partisan,  th 
remained.  And  they  imperil  the  legislation.  Opponents,  w 
include  the  auto  makers.  Midwest  utilities,  and  steelmakei 
are  using  scare  tactics  to  bolster  opposition  to  new  polluti 
curbs.  Steel  companies  predict  plant  shutdowns  if  the  n€ 
rules  are  too  strict.  And  Detroit  is  trying  to  enlist  tl 
disabled  in  its  fight  by  warning  that  they  could  have  to  st 
making  the  minivans  the  disabled  rely  on.  Environment 
ists,  meanwhile,  are  also  gearing  up  for  the  battle,  usii 
phone  banks  and  letter-writing  campaigns  to  mobilize  th( 
troops.  But  these  groups  are  soft-pedaling  the  very  re 
costs  involved  in  reducing  exhaust  from  tailpipes  and  cuttii 
the  emissions  from  the  Midwest's  towering  smokestacks. 

For  the  nation's  sake,  it's  time  to  sheathe  the  swords  ai 
reach  an  accord.  The  President's  plan,  rather  than  the  f 
more  onerous  and  costly  Senate  version,  strikes  the  need* 
balance  between  tough  regulation  and  protecting  the  n 
tion's  economy.  It  should  be  enacted  into  law — and  quickl 
The  scientific  data  on  acid  rain  and  global  warming  require 
renewed  commitment  to  future  generations  to  leave  tl 
nlanpt  in  no  worse  shane  than  we  found  it  A  i?ood  clean-a 
bill  would  help  achieve  that  goal. 

KEEP  THE  HEAT 
ON  SOUTH  AFRICA 

^^B^hen  South  African  President  F.  W.  de  Klerk  re- 

V^^v  leased  Nelson  Mandela  on  Feb.  11,  the  71-year-old 
man  who  stepped  into  freedom  had  for  27  years 
been  the  symbol  of  opposition  to  apartheid.  With  his  release, 
the  African  National  Congress  leader  becomes  a  symbol  of 
something  else:  the  success  of  international  economic  sanc- 
tions as  a  devastating  weapon  against  a  repressive  regime. 

Until  now,  the  conventional  wisdom— as  propounded  by 
British  Primp  Ministpr  M^ivp'arpt  Thafchpr — ha*^  hppn  th^it 
sanctions  are  ineffective  and  even  regressive,  since  they  hit 
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)ur  Atlanta  offic(>  is  swamped.  Chicago  is  overwhelmed.       calls  hefore  a  disaster  strikes.  You  can  even  customize  a 
/ho  knows  how  many  customers  have  given  up  while  schedule  lo  route  calls  t)ased  on  area  code,  time  of  day, 

waiting  on  hold,  or  couldn't  g(>t  t  hrough  in  the  first  place.  day  of  week,  and  day  of  year.  What  makes  all  this  possible? 
ine  thing  is  certain.      TT7*X  I  0/"\/"\  •  S|)rint's  unique  10fJ"i,  digital 

our  company  stands  to  VVlTll()lll   w'  /'  /  SCT^VICC  W"'n)ptic  network.  The 
)se  a  lot  of  business  not  just  today  >^  y-^-i -■  I /-J  r-t^-r^/^  net  work  that  is  KKJ'o  software  defined, 


ecause  with  US  Sprints  new  tl^/^  f^fW  IT^ITT^'AT  '''^^^^•'''"^''"'^'i'^utes.  Soifyou 
;nhanced  800  Service  with    U-i-tv  VVllUlC  L^ULllltl  J  have  multiple  offices,  call  Sprint 

Command  Routing  you  C(  >uld  redirect  ^^^^Tj^J"!  CcLU    '^"^^  "'^ 

me  excess  calls  to  your  LA  ( )ffice.  *  Enhanced  800  Service.  And  be  prepared 

Jl  it  takes  is  one  quick  call  tot  )ur  80(.)  service  Ik  )tline.  to  save  your  country  at  a  moment's  notice, 

ind,  since  sometimes  you  know  that  special  events  and  Call  1-800-877-2000  today, 

taffing  problems  may  cause  an  office  to  be  overloaded,  It's  a  new  world:'" 
nother  feature  called  Call  Allocation  lets  you  redirect 


'£  lW(irsS[irimCor[ifTiiiM-dlinrm('nmtian\  Limilf-I  l';irtri-Tship  ®  1  SSiirnii  is  j  n-ftislf-rnil  Iradf'mark  nf  1  S.Siiririi  riimrTiijrih  d(i'irisr,,iTi[,ain  Limit.-.)  F'.trtn.Taup 


Introducing  Chrysler  Fifth  Avenue. 


Study  the  interior  of  the  1990  Available  Mark  Cross  leather  an  tlii-ough  eight  speal<ers.  Climate- 
Clirysler  Fifth  Avenue,  and  luxur\-  eight-way  power  memory  seat  tor  controlled  air  conditioning.  Anc 
impacts  every  sense.  Legi'oom       the  di'iver  and  hitimty  II  stereo       more  standard  features  than  an> 


'See  limited  warranties  and  restrn  tions  at  dealer  7  .11  pniteils  enyiiu  .  pnwert rain  and  aj;,iinst  outerbody  ru>t-tlinmKli,  fi  .iiirxeludt normal  maintenance,  adjustments 
and  wear  items.  Deductible  <in  powertram  after  5  50.  Based  on  competitive  warranty  information  at  time  irt  printinK.  1-eKrooni  vs.  Cadillac  Brougham. 


Jl  Chrysler  believes  true  luxury 

ust  also  include  the  luxur\'  of 

)phisticated  engineering. 

World's  most 
advanced 
transmission. 

Ultradrive  is  a  quan 

m  leap  forward.  It  is  the 

t^rld's  first  and  only  full\- 

laptive,  electronically 

mtrolled,  four-speed  automatic 

ansmission.  It  "fine-tunes"  itself, 

)nstantly  sensing  and  adapting  to 

langes  in  speed  and  driving  sit- 


uations over  140  times  a  second. 
Electronically  and  automatically 
Ultradrive  shifts  Chrysler  Fifth 
Avenue  into  precisely  the  right 
gear  at  precisely  the  right 
moment.  The  result  is  a  remark^i- 
bly  smooth  ride,  enhanced  engine 
performance,  and  impressive  fuel 
efficiency  And  because  the  adap- 


Chrysler's  Crystal  Key  Program 

BASIC  CAR 
WARRANTY 

Covers  entire 
car  eicepi 

normal  upkeep 

MAJOR 
COMPONENTS 
PROTECTION 

DEDUCTIBLE 
YOU  PAY 

FOR  REPAIR 
ol  maior 

componenu 

POWERTRAIN 

ENGINE 
PROTECTION 

OUTER  BODY 
RUST 
THROUGH 
PROTECTION 

CHRYSLfR 
NEW  YORKER 
FIFTH  AVENUE 

5  YEARS 
50.000 
MILES 

5  YEARS 
50.000 
MILES 

NONE 

7  YEARS 
70.000 
MILES 

.  1 

7  YEARS 
100.000 
MILES 

1  

ROLLS  ROYCE 
CORNICHE 

3  YEARS' 
UNLIMITED 

3  YEARS 
UNLIMITED 

NONE 

3  YEARS 
UNLIMITED 

3  YEARS 
UNLIMITED 

MERCEOB 
BENZ 

560  sa 

4  YEARS 
50.000 
MILES 

4  YEARS 
50.000 
MILES 

NONE 

4  YEARS 
50.000 
MILES 

i  

4  YEARS 
50.000 
MILES 

CADILLAC 
SEDAN 
OEVILLE 

4  YEARS 
50.000 
MILES 

4  YEARS 
50.000 
MILES 

S10O  AFTER 
1  YR  12,000 
MILES 

4  YEARS 
50.000 
MILES 

6  YEARS 
100.000 
MILES 

LINCOLN 
CONTINENTAL 

1YEAR/ 
12,000 
MILES 

6  YEARS 
60.000 
MILES 

SlOO  AFTER 
1  YR  12.000 
MILES 

6  YEARS 
60.000 
MILES 

6  YEARS 
100.000 
MILES 

and  multi-point  electronic  fuel 
injection.  Designed  and  engi- 
neered for  Chrysler's  luxury 
sedans,  it  delivers  90  percent  of 
its  full  torque  at  only  1,6(X)  rpm. 
Translation:  It  ensures  smoother 
idling,  gets  Fifth  Avenue  off  the 
mark  fast,  pulls  the  hills  with 
ease,  and  stays  nicely  quiet  at 
cruising  speeds.  And 
it  never  needs  a  timing 
adjustment. 

The  most 
comprehensive 
protection. 


tive  controls  in  Ultradrive  also 
compensate  for  fluid  changes, 
engine  changes  and  internal 
wear... its  performance  remains 
dependable  after  years  of 
ownership. 


Ultradrive.  The  first 
fully  adaptive,  electrorucallv 
controlled,  four-speed 
automatic  transmission. 


Fifth  Avenue's 
new  engine  and  trans- 
mission tbrm  a  power- 
train  with  quality  and 
performance  Chrysler 
has  the  confidence  to 
back  tor  7  years  or  70,000  miles. 
And  Crystal  Key  Owner  Care 
covers  Fifth  Avenue  from  bumper 
to  bumper. ..  including  air  condi- 
tioning, steering,  suspension, 
electrical,  and  electronic  compo- 
nents... for  5  years  or  50,000 
miles.  That's  a  warrant)'  you  can't 
get  from  Rolls  or  Mercedes* 

Automotive  luxury  today  is 
not  simply  the  name,  but  the 
engineering  behind  the  name. 
Chrysler  New  Yorker  Fifth 

Avenue.  JI/TO 

For  information,  please  call 

1-800-4A-CHRYSLER 


A  high-tech,  high- 
performance  engine. 

Ultradrive  is  linked  to  a  new 

3.3-  liter  V-6  with  direct  ignition 


Available  at  your  Chrysler- Plymouth  Dealer 


v4 

Chrysler 


There  Is  No  Luxury 
Without  Engineemg. 


Which  side  are  you  on? 


In  every  business  relationship,  people  start  out  on  the  same  side. 
Seems  like  only  a  matter  of  time  before  they  end  up  on  opposite  ones. 

Take  pensions.  Where  many  providers  lure  customers  with 
promises  of  an  open  door.  But  quickly  close  it  once  they  make  the  sale. 

At  the  CIGNA  companies,  our  job  is  to  make  your  job  easier.  We  not 


only  have  everything  you 
need  to  operate  a  401(k) 
or  retirement  plan.  We 
simplify  the  entire  process. 

With  services  like 
discrimination  testing 
and  loan  administration 
software. 

With  a  commitment 
not  only  to  the  latest 
technology.  But  to  human 
contact. 

Which  is  why  we  have 
the  largest  netw^ork  of 
sales  and  sendee 
specialists  in  the  country. 

People  who  concentrate 
solely  on  retirement 


plans.  So  they're  able  to  meet  virtually  any  information  need  quickly 
and  accurately.  It  all  adds  up  to  a  way  of  doing  business  that  has  kept 
our  client  and  asset  retention  rates  consistently  over  93%. 

Don't  let  unresponsive  service  come  between  you  and  your  provider. 
Write  Group  Pensions,  Dept.  R],  1600  Arch  St.,  Phila.,  PA  19103. 

And  discover  the  difference  between  a  company  that  starts  out  on 
your  side.  And  one  that  has  what  it  takes  to  stay  there. 


We  get  paid  for  results. 


